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PLUS: 

WHY  TOYOTA  IS  SO 
AFRAID  OF  BEING  NO.  1  wad 


WHAT  CARL  ICAHN  IS 
TARGETING  NEXTomb) 


The  greatest  luxury  in  life  is  time.  Savour  every  second. 


PB^p 


'CWi 


United  under  a  "winged  B",  Breitling  and  Bentley  share  the  same  concern  for  perfection. The  same  exacting  standards  of  reliability,  precision 
and  authenticity.The  same  fusion  of  prestige  and  performance.  In  the  Breitling  workshops,  just  as  in  the  Bentley  factories  in  Crewe,  cutting- 
edge  technology  works  hand  in  hand  with  the  noblest  traditions.  For  devotees  of  fine  mechanisms,  Breitling  has  created  a  line  of  exceptional: 
timepieces  named  Breitling  for  Bentley.  While  conveying  the  essence  of  aesthetic  refinement,  these  wrist  instruments  are  all  equipped 
with  high-performance  "motors",  patiently  assembled  by  watchmakers  at  the  peak  of  their  art...  Time  is  the  ultimate  luxury. 

For  your  nearest  authorized  retailer  please  call  800  641  7343 


www.breitlingforbentley.com 
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BREITL1NG  for  BENTLEY 
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Are  your  people  ready?' 


The  right  information  can  turn  a  sales  trip  into  a  sale.  So  a  people-ready  business  makes 
sure  sales  teams  have  what  they  need  by  giving  them  easy-to-use  tools  and  software 
that  work  together — like  mobile  devices  running  Windows  Mobile'1"  and  Microsoft 
Dynamics™  CRM  Mobile  3.0.  So  people  can  do  more  than  send  e-mails  and  make  calls. 
They  can  access  their  data  networks.  They  can  view,  download,  and  update  customer  anc 
inventory  information,  on  the  go*  And  they  can  make  absolutely  sure  the  deal  gets  done. 
Microsoft®  Software  for  the  people-ready  business?"  microsoft.com/peopleready 
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a  people  J[ ready  bus 

every  sales  trip  leads  someplace. 


'Available  programs  (such  as  Microsoft  Dynamics  CRM  Mobile  3.0),  features,  and  functionality  vary  by  device  and  Windows  Mobile  operating  system.  Connected  devices,  connec 
and  over-the-air  synchronization  solutions  may  require  separately  purchased  equipment  and/or  other  wireless  products  (e.g.,  Wi-Fi  card,  network  software,  server  hardwa 
redirector  software).  Service  plans  are  required  for  Internet,  Wi-Fi,  and  phone  access.  These  products  and  services  may  need  to  be  purchased  separately.  Features  and  perforn 
may  vary  by  service  provider  and  are  subject  to  network  limitations.  See  device  manufacturer,  service  provider,  and/or  corporate  IT  department  for  details. 
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)m  menus  created  by  world-renowned 
ar  Chefs  to  extensive  entertainment 
tions  and  more,  Lufthansa  truly  brings 
irld-class  service  to  international  travel. 
Jit  lufthansa.com. 


There's  no  better  way  to  fly. 


THE  WALL 
STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

Hendrick's 

^$30/750011 

Most^V 
Flavorful) 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
g     Organic 

1     $26.50/750ml 
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Presentation 
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A  Most  Unusual  Gin 

HENDRICKSGIN.COM 


What's  Hot  This  Week  A 

BusinessWeekcon 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/07_10/online.htm. 


The  Virtual  Workforce 

Working  from  home  has  long  been  seen  as  a  perk  for  employee: 
who  want  to  better  balance  their  work  and  personal  lives.  It  alst 
makes  good  business  sense:  IBM,  for  example,  saves  $100  milli. 
a  year  by  allowing  42%  of  its  employees  to  work  from  home, 
on  the  road,  or  at  a  client  location.  BusinessWeek.com's  CEO 
Guide  to  Technology  looks  at  how  companies  including  Microsoft. 
Sun  Microsystems,  and  Ernst  &  Young  are  equipping  the  new 
virtual  workforce  with  the  tools  they  need  to  be  productive  fron 
nearly  anywhere.  Our  slide  show  features  all  the  gadgets  one  roai 
warrior  uses  to  stay  connected  and  productive.  We  also  explore 
the  challenges  virtual  workers  face,  such  as  feelings  of  isolatior 
Then  read  about  how  companies  like  support.com  are  lending 
virtual  workers  a  hand  when  technology  fails  and  there's  no  help 
desk  to  call.  Finally,  Karen  Sobel  Lojeski,  CEO  of  Virtual  Distan 
International,  talks  about  the  challenges  of  managing  a  virtual 
workforce  and  where  many  companies  go  wrong.  Go  to 
www.businessweek.com/technology/ceo_guide  for  all  this  and  more. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  The  best  companies  for  customer  sen/ice  I  Women 
entrepreneurs  I  Retirement  and  home  equity  I  The  pampered  male  I  Check  your  local  TV  listings  for 
program  dates  and  times.  For  video  clips,  go  to  www.businessweekweekend.com. 
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!020,  wind  could  provide  one-tenth  of  our  planet's 
electricity  needs.  Already  today,  SKF's  innovative  know- 
how  is  crucial  to  running  a  large  proportion  of  the 
world's  wind  turbines. 

Up  to  25%  of  the  generating  costs  relate  to  mainte- 
nance. These  can  be  reduced  dramatically  thanks  to  our 
systems  for  on-line  condition  monitoring  and  automatic 
lubrication.  We  help  make  it  more  economical  to  create 
cleaner,  cheaper  energy  out  of  thin  air. 

By  sharing  our  experience,  expertise,  and  creativity, 
industries  can  boost  performance  beyond  expectations. 
Pick  our  brains.  Challenge  our  specialists! 


The  Power  of  Knowledge  Engineering 


EfflH 


ito  the  Power  of  Knowledge  Engineering.  Visit  us.af  wwwlskf.corn/knowledge 
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THE  PERFECT  PRINTER  WHEN  YOUR 
)RNER  OFFICE"  TURNS  INTO  THE  "PHOTO  LAB." 


\ 


When  life  requires  you  to  multi-task,  Canon's  line  of  Pixma  all-in-one  printers  h> 
you  covered.  wlth  both  the  pixma  mp830  and  mp530  office-all-ln-one  printers  you  gl 
print,  copy,  scan  and  fax  capabilities,  all  in  one  simple  to  use  multi-functional  machihji 
And  because  Canon  Pixma  printers  feature  our  Chromalife  100  system  you'll  get  beautifi; 
detailed  photos  that  stand  the  test  of  time. 


set 


PIXMA  MP830 
Office-AU-ln-One 


>£j? 


Duplex  Printing  ADF 

With  builj-in  Duplex  Printing,  you  can  cr< 
2-sided  documents  and  photos  automatic 
Using  the  Automatic  Document  Feeder,  you 
easily  copy,  scan  or  fax  multi-page  docurm 
—  all  from  the  same  machine. 
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PIXMA.  THERE  IS  NO  SUBSTITUTE.  To  learn  more  about  PIXMA  Office  All-ln-One 
Printers,  visit  www.usa.canon.com/consumer,  or  call  1-800-OK-CANON. 

Canon  cannot  guarantee  the  longevity  of  prints.  Results  may  vary  depending  on  printed  image,  drying  time,  display/storage  conditions  and  environmental 
factors.  See  www.usa.canon.com/chromalifelOO  for  additional  details.  ©2007  Canon  U.S.A.,  Inc.  Canon  is  a  registered  trademark  and  PIXMA  is  a  trademark 

n'ip,  ■/;>  /■'  A      ofCanonlnc.  in  the  United  States  and  may  be  registered  trademarks  or  trademarks  in  other  countries.  IMAGEANYWARE  is  a  trademarkofCanon,  Atloutput 

JT  JvVJ VLi^»    and  viewscreen  images  are  simulated. 
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"We're  not  terribly  optimistic." 

-Home  Depot  CEO  Frank  Blake  in  a  Feb.  20 

conference  call  with  analysts,  reacting  to  the  company's 

28%  profit  drop  in  the  fourth  quarter  of 2006. 

Blake  acknowledged  that  housing's  decline  may 

continue  to  hurt  the  business. 
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ON  THE  JOB 


Vttack  of  the  Shareholders    yesterday- 


DOUTICAL  CHANGE  IN 
Washington  and  the  public 
debate  on  CEO  pay  are 

ing  the  shareholder  rights 

yvement  a  mighty  tailwind— 

)mentum  that' s  being  sensed  in 

rope,  too. 

At  home,  as  House  Financial 

rvices  Committee  Chairman 
ey  Frank  (D-Mass.)  prepares 

hold  hearings  on  executive 

tnpensation,  a  coterie  of 

rporate  giants  sat  down  with 

nsion  fund  activists  pushing  for 

advisory  role  on  pay.  The  Feb.  9 

:eting,  held  at  TIAA-CREF's  New 

rk  office,  was  the  brainchild  of 

:er  Corporate  Secretary  Peggy 

an;  Richard  Ferlauto,  director 

>ension  policy  at  the  American 
l|  deration  of  State,  County 
fl  Municipal  Employees;  and 

mothy  Smith,  director  of  socially 

ponsive  investment  at  Walden 

set  Management. 

Also  at  the  table:  Intel, 

hering-Plough,  JPMorgan 

ase,  AIG,  and  other  blue  chips. 

e  agenda:  to  draft  guidelines 

how  to  give  shareholders  an 

visory  vote  on  pay,  an  effort  business  hopes 
d  11  help  it  avoid  legislation  or  regulation. 

•ank's  office  has  taken  note  of  the  meeting.) 

Around  the  same  time,  four  big  global 
mi  irestors  in  U.S.  stocks  were  flexing  their 

llective  muscle.  Norway's  Norges  Bank 

vestment  Management,  Hermes  Pension 

inagement  of  Britain,  and  Dutch  funds  ABP 

d  PGGM,  with  combined  assets  of  $800 

lion,  have  begun  lobbying  the  SEC  for  more 

j  in  electing  directors  and  an  advisory  vote 
pay.  (British  and  other  EU  shareholders 
1  ly  such  roles.)  Former  SEC  Chairman  Arthur 
'  vitt  is  informally  advising  the  group,  and 

;rmes  last  year  hired  a  veteran  U.S.  hand  as 


II 


its  CEO— Mark  Anson,  former  CIO  of  CalPers, 
who  met  with  SEC  Chairman  Christopher  Cox 
on  Feb.  7.  "With  all  the  capital  we're  investing 
in  the  U.S.  from  Europe,  we  should  have  a 
chance  to  weigh  in,"  says  Anson. 

Some  U.S.  business  leaders  think  otherwise. 
"European  pensions  should  no  more  impose 
proxy  access  requirements  on  American  com- 
panies than  we  should  force  Sarbanes-Oxley 
on  European  ones,"  says  John  Berlau,  direc- 
tor of  the  Center  for  Entrepreneurship  at  the 
Competitive  Enterprise  Institute,  a  free-market 
think  tank.  Maybe,  says  Norges'  Knut  Kjaer.  On 
the  other  hand,  "we  are  quite  free  to  move  our 
assets."  -Lorraine  Woellert  and  Eamonjavers 


PRINCESSES 

Asked  to  name  their  dream 
job,  nearly  a  quarter  of 
U.S.  workers  in  a  recent 
survey  pointed  to  the  Oval 
Office.  Queried  about  their 
childhood  aspirations, 
however,  they  recalled  a  slew 
of  non-Presidential  fantasies 
as  well.  Here,  a  look  at  the 
youthful  ambitions  of  adults 
in  specific  occupations. 

-Lindsey  Gerdes 

TOP  CHILDHOOD 

DREAM  JOB,  BY  CURRENT 

PROFESSION: 


Administrative  professionals: 
Princess  (33%) 


Lawyers/Judges: 
U.S.  President  (59%) 


Executives: 
Firefighter  (29%) 

Firefighters: 
Firefighter  (41%) 

Data:  Harris  Interactive  2006  online  survey 
ol  6,169  lull-time  U.S.  workers,  on  behalf  of 
CareerBuilder.com 
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E-GIVING 


CHARITY 
BEGINS... 
ONLINE 

At  many  large  corporations, 
a  full-time  philanthropy  staff 
selects  charities  to  support. 
For  small  companies  lacking 
a  strategic  philanthropic 
mission,  Gratus  Capital 
Management  in  Atlanta  has 
created  CompanyGivingTest. 
com.  The  site  uses  an 
online  questionnaire  to  help 
employers  find  charities 
from  a  pool  of  about  80 


nonprofits  that  Gratus  has 
vetted  for  soundness. 

Employers  (or  employees) 
taking  the  survey  agree  or 
disagree  with  55  statements 
to  pinpoint  causes  that 
fit  a  company's  values  or 
employees'  preferences. 
(Sample:  "The  problem  of 
homelessness  is  perhaps 
the  greatest  tragedy  of  our 
society.")  Gratus  uses  the 
results  to  recommend  three  to 
five  charities. 

The  month-old  service, 
which  starts  at  $2,500  fori  to 
50  test  takers,  has  been  used 
by  the  15  employees  at  Access 
Worldwide  in  Atlanta,  a  mailing 
services  operation  that  paid 
about  $1,000  for  a  customized 
questionnaire.  It  was  "a  great 
tool,"  says  Access  CEO  Adam 
Langston.         -DeanFoust 


PRODUCT  PEEK 

WILL  GE  BRING  GOOD 
THINGS  TO  CAMERAS? 

GENERAL  ELECTRIC  got 

out  of  the  consumer- 
electronics  business  years 
ago.  But  to  woo  a  new 
generation  of  buyers,  the 
company  now  known 
for  wind  turbines  and  jet 
engines  has  decided  to 
lend  its  brand  name  to  a 
new  line  of  digital  cameras 
and  photo  printers.  "We  are 
looking  at  the  products  that 
connect  with  young  people," 
says  Marc  Bertino,  president  of 
GE  Trademark  Licensing. 

Under  a  licensing  agreement,  eight 
digital  cameras  and  a  photo  printer  will 
be  designed  and  marketed  by  a  startup  to 
be  sold  worldwide  under  the  GE  brand.  In 
March,  General  Imaging  in  Torrance,  Calif, 
will  unveil  the  gadgets  at  the  annual  Photo 
Marketing  Assn.  trade  show  in  Las  Vegas. 
Prices  haven't  been  announced,  but  the 
cameras  will  be  available  in  the  U.S.  in  mid- 
April.  ("Introducing  the  first  digital  cameras 
worthy  of  the  GE  name,"  reads  the  slogan  on 
General  Imaging's  Web  site.) 

GE  and  General  Imaging  executives  won't 
disclose  their  financial  arrangements  or 
the  names  of  major  investors.  But  it's  clear 
that  GE  had  a  big  hand  in  setting  up  its 
licensee.  Last  summer  it  persuaded  Hiroshi 
Komiya,  the  former  president  of  camera 


LICENSED  TO  SHOO 

Eight  cameras  wi 
carry  the  GE  nan- 


maker  Olympus 
Imaging,  to  give 
up  retirement  to 
start  the  company.  General  Imaging's  chief 
designer  is  Takeyoshi  Kawano,  the  man  wh< 
created  the  Sony  Walkman,  the  Sony  VAIO 
laptop,  and  the  Olympus  Stylus  camera  serin 
Few  industry  analysts  believe  putting  thei 
GE  name  on  new  gadgets  will  strengthen 
the  brand.  The  digital  camera  market  is 
already  mature,  they  say.  And  there's  a  risk 
of  diluting  the  GE  name  should  the  licensed 
have  quality  problems.  Given  GE's  history 
in  consumer  electronics,  says  Geordie 
McClelland,  director  of  strategy  at  branding 
consultancy  Straightline  International, 
"consumers  may  well  assume  that  the 
products  were  made  in-house."  -Olga  Khan 


NOVEL  IDEA 

A DARK AND 
STORMY  SITE 

AIMING  TO  BURNISH  its  Web  2.0 

credentials,  Penguin  Books  in 
the  U.K.  is  hosting  a  wiki  Web 
site  that  allows  people  to  write 
a  novel  collectively.  So  far  the 
experiment  has  been  playfully 
challenging  the  notion  of  the 
wisdom  of  crowds. 

Since  its  launch  on 
Feb.  1,  the  novel-in-progress 
at  amillionpenguins.com  has 
grown  from  a  single,  Penguin- 
supplied  sentence  ("There 
was  no  possibility  of  taking  a 


walk  that  day,"  the  opening 
line  from  Jane  Eyre)  to  36,000 
words  and  11  different  versions 
with  59  characters,  including  a 
dancer  who  tangos  people  to 
death.  The  content  changes 
just  about  every  minute 
as    the    wiki's     1,300 
registered  users  world- 
wide rewrite  the  story, 
with  some  8,500  in- 
dividual edits  so  far. 

About  75,000  people 
have  visited  the  wild, 
which  Penguin  now  locks 
for  two  hours  a  day  to  give 
its  volunteer  monitors— a 
few  Penguin  employees  and 
eight  graduate  students 
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from  Leicester's  De  Montfoi 
University— time  to  absorb 
changes  and  to  delete 
pornography  and  obscenitie 
Jeremy  Ettinghausen,  head 
of  digital  publishing  for 
Penguin  UK,  praises  the 
"astonishingly  creative" 
work  he  has  seen.  As  ft 
initial  plans  to  publisl 
the  novel  when  the 
five-week  wiki  ends: 
"That  would  be  virtus 
impossible  because  of 
the  way  the  wild  has 
evolved,"  he  says.  "But  I 
am  looking  at  how  we  coulc 
produce  an  e-book." 

Elizabeth  Wo\  J I 
P 
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AUTO  DIDACT 

IF  YOU  CAN 
FIND  A  BETTER 
BOOK... 

LEE  IACOCCA  is  mad  as  hell. 
"Let's  tell  'em  all  we've  had 
enough,"  writes  the  82-year- 
old  onetime  savior  of  Chrysler, 
in  Where  Have  All  the  Leaders 
Gone?  to  be  published  in 
April  by  Simon  &  Schuster's 
Scribner  imprint. 

What's  wrong  with 
America?  Low  voter  turnout, 
the  Iraq  war  (including 
Abu  Ghraib),  Dick  Cheney's 
energy  task  force,  unfair 
trade,  the  national  debt, 
flabby  education  and  children, 
Richard  Grasso's  pay  package, 
and— as  the  title  implies— 
inept  leaders.  High  on  that 
list:  George  W.  Bush.  "We've 
got  a  gang  of  clueless  bozos 
steering  our  ship  of  state  right 
over  a  cliff,"  Iacocca  opines. 

Among  Bush's  failings, 
says  the  author,  who 
supported  the  President  in 
2000:  He  alienated  America's 
allies  and,  perhaps,  Detroit— 
Iacocca  is  still  steaming 
over  the  months-long  delay 
preceding  Bush's  2006 
meeting  with  the  heads  of 
GM,  Ford,  and  Chrysler.  "Bush 
had  time  to  meet  with  the 
winner  of  American  Idol,  but 
he  couldn't  squeeze  in  the 
leaders  of  the  auto  industry." 

Iacocca  lists  "Nine  C's  of 
Leadership,"  by  which  he 
says  Presidential  and  CEO 


candidates  should  be  judged. 
(First,  "curiosity;"  last, 
"common  sense.")  And  with 
talk  of  Chrysler  being  spun 
off  from  Daimler,  readers 
may  be  interested  to  know 
that  Iacocca  likes  current 
DaimlerChrysler  CEO  Dieter 
Zetsche.  He  also  sketches  a 
plan  to  revive  the  U.S.  auto 
industry— one  that  involves 
cutting  losses  and  the 
collaboration  of  carmakers, 
the  unions,  and  government. 
What  prompted  the  book? 
Simon  &  Schuster  CEO  Jack 
Romanos  says  he  called 
Iacocca  after  seeing  his  2005 
Chrysler  TV  ad  that  also 
featured  rapper  Snoop  Dogg. 
"He  definitely  had  something 
to  say,"  says  Romanos. 
The  unhappiness  with  the 
Administration  came  as  no 
surprise.  "We  expected  him 
to  unload  on  Washington, 
and  he  didn't  disappoint," 
Romanos  says.  "He  didn't 
sell  6  million  copies  of  his 
previous  work  by  pulling  his 
punches."         -Hardy  Green 


ECO-LIMOS 


SOME  QUIET  but  high-wattage  models  may  steal 
a  bit  of  the  limelight  at  the  Academy  Awards:  More 
green  cars  than  ever  are  ferrying  Hollywood's 
environmentally  friendly  stars  to  the  red  carpet, 
thanks  to  Global  Green  USA,  a  nonprofit  that 
supplies  eco-rides  for  the  event.  This  year  the  tinted 
window,  luxe  version  of  Toyota's  Prius  hybrid— whi 
was  Cameron  Diaz'  ride  a  few  Oscars  back— may 
be  upstaged  by  a  plug-in  version  that  gets  100  mpg; 
And  look  for  a  leading-man  type  to  screech  up  in  a 
fast-as-it-looks  battery-powered  Tesla  sportster.  ZA 
Car's  Xebra,  a  petite  electric  three-wheeler  (above) 
is  also  slated  to  makes  its  debut,  probably  wrapped: 
around  a  diminutive  starlet.  -Adam  Aski 


"YOU  HAVE  THE  EIGHT  TO  SPEAK  TO  AN  ATTORNEY.  IF  YOU 
CANNOT  AFFORD  A  LAWYER,  ONE  WILL  BE  PROVIDED 
FOR  YOU  FROM  FIRST  CLASS." 


What  do  you  call  a  year  in  which  you  sell  63  million 
Earth-friendly  products?  A  healthy  start. 


The  Home  Depot*  is  committed  to  home  improvement,  including  the  home  we  call  Earth. 
We  started  this  initiative  in  1990  and  brought  our  vendor  partners  aboard.  Together,  we  offer 
customers  a  wide  range  of  eco-savvy  options.  Last  year,  sales  of  ENERGY  STAR*  qualified 
products  increased  by  25%.  And  the  energy  saved  by  the  compact  fluorescent  lightbulbs  we've 
sold  could  light  the  homes  in  Washington,  D.C.,  for  three  and  a  half  years.  All  of  which 
lets  us  know  that  we're  on  the  right  path.  For  our  people.  For  our  communities.  For  our  planet. 


©2007,  HOMER  TLC,  Inc.  All  rights  reserved. 
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COMPETITION 

AN  ASSAULT 
ON  FORTRESS 
BLOOMBERG? 

MARC  BENIOFF,  chief  executive 
ofSalesforce.com,  likes  to 
take  on  the  big  guys.  In  the 
1990s,  his  startup  set  out  to 
compete  with  Siebel  Systems, 
the  customer-management 
software  giant,  and  wound 
up  playing  a  major  role  in 
upending  it.  Now  Benioff  has 
a  far  more  entrenched  player 
in  his  sights:  Bloomberg, 
the  dominant  provider  of 
financial  information  to  Wall 
Street. 

Bloomberg's  $l,500-a- 
month  terminal  is  considered 
essential  gear  for  stock  and 
bond  traders,  who  value 
its  real-time  market  data, 
analytical  tools,  and  financial 
news.  Benioff  isn't  targeting 
hard-core  traders  but  rather 
the  roughly  half-million 
U.S.  financial  advisers 
and  stockbrokers,  some  of 
whom  also  hold  Bloomberg 
subscriptions. 

Salesforce.com's  new 
wealth-management  service, 


slated  to  be  unveiled  on 
Feb.  27,  costs  $500  a  month 
per  user.  It  combines  the 
company's  usual  customer- 
relationship-tracking 
features  with  data  streams 
and  market  intelligence  from 
a  range  of  free  or 
for-a-fee  sources,  including 
Thomson  Financial  and 
Dow  Jones.  Predicts  Benioff: 
"We're  going  to  move 
Bloomberg  off  the  desktops 
of  the  brokerages  and  replace 
it  with  commodity  pes  and 
Internet  services." 

The  first  customer,  Merrill 
Lynch  (which  has  an  equity 
investment  in  Bloomberg), 
has  signed  up  for  25,000 
subscriptions  for  financial 
advisers,  but  is 
leaving  Bloomberg 
terminals  on  the  desks 
of  its  traders,  according 
to  Salesforce.com. 

As  with  a  Bloomberg 
subscription,  financial 
advisers  using  Benioff  s 
service  can  set  up  alerts 
when  information  affecting 
their  clients  comes  across 
the  wires,  tap  into  fully 
integrated  e-mail  or  Web 
phone  services  to  call  those 
investors,  and  monitor 


every  communication  for 
regulatory  compliance 
purposes. 

Analysts  who  have  been 
briefed  by  Salesforce  came 
away  impressed.  "I  bet  there 
are  a  lot  of  people  on  Wall 
Street  who  would  like  to  get 


out  of  paying  the  fees  ths 
made  Mike  Bloomberg 
a  billionaire,"  says 
Bruce  Richardson  of  AMR 
Research.  But  Richardson 
and  others  in  the  industry  ! 
say  Benioff  s  latest  target 
will  be  much  harder  to 
damage  than  Siebel  System 
was.  "Bloomberg's  base 
is  built  on  bedrock,"  says 
analyst  Jack  McConville 
of  the  McConville  Group. 
Bloomberg  declined 
comment. 

Undaunted,  Salesforce 
plans  to  use  the  financial 
adviser  desktops  as  a 
beachhead,  both  at  big 
Wall  Street  firms 
and  at  smaller 
regional  operations^ 
Bloomberg,  unlike 
Salesforce,  offers 
few  customer- 
management  features.  Ono 
he  gains  a  foothold,  Benioflf 
figures,  he  can  expand  into  > 
new  markets  with  bankings 
mortgage,  insurance,  and 
capital  markets  editions  of1' 
the  service.  "If  we  succeed, , 
we'll  define  the  future 
of  the  financial-services 
workstation,"  he  says. 

-Steve  Ham\ 


QUESTION  OF 
THE  WEEK 

Aflac's  board  has 
announced  it  will 
give  shareholders 
an  advisory  vote  on 
executive  compensation 
starting  in  2009.  Is 
investor  "say  on  pay" 
a  good  idea? 


"Shareholders  should 
absolutely  have  a  say  on 
executive  pay.  The  big 
question  is:  How  will  it 
be  executed?  Will  small 
individual  investors  have 
a  chance  to  be  heard?  " 

Michelle  Leder,  founder  and 
editor,  lootnoted.org 
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"Bad  idea.  It  substitutes 
a  shareholder 
referendum  for  the 
business  judgment  of 
the  board  and  will  make 
it  difficult  to  hire  and 
retain  the  most  qualified 
senior  executives." 

Martin  Upton,  founding 

partner,  Wachtell,  Upton. 

Rosen  &  Katz 


"Typical!  The  guys 
who  don't  need  to  do 
this  are  doing  it.  I  like 
the  resolution,  but  it's 
unfortunate  that  only  the 
good  guys  do  this." 

Jim  Cramer,  markets  commentator, 

TheStreet.com;  host, 

Mad  Money  with  Jim  Cramer 
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The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology  And,  our 
ultimate  goal,  a  cleaner  environment. 


"Based  upon  the  average  sales-weighted  fuel  consumption  for  1996-2005  model  year  passenger-car  and 
light-truck  fleets  sold  in  the  U.S.,  based  on  CAFE  reports.  ©  2007  American  Honda  Motor  Co..  Inc.  honda.com 
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Sounds  like 
[Julie  Roehm] 
really  just 
didntwant 
to  be  there." 

-JeffGutenburg 
Geneseo,  N.Y. 


THE  POLITICS  OF 
PRIVATE  EQUITY  FUNDS 

I  SUPPOSE  I  shouldn't  have  been  sur- 
prised when  "Cranking  up  the  money 
machine"  (News  &  Insights,  Feb.  12) 
mentioned  several  large  private  equity 
fund  entrepreneurs  among  leading  in- 
vestors in  Hillary  Clinton's  and  Barack 
Obama's  race  for  President  of  the  U.S. 
After  all,  these  guys  are  the  experts  at 
taking  large  public  entities  private. 

In  fact,  Bain  Capital  co-founder  Mitt 
Romney  has  a  chance  at  actually  being 
America's  first  private  equity  President, 
following  Bush's  successful  reign  as 
America's  first  MBA  President.  Perhaps 
we're  seeing  the  next  really  big  oppor- 
tunity for  smart  global  money,  moving 
from  private  equity  funds  to  private  sov- 
ereignty funds.  . 

-Alan  H.  MacDonald 
Sanford,  Me. 

ROEHM'S  MYRIAD  MISSTEPS 
AT  WAL-MART 

"MY  YEAR  AT  Wal-Mart"  (People,  Feb. 
12)  was  interesting  but  highlights  Julie 
Roehm's  shortcomings. 

Ms.  Roehm  should  have  realized  that 
change  is  evolutionary,  not  revolution- 


ary. As  one  Wal-Mart  Stores  Inc.  insidt 
reported,  "when  Julie  walked  into  a  rooi 
it  was  always  about  her,  nobody  else>. 
Frankly,  her  ego  got  the  best  of  he 
Instead  of  hitting  the  ground  running 
she  should  have  taken  the  time  to  unde 
stand  the  best  way  to  implement  chang 
and  build  allies  within  the  company. 

That  Roehm  has  not  yet  landed  anoti 
er  executive  position  may  be  indicative 
the  fact  that  her  time  in  the  spotlight 
over.  Next  time,  she  should  spend  mo:i 
time  on  techniques  that  will  make  hen 
successful  manager. 

-Richard  Mey\ 
Simi  Valley,  Cah 

THERE'S  ONLY  ONE  way  to  change  We 
Mart  Stores:  Open  up  new  stores  under 
different  brand  name.  You  might  want 
call  it,  um,  Target. 

-Ken  Leebo 
Marietta,  G 

IT'S  ASTONISHING  THAT  Roehl 
would  think  visiting  so  many  ad  age 
cies  that  wanted  the  Wal-Mart  businei 
would  be  a  productive  use  of  her  timi 
especially  as  she  had  to  miss  the  poli'i 
cally  important  Friday  morning  mee 
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Did  systems  can  slow  ( 

!  A  simple  upgrade  can  solve  all  that. 


Panasonic  Toughbook®  51 

•  Intel®  Centrino®  Duo  Mobile  Technology 

-  Intel®  Core™  Duo  Processor  T2300  (1.66GHz) 

-  Intel®  PRO/Wireless  3945  network  connection 
(802.11  a/b/g) 

Memory:  512MB 

Shock-mounted  60GB  removable  hard  drive 
CD-RW/DVD-ROM  combo  drive 
•  15"  XGA  display 
Semi-rugged  magnesium-alloy  construction 
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Panasonic  Toughbook  51  Port  Replicator 

•  Increase  your  notebook  connectivity 
urable  magnesium  alloy  construction 

$259.99  CDW  973289 
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NEC  NP40 

•  2200  ANSI  lumens  XGA  projector 

•  Automatic  focus  and  square  shot  technology 
provide  optimum  image  quality 

•  Three-year  parts,  one-year  labor  and 
one-year  lamp  warranty 

$999  CDW  1074830 


Ire  There  With  the  Technology  Solutions  You  Need. 

'i  the  benefits  of  today's  improved  technology,  there's  never  been  a  better  time  to  upgrade  your  systems.  At  CDW,  we're 
e  with  a  dedicated  personal  account  manager  who  has  all  the  notebook  knowledge  you  need  to  help  you  become  more, 
ent  in  the  office.  And  with  best-of-breed  products  from  the  top  names  in  the  industry,  you  not  only  get  what  you  need, ; 
{get  it  whenever  you  need  it.  So  call  CDW  today  and  get  the  technology  you  need  to  make  the  most  of  your  day. 
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ings  to  do  so.  Sounds  like  she  really  just 
didn't  want  to  be  there. 

-JejfGutenburg 
Geneseo,  N.Y. 

THE  BEST  WAY  TO  GIVE 
SOLAR  PANELS  A  BOOST 

"GREEN  HOMES:  THE  price  still  isn't 
right"  (Environment,  Feb.  12)  states  that 
"new  federal  and  state  subsidies  could 
cut  the  cost  of  solar  panels  in  half."  Of 
course,  if  federal  or  state  subsidies  could 
do  such  a  thing,  we  should  subsidize 
virtually  everything.  Better  yet,  why  not 
make  them  free? 

Rather,  what  these  subsidies  actually 
do  is  distort  markets  for  private  goods  by 
shifting  the  payment  for  the  goods  from 
the  buyer  to  the  taxpayer.  If  consumers 
experience  a  few  more  consecutive  years 
of  more  than  10%  increases  in  electricity 
rates  (a  good  bet  if  plug-in  electric  cars 
are  successfully  marketed  to  the  public), 
solar  panels  will  not  require  a  subsidy  to 
be  sold.  Instead,  consumers  will  be  clam- 
oring for  them,  and  investment  capital 
will  flow  where  it  belongs  in  order  to 
supply  them. 

The  alternative  is  a  gradually  increas- 
ing federal  tax  on  electricity  consump- 


tion, with  funds  used  to  eliminate  other 
pernicious,  regressive  taxes.  This  would 
give  consumers  an  incentive  to  invest 
now  in  solar  panels  with  the  knowledge 
that  they  will  become  more  valuable  as 
time  goes  on. 

-Jonathan  Hains 
Brookside,  N.J. 

STEM-CELL  THERAPY  IN  CHINA: 
A  PATIENT  SPEAKS 

I  WAS  THE  patient  mentioned  in  "Stem- 
cell  refugees"  (Global  Business,  Feb.  12) 
who  saw  University  of  California  at  Los 
Angeles  neurologist  Dr.  Susan  Perlman 
immediately  before  and  after  my  Chinese 
stem-cell  treatments. 

The  article  reported  that  "there  were 
modest  but  medically  significant  results, 
but  they  wore  off." 

One  immediate  improvement  was  a  re- 
turn of  feeling  in  one  foot,  but  that  disap- 
peared while  still  in  China,  which  I  duti- 
fully reported  to  Dr.  Perlman.  She  gave  me 
a  battery  of  tests,  most  of  which  showed 
improvement.  "Transient"  was  how  she 
described  only  my  brief  foot  improve- 
ment. I  continue  to  show  improvement  in 
walking  and  function  three  months  later, 
and  fully  intend  to  return  to  China  in  the 


future  for  additional  treatments.  I  see  it  a  3 
the  only  game  in  town.  My  country  is  Ion  | 
on  analysis,  but  short  on  hope.  [ 

-Kim  Poc 
Tucso 

WHAT'S  THE  FUTURE 

FOR  BROADCAST  CHANNELS? 

THE  MAJOR  PROBLEM  faced  by  carriei 
entering  the  TV  market  is  how  to  asses  I 
the  role  of  broadcast  channels  ("Lighn 
speed's  slow  start,"  InfoTech,  Feb.  12). 
The  infrastructure  needed  to  suppo: 
broadcast  IPTV  (Internet-protocol  telev 
sion)  is  different  from  that  used  to  sup 
port  the  other  approaches.  TV  delivei 
becomes  more  of  a  traditional  Internt 
application  as  it  moves  toward  store 
for-play.  If  viewers  are  moving  to  moi 
personalized  video  experiences,  then 
spending  money  to  deliver  broadcaij)) 
over  IP  a  good  idea? 

-Tom  Nol 
Voorhees,  Nsf 

HOW  TO  TALK  TO  CONGRESS 
...OR  A  JOURNALIST 

I  READ  WITH  interest  Richard  Dunjin 
ham's  roundup  of  advice  for  CEOs  callei 
to  testify  before  Congress,  "Excuse  mn  io 
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r.  Chairman..."  (Up  Front,  Feb.  12). 
Executives  who  plan  to  be  interviewed 
journalists  would  do  well  to  heed 
inham's  advice,  as  well. 
Over  the  past  16  years,  I  have  had 
e  privilege  of  working  with  countless 
ecutives  as  they  prepared  for  inter- 
jws,  both  friendly  and  otherwise.  The 
i  adage  of  not  arguing  with  people 
10  buy  ink  by  the  barrel  still  holds 
le.  Nothing  is  ever  gained  by  long- 
ndedness,  contentiousness,  or  lack 
preparation. 

-Alan  Braverman 
Pomona,  N.Y. 

)LATILE  REITs? 

)T  BY  THIS  YARDSTICK 

YOUR  ARTICLE  "Have  REITs  lost 
eir  footing?"  (Personal  Finance,  Jan. 
0,  the  author  claimed  REITs  have 
come  more  volatile  and  more  corre- 
:ed  with  other  stocks.  Actually,  REITs 
ve  become  steadily  less  volatile  over 
e  past  16  years  as  measured  by  the 
andard  deviation  of  monthly  price 
turns.  Even  using  the  author's  mea- 
re— how  often  a  REIT  stock  moved 

1%  or  more  in  a  day— volatility  has 
iown  a  steady  29%  decline  from  late 


1998  through  the  end  of  2006. 

The  correlation  between  REIT  re- 
turns and  those  of  the  Standard  & 
Poor's  500-stock  index  also  has  de- 
clined over  the  last  16  years.  Academic 
studies  attribute  the  decline  to  an  influx 
of  institutional  investment. 

-Brad  Case 

Vice-President,  Research  &  Industry 

Information 

National  Association  of  Real  Estate 

Investment  Trusts 

Washington,  B.C. 

Editor's  note:  As  the  story  makes  clear, 
we  were  focused  on  a  shorter  time  period 
over  which  the  volatility  and  correlations 
went  up. 

BOMBARDIER  FLEXJET 
TAKES  ISSUE 

WE  AT  BOMBARDIER  Flexjet,  hav- 
ing just  closed  a  profitable  year,  were 
shocked  to  read  "One  jet,  16  owners, 
big  problems"  (News  &  Insights,  Jan. 
29)  stating  that  Flexjet  has  "severe 
growing  pains"  and  has,  along  with 
competitors,  "lost  hundreds  of  mil- 
lions." That  is  far  from  true,  as  Busi- 
nessWeek would  have  learned  had  Flex- 


jet been  sought  for  comment.  In  fact, 
none  of  the  other  problems  mentioned 
were  true  of  Flexjet.  Our  outstanding 
performance  is  testament  to  the  vi- 
ability of  the  fractional  jet  ownership 
model  and  diligence  of  Flexjet  employ- 
ees, whose  efforts  have  resulted  in  our 
singular  success. 

-Sylvain  Levesque 

Bombardier  Flexjet 

Dallas 
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BY  STEPHEN  H.  WILDSTROM 


A  Sweeter  BlackBerry 

When  Research  In  Motion  introduced  the  handsome  BlackBerry  Pearl  last 
fall,  it  instantly  created  Pearl  envy  among  users  of  the  highly  competent, 
though  definitely  unstylish,  standard  BlackBerrys.  But  many  users  resisted 
the  tiny  Pearl,  mainly  because  they  liked  the  full-size  keyboard  on  the  old 
models.  The  new  Blackberry  8800  may  prove  much  harder  to  resist. 


Priced  at  $295  with  a  two-year  service  contract 
from  Cingular,  the  8800  retains  most  of  the  Pearl's 
features,  including  a  shiny  black-and-chrome 
finish  and  a  Pearl-like  roller  ball  for  navigation  in 
place  of  the  traditional  BlackBerry  scroll  wheel  on 
the  right  side  of  the  unit.  I  found  the  ball  a  bit  over 
sensitive,  but  its  central  position  ends  the  chronic 
right-handed  bias  of  older  BlackBerrys. 

Functionally,  the  8800  is  an  updated  version 
of  the  current  BlackBerry  flagship,  the  full-size 
8700.  It's  about  the  same  width  as  the  8700  and 
a  smidgen  longer,  but  a  noticeable  5  mm  thinner. 
Despite  getting  skinnier,  the  8800  has  a  larger 
battery  than  the  8700,  so  it  runs  longer. 

THE  PEARL  WAS  THE  FIRST  BlackBerry  with  a 
camera,  which  made  sense  because  RIM  was 

RLui  KRFkRY 

going  for  the  consumer  market.  But  in  response       «oqq 
to  corporate  and  government  customers,  who  are 
likely  to  buy  the  bulk  of  the  8800s  and  are  either  indifferent 
or  hostile  to  multimedia,  RIM  skipped  the  camera.  Instead 
it  included  a  feature  most  business  customers  will  find  a 
lot  more  useful:  a  global  positioning  satellite  receiver  with 
TeleNav  navigation  software.  Maps  are  much  easier  to  read 
on  the  8800's  big,  high-resolution  display  than  on  most 
wireless  phones. 

There  are  a  few  problems.  Unlike  Sprint  and  Verizon 
Wireless,  Cingular  doesn't  provide  network  data  to  help 
the  BlackBerry's  GPS  do  its  job.  This  means  it  can  take  the 
8800  a  couple  of  minutes  to  figure  out  where  it  is.  In  general, 
the  navigation  software  was  less  accurate  and  more  easily 
confused  by  deviations  in  route  than  other  software  I  have 
tried,  though  TeleNav  says  improvements  are  in  the  works. 
Minor  glitches  aside,  navigation  is  a  welcome  addition. 

The  BlackBerry  8800  includes  the  music  player  and  video 
player  from  the  Pearl,  but  they  are  nowhere  near  as  good 
as  the  media  players  found  in  most  cellular  handsets.  The 
8800  also  features  Cingular's  walkie-talkie-like  push-to- 
talk  service,  though  this  is  useful  only  if  you  communicate 
regularly  with  a  group  of  Cingular  push-to-talk  customers. 
The  Web  browser  is  adequate,  but  I  wish  the  8800  would 
run  on  Cingular's  fast  3G  network  rather  than  its  medium- 


speed  service,  called  EDGE.  One  other  gripe:  If 
you  want  to  add  your  own  applications  to  your 
BlackBerry,  there  are  far  fewer  options  than  on 
Palm  or  Windows  Mobile  device. 

This  brings  us  to  e-mail.  In  an  increasingly 
crowded  field  of  e-mail-capable  smartphones, 
outstanding  messaging  abilities  remain  the 
compelling  reason  for  choosing  a  BlackBerry 
over  the  competition.  Like  all  BlackBerrys,  the 
8800  is  at  its  best  in  a  business  environment 
where  a  BlackBerry  Enterprise  Server  is  part 
of  the  setup.  This  lets  the  BlackBerry  become  a< 
true  extension  of  your  desktop,  with  messages  - 
delivered  nearly  instantaneously,  and  calendar! 
and  contact  changes  synchronized  between  thd 
device  and  the  server  as  they  are  made. 

There  are  other  routes  to  e-mail  if  you  can'i 
use  the  Enterprise  service.  You  can  connect 
directly  to  most  Internet 
service  provider  accounts 
and  some  corporate  systems. 
If  your  corporate  system  is 
blocked  by  a  firewall,  you  can 
run  BlackBerry  Mail  Connect  i 
software  on  your  desktop  to 
redirect  mail  to  your  handhel  i} 
though  you  can't  delete 
mail  from  the  server  or  sync 
^^^^^^^^m  calendar  items  and  contacts 

this  way. 

The  8800's  keyboard,  with  just  one  letter  per  key  vs.  twc 

on  most  Pearl  keys,  is  easier  to  use.  This  and  a  wide  range 

of  one-key  shortcuts  that  work  only  on  full-size  BlackBerrj 

keyboards  will  lead  a  lot  of  buyers  to  conclude  that  bigger 


The  8800 
has  a  larger, 
easier-to-use 
keyboard 
than  the  Pearl 


is  better. 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
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•  wo-thirds  of  the  world 
is  covered  in  water. 
Shouldn't  three-thirds  of 
the  world's  population 
be  able  to  drink  it? 
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Water  desalination  from  GE  turns  saltwater  into 
drinking  water  for  areas  that  need  it.  With  such 
an  inexhaustible  supply,  imagine  if,  one  day, 
no  one  need  go  thirsty  again.  It's  all  part  of  our 
blueprint  for  a  better  world. 
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imagination  at  work 
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■  MediaCentric 
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TVs  Boomlet  from  Election  '07 

Normally,  2007  would  be  considered  an  "odd"  year  in  the  local  TV 
business.  Odd  in  that  there  are  no  national  elections  and,  as  a  result,  not 
much  in  the  way  of  political  advertising  dollars.  But  2007  is  shaping  up  to 
look  more  even  than  odd.  Numerous  candidates— 23  have  expressed  an 
interest  in  running  for  President  so  far— are  set  to  spend  a  record  amount 


on  advertising  well  in  advance  of  the  runup 
to  November,  2008.  Local  TV  stations  could 
pull  in  $700  million  this  year,  more  than 
twice  as  much  as  they  did  in  2005,  the  last 
odd  year. 

Bear,  Stearns  &  Co.  media  analyst 
Victor  Miller  figures  that  by  the  time  the 
votes  are  tallied  from  the  Presidential 
and  congressional  elections  20  months 
from  now,  candidates  will  have  poured  a 
record  $2.5  billion  into  TV  spots.  Great 
for  local  broadcasters,  right?  Yes  and  no. 
The  political  bounty  will  help  offset  tepid 
spending  by  other  traditional  advertisers 
and  could  certainly  pretty  up  the  balance 
sheets,  as  the  abundance  of  private- 
equity  loot  makes  cashing  out  all  the  more  tempting.  But 
the  easy  political  money  could  also  keep  local  stations  from 
tackling  issues  that,  in  this  YouTube  world,  make  their 
business  among  the  most  seriously  challenged  in  media. 
(BusinessWeek  parent  The  McGraw-Hill  Companies  owns 
four  local  TV  stations.) 

WHAT  MAKES  2007  SO  DIFFERENT?  For  one  thing,  five  states, 
including  California  and  Florida,  are  expected  to  move  their 
primaries  up  to  the  first  week  of  February  next  year,  creating 
a  Super  Super  Tuesday  in  which  41%  of  all  delegates  get 
picked.  Needless  to  say,  the  flurry  of  spending  ahead  of  that 
key  date  could  begin  this  fall.  Moreover,  since  neither  the 
President  nor  the  Vice-President  is  running  in  2008— the  first 
time  this  has  happened  since  1952— most  candidates  lack  the 
familiarity  of  incumbency  and  will  need  to  spend  heavily  to 
introduce  themselves  to  the  electorate.  Ranked  against  other 
national  advertisers  on  local  TV  in  election  years,  politicians 
are  now  second  only  to  automakers.  A  decade  ago,  political 
advertising  didn't  even  make  the  top  five. 

Television  executives  are  understandably  intoxicated  by 
the  coming  wave  of  political  money.  One  of  them  can  barely 
contain  his  glee.  Politicians  don't  get  "Brownie  points  for 
being  No.  2,"  he  says.  "So  these  candidates  spend  like  drunken 
sailors  near  the  end."  But  here's  the  rub:  Rabid  candidates 
raising  and  spending  tens  of  millions  of  dollars  for  local  spots 


will  almost  certainly  push  out  other  regul; 
advertisers.  And  these  companies  already  > 
have  many  more  ways  to  get  their  messag 
out— including  the  Internet,  of  course. 
Crunching  the  numbers  is  instructive: 
When  you  remove  the  double-digit  gains 
from  political  advertising  in  2006,  ad 
revenue  growth  at  10  of  the  top  TV  station 
owners  ranges  from  5%  to  -2%. 

Such  numbers  don't  bode  well  for  a 
business  in  unprecedented  upheaval. 
Local  TV  stations  are  spending  millions  t  j 
meet  a  federal  mandate  to  be  fully  digital 
in  2009.  That  will  allow  them  to  offer 
more  channels,  but  there's  no  guarantee 
that  viewers  will  tune  in.  (Blame 

RrO£!Clc*lStGT*S     suc^  distractions  as  the  iPod  am 

#11     1       .  Xbox.)  Yes,  broadcasters  have 

WLI  1  tliriVC  Oil    been  buoyed  by  the  prospect  tha 

1  i       -q     .     cable  operators  will  finally  pay 

ecLfly  ciCLS.  JlHIl    them  to  carry  the  local  stations 

(before,  broadcasters  with  their 
free-over-the-air  programs 
were  treated  as  free),  but  those 
revenues  are  still  not  certain. 
^^^^^^^m  That's  why  shareholders  are 

restive  and  pressuring  big  medi 
groups  to  put  local  stations  on  the  block.  New  York  Times 
Co.  sold  its  9  TV  stations  in  January  to  private  equity;  CBS 
dumped  7  in  February.  Clear  Channel  Communications  plai 
to  sell  its  42  stations  as  part  of  a  plan  to  take  itself  private, 
while  Tribune  Co.  could  auction  off  its  19  stations. 

Smart  TV  guys  won't  take  their  eye  off  the  ball  even  as  th< 
political  dollars  stream  in.  "All  advertising  is  good  for  us," 
says  Tom  Kane,  president  and  CEO  of  the  CBS  Television 
Stations  Group.  "But  we  certainly  don't  take  the  focus  off 
those  who  are  with  us  year  in  and  year  out."  Spoken  like  an 
executive  who  doesn't  see  the  world  in  odds  and  evens.  ■ 
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I  For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
www.businessweek.com/innovate/FineOnMedia 


it's  a  mixed 
blessing 


NOT  BUSINESS  AS  USUAL 


THE  NEW  BUSINESS  CLASS  FROM  SINGAPORE  AIRLINES. 

DAILY  FROM  SAN  FRANCISCO  TO  SEOUL  AND  SINGAPORE  ON  THE  NEW  BOEING  777-300ER. 
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One  in  six 
American  children 
lives  in  poverty. 

Together,        < 
we  can  J 

change  that.    1 


We  must.  Education  is  the  best  solution  to  help  children  break  the  cycle  of  poverty. 
In  the  United  States,  Save  the  Children's  programs  strengthen  children's  academic 
performance,  improve  their  health  and  broaden  their  horizons.  Our  work  supports 
effective  literacy  programs  in  some  of  the  poorest  areas  here  at  home  so  that  our 
children  can  read  and  succeed. 

Please  visit  www.savethechildren.org  to  find  out  how  you  can  help. 
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Save  the  Children 


® 


Save  the  Children  regularly  receives  the  highest  ratings  from  Charity  Navigator 
and  other  independent  evaluation  organizations. 
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How  Long  Can  the  U.  S. 
Hount  On  Foreign  Funding? 

.s  the  dollar  sags  and  other  investments  beckon,  a  shakeout  looms 
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U.S.  ECONOMY 


In  a  speech  in  2004,  then  Federal  Reserve 
lhairman  Alan  Greenspan  said:  "It  is  difficult  to  imagine  that  we 
an  continue  indefinitely  to  borrow  savings  from  abroad  at  a  rate 
quivalent  to  5%  of  U.S.  gross  domestic  product."  Well,  by  the  third 
uarter  of  2006,  the  U.S.  was  dependent  on  foreign  lending  to  the 


ne  of  more  than  $860  billion,  or  about  6.5%  of  GDP, 
d  the  need  for  foreign  money  will  most  likely  hang 
ove  6%  through  2007  The  big  question:  Can  the  U.S. 
ntinue  to  count  on  this  massive  amount  of  foreign 
pital  to  fund  its  overseas  obligations  and  finance  its 
onomic  growth? 

The  question  seemed  especially  urgent  after  the 
easury  Dept.'s  eye-opening  report  that  net  inflows  of 
reign  capital  into  long-term  U.S.  securities  fell  to  only 
5.6  billion  in  December  (chart).  It  was  the  skimpiest 
onthly  total  in  almost  five  years.  Consider  that  during 
of  2006  the  U.S.  needed,  on  average,  more  than  $70 
llion  a  month  in  foreign  funds  to  finance  its  current 
count  deficit,  made  up  mainly  of  the  trade  deficit, 
ong  with  net  investment  income  that  the  U.S.  owes  to 
reigners  and  certain  government  transfers. 
The  greatest  potential  vulnerability  lies  with  the 
S.  dollar  and  its  role  as  the  balancing  agent  between 
e  financing  needs  of  the  U.S.  and  the  willingness  of 
reigners  to  supply  those  funds.  The  fear  is  a  sudden 
unge  in  the  greenback.  The  U.S.  will  always  obtain  the 
reign  financing  it  needs,  but  what  level  of  the  dollar  will 
take  to  attract  those  funds?  U.S.  indebtedness  is  a  key 
ason  why  the  dollar  has  already  declined  27%  against  a 
sket  of  major  currencies  since  early  2002. 

IE  SHARP  FALLOFF  in  December  capital  inflows  does 
it  appear  to  presage  any  serious  trouble,  but  a  drop  of 
at  size  bears  watching  in  coming  months.  The  monthly 
easury  data  are  subject  to  big  swings  from  month  to 
onth,  and  for  all  of  2006,  foreign  funds  flowing  into 
ag-term  U.S.  securities  totaled  $896  billion,  more  than 
ough  to  cover  the  red  ink  in  the  current  account  deficit. 
The  December  drop  came  as  the  U.S.  continues  to  face 
iearth  of  homegrown  savings.  That' s  pressure  enough 
i  the  U.S.  to  draw  in  the  capital  it  needs.  But  against  this 

eady  shaky  backdrop,  two  new  trends  are  emerging  that 
d  even  more  weight  on  US.  finance  and  the  dollar. 

First,  there  is  increasing  evidence  that  foreigners  are 
rersifying  their  assets  away  from  dollar-denominated 
purities  toward  other  currencies.  China,  for  example, 

ently  announced  it  is  forming  a  new  agency  to 


A  DECEMBER  DROP-OFF 
IN  FOREIGN  CAPITAL 

BILLIONS  OF  DOLLARS 


diversify  $200  billion  of  its  $1  trillion  in  foreign  exchange 
reserves.  Emerging-market  economies  are  beginning 
to  discover  that  U.S.  investments,  while  relatively  low 
risk,  are  also  relatively  low  return  compared  with  other 
investment  opportunities  around  the  globe. 

FOR  NOW,  AT  LEAST,  the  impact  of  these  diversification 
efforts,  while  potentially  harmful  to  the  dollar,  are  less 
than  clear.  For  example,  even  if  China  diverts  $200 
billion  from  U.S.  assets,  it  will  continue  to  amass  about 
that  much  each  year  as  a  result  of  its  trade  surplus  and 
incoming  direct  investment,  notes  Donald  Straszheim 
at  Roth  Capital  Partners.  Nevertheless,  countries 
from  OPEC  to  Asia  are  taking  a  second  look  at  their 
international  portfolios,  and  the  trend  is  certain  to  place 
further  downward  pressure  on  the  dollar. 

A  second  new  threat 
is  homegrown:  Chances 
of  outright  protectionist 
measures,  such  as  tariffs, 
appear  to  be  rising. 
The  new  Democratic 
Congress  shows  signs  it 
will  be  far  more  activist 
on  issues  affecting 
trade,  especially  with 
China  and  countries 
that  manipulate  their 
currencies  to  gain  a 
competitive  advantage. 
After  several  months  of  good  news  on  the  U.S.  trade 
deficit,  the  December  gap  widened  sharply,  to  $61.2 
billion,  up  from  $58.1  billion  in  November.  That  rise 
brought  the  annual  deficit  to  $764  billion,  with  bilateral 
gaps  with  China,  the  European  Union,  and  Japan, 
respectively,  making  up  30%,  15%,  and  11%  of  the  total. 
Given  the  competitive  pressures  on  U.S.  producers, 
especially  automakers,  from  the  weakness  in  the  Chinese 
yuan  and  the  Japanese  yen,  companies  are  sure  to  be 
more  aggressive  in  pressing  lawmakers  for  relief.  The 
House  of  Representatives  leadership  has  already  given 
the  White  House  90  days  to  present  Congress  with  a  plan 
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to  address  several  trade  issues  involving  China,  Japan, 
and  the  European  Union.  The  implication  is  that  after  90 
days,  it  will  come  up  with  its  own  plan. 

Any  U.S.  action  that  reduces  Chinese  imports, 
however,  also  will  result  in  less  foreign  exchange  for 
the  Chinese  to  invest.  That  could  make  the  Chinese  less 
interested  in  the  auctions  of  U.S.  Treasury  securities. 
China  is  second  only  to  Japan  as  the  largest  holder  of  U.S. 
Treasury  issues. 

THE  CORE  OF  AMERICA'S  NEED  for  foreign  capital 
lies  in  its  lack  of  domestic  savings.  That  savings  pattern 
seems  likely  to  continue  for  a  long  time,  given  the  long- 
term  pressure  on  the  federal  budget  and  the  current 
downtrend  in  personal  savings. 

For  example,  in  the  third  quarter  of  last  year,  net 
private  saving  by  U.S.  consumers,  businesses,  and 
governments  totaled  $224.9  billion.  The  retained 
earnings  of  U.S.  businesses  accounted  for  all  of  that  and 
more.  The  household  and  the  government  sectors  were 
both  net  drains  on  U.S.  savings.  Households  actually 
spent  $111.7  billion  more  than  they  earned  in  the  third 
quarter,  and  the  personal  savings  rate  for  all  of  2006 
was  negative  for  the  second  year  in  a  row,  something 
that  hasn't  happened  since  the  Depression  years  of  the 
1930s.  Plus,  the  federal  government's  outlays  in  the  third 
quarter  exceeded  its  receipts  by  $165.6  billion. 

In  fact,  U.S.  savings  financed  only  about  one-quarter 
of  last  year's  U.S.  net  investment,  which  excludes  the 
outlays  needed  to  replace  depreciated  equipment, 
buildings,  and  such.  Foreigners  supplied  the  remaining 


three-quarters  (chart).  The  savings  issue  is  critical, 
in  part,  because  investment  is  the  lifeblood  of  future 
economic  growth,  and  that  growth  requires  savings, 
whether  they  are  homegrown  or  borrowed  from  abroad. 

The  U.S.  will  continue  to  receive  a  large  share  of 
the  world's  excess  savings,  especially  from  those 

developing  economies 
that  don't  have  financia 
institutions  and  market 
systems  to  allocate  thei 
huge  foreign  exchange 
reserves  to  domestic 


A  GROWING  DEPENDENCE 
ON  FOREIGN  SAVINGS 

,  PERCENT 


FOREIGN  LENDING  AS  A  SHARE  OF 
U.S.  NET  DOMESTIC  INVESTMENT 
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uses. 

However,  the  dollar 
will  remain  vulnerable, 
especially  as  the  U.S. 
faces  the  enormous 
financing  requirements  I 
created  by  the  retiremei  j 
and  health- care  needs  c  j 
the  baby  boomers.  In  the  near  future,  the  U.S.  will  requi  | 
either  ever  more  foreign  capital  or  an  increased  rate  of 
domestic  savings. 

Absent  the  latter,  the  U.S.  is  sure  to  eventually  bump 
up  against  its  foreign  borrowing  limit.  The  day  of 
reckoning  will  be  at  the  point  when  foreigners  demand 
more  for  their  money,  either  through  a  weaker  dollar, 
higher  interest  rates,  or  both.  On  the  way  there,  any  mo: 
reports  of  waning  interest  in  U.S.  securities  are  likely  to  j 
attract  much  more  attention  in  the  currency  markets,  to 
the  detriment  of  the  greenback.  ■ 


E-COMMERCE 


Cash  Registers  are  Ringing  Online 


WHEN  IT  COMES  to  analyses  of 

consumer  spending,  online  sales  are 
often  overlooked.  But  retail 
e-commerce  sales  growth  far 
outpaces  that  of  overall  consumer 
spending  and  shows  no  sign  of 
letting  up.  That  means  online  sales 
will  only  grow  in  importance  when 
it  comes  to  gauging  the  health  of 
consumer  spending. 

Fourth-quarter 
retail  e-commerce 
sales  surged  24.6% 
from  the  previous 
year,  according  to  the 
U.S.  Census  Dept. 
That  rapid  growth  is 
a  reason  why  fourth- 
quarter  non-auto  and 
non-gasoline  retail 
sales  looked  much 
better  than  the  widely 
followed  chain-store 
sales  figures. 


MORE  CONSUMERS 
SHOP  ON  THE  WEB 
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E-COMMERCE  RETAIL  SALES 
A  SHARE  OF  TOTAL  SALES 


The  quarterly  e-commerce  figures 
also  far  exceeded  the  government's 
strong  monthly  figures  for  nonstore 
retailers,  which  includes  catalog  and 
other  forms  of  direct  sales.  Fourth- 
quarter  nonstore  sales  grew  7.6% 
from  the  year  before,  beating  most 
other  retail  categories. 

As  more  consumers  buy  online, 
e-commerce  sales  account  for  a  larger 
chunk  of  overall 
retail  spending.  Sales 
of  $108  billion  in 
2006  topped  those 
at  electronics  and 
appliance  stores.  And 
in  the  final  quarter  of 
2006,  online  shopping 
accounted  for  3%  of 
total  retail  sales,  nearly 
double  the  share  at  the 
end  of  2002. 

The  torrid  growth 


_ 
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should  continue  through  2007. 
According  to  the  research  firm  Cow< 
&  Co.,  e-commerce  retail  sales  will 
climb  another  20%,  to  $129  billion, 
in  2007.  One  apparent  reason  for  th 
ongoing  strength  is  that  e-commen 
retailers  are  doing  a  good  job.  The 
fourth-quarter  American  Customer 
Satisfaction  Index  from  the  Stephet 
M.  Ross  School  of  Business  at  the 
University  of  Michigan  showed  an 
improved  score  for  e-commerce 
businesses.  In  particular,  online 
retailers  are  one  of  the  highest-rate 
among  the  43  different  industries 
covered  by  the  survey. 

While  the  law  of  large  numbers 
means  growth  of  more  than  20%  p< 
year  will  be  hard  to  sustain, 
e-commerce  sales  are  expected  to 
climb  at  a  double-digit  pace  for  the 
rest  of  the  decade,  reaching  4-3%  o 
total  sales  by  2010.  ■ 

-By James  Mehring  in  New  Y 
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Red-Faced  JetBlue  What  a  difference  an  ice  storm  can 
make.  JetBlue  Airways,  which  pledges  to  "bring  humanity 
back  to  air  travel,"  suffered  a  frigid  blast  to  its  customer- 
friendly  reputation  after  Valentine's  Day  foul  weather  left 
hundreds  of  passengers  stranded  on  runways  at  New  York's 
Kennedy  Airport  for  up  to  10H>hours. 

That  alone  would  have  made  for  corporate  chills.  But  the 
storm,  which  caused  JetBlue  to  cancel  279  flights  on  Feb. 
14,  also  overwhelmed  operations  on  Presidents'  Day  week- 
end, leading  to  a  six-day  saga  of  more  than  1,100  cancelled 
flights.  After  CEO  David  Neeleman's  highly  public  mea  culpas, 
the  airline  introduced  a  Customer  Bill  of  Rights,  promising 
passengers  vouchers  or  refunds  for  delays  or  cancellations. 
On  Feb.  21  the  carrier  said  it  would  post  an  operating  loss 
in  the  first  quarter,  partly  owing  to  $30  million  in  storm- 
related  expenses,  and  cut  its  operating-margin  forecast  for 
the  year. 

See  "An  extraordinary  stumble  at  JetBlue,"  page  58, 

"Neeleman  explains  himself," page  90 

EEHEEfr  "JetBlue's  fiasco  could  improve  flying," 

www.businessweek.com/go/tbw 


RadlO  Romance  After  months  of  rumors  crackling  over 
the  airwaves,  Sirius  Satellite  Radio  and  XM  Satellite  Radio  an- 
nounced plans  to  merge  on  Feb.  19,  striking  a  $13  billion 
deal— and  facing  high  regulatory  hurdles. 

See  "XM  and  Sirius:  What  a  merger  won't  fix,"  page  31 

EMU*  "Satellite  static:  The XM-Sirius  merger," 

www.  b  usinessweek.  com/go/tbw 


A  Breath  Of  Inflation  Don't  get  sick,  and  don't  smoke 
it'll  cost  you.  The  Bureau  of  Labor  Statistics  announced  o:> 
Feb.  21  that  medical  costs  rose  0.8%  in  January,  for  the  big 
gest  leap  since  1990,  while  tobacco  products  jumped  3.1°/< 
Those  items  caused  the  "core"  consumer  price  index  to  rise 
more-than-expected  0.3%.  The  "headline"  CPI,  includin 
food  and  energy,  rose  0.2%.  Bond  prices  fell  as  traders  cor  | 
eluded  that  the  Fed  was  less  likely  to  cut  rates. 


AirbllS  Divided  The  troubled  planemaker's  restructu! 
ing  plan  is  caught  in  a  political  downdraft.  France  an 
Germany  are  squabbling  over  who'll  shoulder  the  brunt  of 
$6.5  billion,  three-year  cost-cutting  program  that's  likely  t 
entail  10,000  job  losses.  The  flareup  forced  management  t 
postpone  a  scheduled  Feb.  20  unveiling  of  the  plan.  Frenc 
President  Jacques  Chirac  and  German  Chancellor  Angela  Merk  i 
have  scheduled  talks  for  Feb.  23. 

See  "Airbus  revs  up  the  engines," page  <j  (i 
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Retailer  Results  Looks  like  former  CEO  Bob  Nardelli  g. 

out  just  in  time:  Home  Depot  on  Feb.  20  reported  rickei 
fourth- quarter  numbers,  with  profits  tumbling  28%  an 
same-store  sales  down  6.6%,  the  first  such  slip  in  til 
company's  history.  Another  behemoth,  Wal-Mart,  fared  b& 
ter  after  going  back  to  low-price  basics:  Profits  up  10%,  an 
same-store  sales  up  1.6%  for  the  quarter. 

HUBS*  See  "Wal-Mart  goes  abroad  for  growth 
www.businessweek.com/go/tbl 


Dell'S  New  Team  CEO  Michael  Dell,  back  in  the  Dell  du  o 
out  since  January,  is  signing  heavy  hitters.  On  Feb.  16  tjq  k 
sputtering  computer  giant  named  Ron  Garriques,  chief 
Motorola's  cellphone  business,  to  head  its  global  consumil 
division.  That  came  two  days  after  Dell  hired  turnaround 
ace  Mike  Cannon,  CEO  of  electronics  assembler  Solectron, , 
lead  its  manufacturing,  procurement,  and  supply  chain  o 
erations.  Analysts  expect  Dell  to  continue  the  hiring  drhtl 
as  many  longtime  managers  have  exited  recently.  |  j 

HMD*  See  "Dell's  new  blood:  Cannon,  now  Garriquei  ( |j 
www.businessweek.com/go/tl\  j 
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Warner  Music  Won't  Quit  wai  the  fourth  verse  be  t  k 

charm?  After  three  failed  attempts  at  a  merger  with  EH  t 
Warner  Music  again  wants  the  two  companies  to  waltz.  (H  in 
Feb.  20,  Warner  said  it  has  discussed  "a  possible  acquisitio:i(  y 
after  striking  a  deal  with  the  Independent  Music  Publish*!  ^ 
&  Labels  Assn.  that  it  believes  will  help  overcome  Europe  j  m 
regulatory  hostility.  Among  other  things,  it  agreed  to  htJ t]( 
finance  the  new  Merlin  initiative,  which  helps  indie  lab -)tj 
license  music  online.  Warner  didn't  put  a  price  tag  on  t  j  us 
potential  takeover.  It  offered  $4-9  billion  for  EMI  last  year  :  »r 

In 
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Merck  Backs  Off  Merck  was  feeling  poorly  after  repo 
emerged  that  it  was  aggressively  lobbying  state  legis 
tors  to  require  that  girls  be  vaccinated  with  Gardasil,  whi 
prevents  HPV,  a  leading  cause  of  cervical  cancer.  Phan 
lobbying  is  nothing  new,  of  course,  but  in  this  case  Mei 
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id  been  waging  its  campaign  partly  through  Women  in  Gov- 
nment,  an  advocacy  group  it  funds.  That  raised  the  hackles 
some  conservatives,  who  fear  the  vaccine  may  encourage 
omiscuity,  since  HPV  is  sexually  transmitted.  On  the  ad- 
ze of  medical  associations  that  think  if  s  too  early  to  man- 
ite  the  vaccine,  Merck  pulled  the  plug  on  its  state  lobbying 
forts  on  Feb.  20,  saying  it  will  focus  instead  on  educating 
3men  about  the  importance  of  preventing  HPV.  Analysts 
;ure  Gardasil  could  rack  up  sales  of  $2  billion  to  $4  billion 
fear— the  higher  number  more  likely  with  mandates. 


iaCOm  Goes  Elsewhere  A  week  after  blasting  YouTube 
r  streaming  shows  without  compensation,  Viacom  on 
b.  20  became  the  first  large  Hollywood  player  to  sign  with 
lew  video  site,  Joost.  Operated  by  Yvette  Alberdingkthijm  and 
nus  Friis,  the  Scandinavian  entrepreneurs  behind  the  Skype 
dine  telephone  service,  Joost  says  it  can  provide  a  "secure, 
ficient,  piracy-proof  outlet  for  TV  shows  from  Viacom's 
rV,  BET,  and  Paramount  Pictures  units.  At  the  outset,  the 
ntent  will  be  free.  Viacom  and  other  media  outfits  are 
dl  negotiating  with  YouTube  owner  Google  to  license  their 
ntent  to  the  site. 

UKiiiii*  See  "Viacom  juices  Joost," 
www.  businessweek.  com/go/tbw 


8VA  Bulks  Up  Big  Spanish  banks  have  long  been 
werhouses  in  Latin  America.  Now  they're  flexing  more 
uscle  north  of  the  border.  Banco  Bilbao  Vizcaya  Argentaria 
id  on  Feb.  16  that  it  will  acquire  Compass  Bancshares,  based 
Birmingham,  Ala.,  for  $9.6  billion  in  cash  and  shares, 
long  with  BBVA's  existing  U.S.  holdings,  that  gives  the 
•anish  bank  622  branches  in  Sunbelt  states  such  as  Ala- 
ima,  Arizona,  New  Mexico,  and  Texas. 


Ruling  of  the  Week 

Chalk  up  a  big  one  for  business  and  another  lack  in  the 

)riefs  for  plaintiffs'  lawyers.  On  Feb.  20  the  Supreme 

Court  sided  with  Philip  Morris,  maker  of  Marlboro  cigarettes, 

n  its  appeal  of  a  $79.5  million  punitive  damages  award. 

fhe  court  ruled  5  to  4  that  the  award  in  the  case,  brought 

>y  the  widow  of  longtime  smoker, 

lesse  Williams,  was  unfair  because 

t  sought  to  whack  the  company 

or  wrongs  beyond  those  suffered 

l>y  Williams.  During  a  1999  trial, 

he  widow's  lawyer  had  urged  the 

ury  to  consider  the  harm  Philip 

Morris  had  inflicted  on  countless 

rther  smokers  over  the  years.  The 

ustices  did  not,  however,  hand 

orporations  what  they  most  would 

lave  liked:  a  firm  cap  on  how  much  a  jury  can  dole  out 

n  such  a  case.  In  its  2003  State  Farm  decision,  the  court 

aid  punitive  damages  should  be  limited  to  a  modest, 

hough  undefined,  multiple  of  compensatory  damages. 

n  this  case,  the  jury  awarded  a  multiple  of  97.  The  Wil- 

iams  matter  now  heads  back  to  Oregon  for  review. 
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AT&T  and 
Cingular  have 

combined 
to  cover 

half  the  cities 
we  do. 


Sprint  Mobile  Broadband 
covers  2x  more  cities  than 
their  BroadbandConnect. 


It's  the  nation's  largest  and  fastest  mobile 
broadband  network.  With  Sprint  you  can 
make  just  about  any  place  a  workplace.  And 
I    now  get  a  mobile  broadband  card  for  free. 


p  ^J  ^  p  with  new  card  activation  on  unlimited 

r  w£  I        "  data  access  plan.  Requires  2-yr 

f  «•  bk  agreement  and  $49.99  mail-in  rebate. 

W r\KU  No  voice  plan  required. 


1-8SPRINT-BIZ 
px-500  by  Pantech*      sprint.com/mobilebroadband 


int> 


Sprint 


Together  with  NEXTEL 


POWER  UP 


Fastest  mobile  broadband  network  claim  based  on  combined  weighted  average  of  upload  and 
download  speeds  on  the  Sprint  Mobile  Broadband  Network,  including  Revision  A-enabled  markets, 
compared  with  publicly  available  average  speeds  on  other  carriers'  mobile  broadband  networks. 
Actual  speeds  may  vary.  Access  to  Rev.  A  speeds  requires  a  Rev,  A-capable  device /conriettion  card.  See 
sprint.com/mobilebroadbarid  for  details.  Sprint  Mobile  Broadband  Network  reaches  over  200  million 
people.  Rev.  A  enhancements  reach  over  95  million  people.  Coverage  not  available  everywhere  -  see 
sprint.com/coverage  for  details.  Not  available  in  all  markets/retail  locations  Coverage  comparison 
based  on  most  recent  available  information  regarding  Cingular  broadband  market  coverage  as  of 
1/26/07.  Free  Card  Offer:  Subject  to  credit  approval  Additional  restrictions  apply  Mail-in  Rebate: 
Requires  purchase  by  3/31/07  and  activation  by  4/14/07  of  new  line  on  Unlimited  Da*a  Plan  ($59.99! 
and  two-year  agreement.  $36  activation  fee  and  $200  early  termination  fee  apply  Rebal 
exceed  purchase  price,  faxes  excluded  Line  must  be  active  30  consecutive  days.  Ailow  I 
for  rebate,  ©2007  Sprint  Nextel.  All  rights  reserved.  Sprint,  the  "Going  Forv.,: 
trademarks  are  trademarks  of  Sprint  Nextel. 
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News:  Insights 


THE  FEDS 


A  SMALLER 

OPTIONS 

SCANDAL? 


The  campaign  to  lock  up 
accused  backdaters  is  moving 
slowly.  Here's  how  a  key  case  is 
playing  out.  BY  PETER  BURROWS 


WHEN  FEDERAL 
prosecutor  Kevin 
Ryan  stepped  up 
to  a  podium  in  San 
Francisco  on  July 
20  to  announce 
the  first  criminal 
charges  for  options  backdating,  the  is- 
sue seemed  poised  to  become  America's 
next  great  corporate  scandal.  The  U.S. 
Attorney  for  Northern  California's  heav- 
ily covered  case  targeted  Greg  Reyes  and 
Stephanie  Jensen,  the  former  CEO  and 
human  resources  chief,  respectively,  of 
storage-gear  maker  Brocade  Communi- 
cations Systems  Inc.  in  San  Jose,  Calif. 
They  were  just  2  of  more  than  100  execu- 
tives under  investigation  for  backdating 
at  the  time— and  new  names  were  being 
added  to  the  list  almost  every  day. 

Since  then  the  campaign  to  lock  up 
accused  backdaters  seems  to  have  lost 
some  momentum.  Only  one  other  crimi- 
nal case  has  been  filed,  against  executives 
from  Comverse  Technology  Inc.  Ryan  has 
resigned,  as  have  two  of  the  original  four 
prosecutors  on  a  backdating  task  force 
created  at  the  time.  That  includes  Chris 
Steskal,  the  original  lead  attorney  on  the 
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Brocade  case.  Although  about  140  com- 
panies are  under  investigation  by  the 
government  for  backdating,  few  observ- 
ers expect  anywhere  near  that  number  of 
indictments.  "This  scandal  is  a  mile  wide 
and  an  inch  deep,"  says  Mark  E.  Beck,  a 
criminal  defense  attorney  in  Los  Angeles. 
As  legal  experts  take  a  closer  look  at 
the  backdating  issue,  some  are  question- 
ing how  well  it  will  play  in  court.  Recent 
history  illustrates  why.  Plenty  of  business 
practices  that  were  roundly  condemned 
by  government  lawyers,  academics,  and 
columnists— including  allocating  hot  IPO 
shares  to  favored  investors  and  trading 
mutual  funds  after  market  close— failed  to 
produce  the  expected  jail  sentences.  And 
plenty  of  executives  whom  the  pundits 
expected  to  see  in  orange  jumpsuits,  such 
as  former  HealthSouth  CEO  Richard  M. 
Scrushy,  are  walking  free.  "My  prediction 
is  that  a  lot  of  these  cases  are  going  to 
prove  to  be  a  lot  murkier  in  terms  of  crimi- 
nality than  the  seemingly  stark  allegations 
as  they  initially  emerged,"  says  Larry  E. 
Ribstein,  a  law  professor  at  the  University 
of  Illinois.  "There  will  be  difficulties  find- 
ing out  who  did  what  and  whether  they 
knew  it  was  wrong." 


I'm  going  to  win. 
I  know  I  didn't 
o  anything  wrong. 


uxsJCfil]  Kl  CI  nil  i  \v§  a  i  MiTf] 


as  I  understood  it. 

-Greg  Reyes, 

■.'■,"/.'■;'■  former  head  of  Brocade 

Communications- 


l.-L         ',  )*J."  .     -.    .     . 


News  Insights 


That  view  is  affirming  to  many  ex- 
ecutives in  Silicon  Valley  who  view  the 
options  backdating  issue  as  a  media- 
driven  witch  hunt.  Many  privately  argue 
that  the  guidelines  for  setting  option 
prices  provided  wide  discretion  to  senior 
management  and  boards  pre-Sarbanes- 
Oxley.  The  practice  was  widespread  and 
often  authorized  by  lawyers  and  accoun- 
tants. And  in  many  cases  the  backdat- 
ing had  little  impact  on  the  company's 
shareholders. 

So  far,  local  and  federal  prosecutors 
have  managed  to  win  a  few  backdating 
plea  bargains  without  going  to  court.  In 
recent  days  former  Take-Two  Interac- 
tive Software  CEO  Ryan  Ashley  Brant, 
inventor  of  the  game  Grand  Theft  Auto, 
pleaded  guilty  in  New  York  state  court 
to  falsifying  financial  records,  and  for- 
mer Monster  Worldwide  general  counsel 
Myron  F.  Olesnyckyj  pleaded  guilty  to 
federal  securities  fraud  and  conspiracy. 

WHERE  THE  CASE  IS  STRONG 

BUT  REYES,  WHOSE  CASE  is  set  to  go  to 
trial  in  June,  has  vowed  to  fight.  As  one 
of  the  wealthiest  and  most  competitive 
men  in  Silicon  Valley,  he  is  paying  more 
than  $1  million  a  month  to  a  20-person 


legal  team  from  Skadden,  Arps,  Slate, 
Meagher  &  Flom  to  keep  him  out  of  jail. 
He  is  facing  12  criminal  counts,  includ- 
ing 4  related  to  securities  and  mail  fraud 
and  8  based  on  falsifying  Brocade's 
books  and  making  false  filings  to  the 
Securities  &  Exchange  Commission  and 
the  company's  accountants.  All  told,  the 
charges  carry  a  maximum  sentence  of 
105  years  and  $20.5  million  in  fines. 
"I'm  going  to  win,"  says  the  44 -year-old 
Reyes,  who  says  he's  worth  about  $400 
million.  "I  know  I  didn't  do  anything 
wrong.  I  was  just  doing  my  job  as  I 
understood  it."  Jensen  has  also  pleaded 
not  guilty. 

This  type  of  bluster  is  typical  of  former 
corporate  hotshots  accused  of  breaking 
the  law.  But  dig  a  little  deeper,  and  it's 
clear  that  the  Reyes  prosecution  is  hardly 
an  ideal  launchpad  for  the  government's 
effort  to  put  accused  backdaters  behind 
bars. 

The  toughest  part  of  the  case  for 
Reyes  appears  to  be  the  eight  counts 
alleging  that  he  committed  "books  and 
records"  violations.  According  to  the 
Justice  Dept,  Reyes  and  Jensen  rou- 
tinely falsified  board  minutes  and  other 
internal  documents  to  hide  the  fact  that 


they  were  pegging  employees'  stock  oj 
tions  to  days  in  the  past  when  Brocac 
shares  were  low.  Backdating  is  not 
legal,  but  hiding  the  practice  and  failir 
to  expense  the  backdated  options  : 
An  internal  document  prepared  for  tl 
board's  investigators  indicated  that  25 
of  grants  made  from  Brocade's  1999  II 
to  2004  were  made  at  monthly  lov* 
The  mathematical  odds  of  such  luck  a 
minuscule,  says  Erik  Lie,  the  Universi 
of  Iowa  business  school  professor  wl 
first  raised  questions  about  backdatin 
"It  just  can't  happen"  without  benefit 
hindsight,  he  says. 

Prosecutors  have  accumulated  quite 
bit  of  circumstantial  evidence  to  suppc 
these  charges.  For  example,  Brocade 
audit    committee    uncovered    intern 
records  that  suggest  one  high-ranku 
former  manager  began  receiving  0| 
tions  in  November,  2001,  even  thouj 
Reyes  didn't  interview  him  about  con 
ing  aboard  until  Feb.  1,  2002.  Richa 
Marmaro,  Reyes'  attorney,  says  all 
this  employee's  options  were  priced  < 
Feb.  28  and  that  paperwork  suggestij 
otherwise  is  incorrect.  Then  there's  ; 
operations  manual  specifying  that  oi 
tions  clerks  pick  the  lowest  stock  prii 


White-Collar  Whiffs 

Not  everyone  convicted  in  the  court  of  public  opinion  suffers  the  same  fate  in  front  of  a  jury. 


MARK 
BELNICK 

»Top  lawyer  for  Tyco 
International:  Belnick 
was  ex-Tyco  CEO 
Dennis  Kozlowski's 
right-hand  man,  yet 
a  Manhattan  jury 
acquitted  him  of  grand 
larceny  and  securities 
fraud  in  2004. 


THEODORE 

SIHP0L 

»BrokeratBankof 
America:  Eliot  Spitzer 
prosecuted  Sihpol  for 
participating  in  late 
trading  of  mutual  funds 
in  2005,  but  the  former 
New  York  Attorney 
General  couldn't 
convince  a  jury. 


egg) 


FRANK 
QUATTR0NE 

»Credit  Suisse  First 
Boston  investment 
banker:  In  August 
federal  prosecutors 
dropped  their  case 
against  Quattrone, 
who  had  been  vilified 
during  the  IPO 
allocation  scandal. 


RICHARD 
SCRUSHY 

»Founder  of 
HealthSouth:  Most 
pundits  believed 
Scrushy  had  a  weak 
case,  but  a  hometown 
Alabama  jury  cleared 
him  of  fraud  and 
conspiracy  charges  in 
June,  2005. 


ROBERT 
FURST 

»Merrill  Lynch 
investment  banken,  if 
The  Nigerian  barge-  K 
transaction  was 
one  of  Enron's 
worst,  yet  Furst's 
conspiracy-and- 
fraud  conviction  in 
connection  with  it 
was  overturned 


if 
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in  August. 
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[nee  the  previous  option  grant  when 
ringing  Reyes  new  paperwork  to  sign. 
Iarmaro  insists  Reyes  didn't  know  of 
le  manual's  existence. 
Powerful  stuff— and  there  may  be 
lore  like  it  that  has  not  come  out 
i  public  yet.  But  if  s  nothing  next  to 
)me  of  the  smoking  guns  that  have 
merged  in  other  cases  in  which  execu- 
ves  seeking  to  keep  their  backdating 
nder  wraps  participate  in  the  deliber- 
:e  falsification  of  internal  documents, 
nd  the  rules  surrounding  record-keep - 
lg  "are  highly  technical,"  says  Peter  J. 
Venning,  a  professor  of  law  at  Wayne 
rate  University  who  is  co-editor  of  the 
log  White  Collar  Crime  Prof.  "It  will  be 
My  easy  for  jurors  to  get  lost,"  he  says. 
These  are  not  the  type  of  issues  they 
id  appealing." 

fHERE  THE  CASE  IS  WEAK 

HAT  MAY  BE  particularly  true  in  the 
eyes  case,  Henning  says,  because  the 
inner  Brocade  chief  did  not  receive  any 
ickdated  options  himself.  That  puts 
im  in  distinct  contrast  with  Apple's 
:eve  Jobs  and  former  CEOs  such  as 
nited  Healthcare's  William  W.  Mc- 
uire,  who  agreed  to  pay  back  millions 
i  ill-gotten  gains.  From  a  prosecutorial 
andpoint,  "the  best  cases  are  ones  that 
wolve  self-dealing,"  says  Columbia 
niversity  law  school  securities  profes- 
>r  John  Coffee. 

Another  key  factor  absent  in  the  Bro- 
lde  case  is  much  shareholder  harm, 
yen  if  jurors  believe  Reyes  intention- 
,ly  backdated  options  grants  to  other 
nployees,  the  vast  majority  of  the 
jlegedly  backdated  options  were  never 
ercised.  What's  more,  Marmaro  says, 
rocade's  investors  didn't  care  a  whit 
)out  backdating.  The  stock  fell  only 
ighdy  when  the  company  announced 
5  $304  million  restatement  in  early 
)05,  then  soared  17%  when  Brocade 
sued  its  final  report  on  the  scandal. 

Given  the  trivial  impact  on  Brocade 
vestors  and  the  lack  of  any  personal 

ofit  on  Reyes'  part,  prosecutors  may 

d  it  hard  to  make  the  securities-fraud 

arges  stick.  In  court,  Reyes'  lawyers 
an  to  argue  that  he  sought  only  to 

lp  shareholders  by  making  it  easier 
r  Brocade  to  attract  and  retain  tal- 

t.  That  argument  may  not  be  enough 

keep  him  out  of  jail.  But,  thanks  to 
•ocade's  stock  performance,  he  is  go- 
g  to  have  a  much  easier  time  making 

with  a  straight  face  than  many  of 
e  other  executives  facing  backdating 

arges.  ■ 

-With  Lorraine  Wbellert  in  Washington 
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XM&  SIRIUS:  WHAT 
A  MERGER  WONT  FIX 

Despite  increasingly  popular  content,  there's  no 
guarantee  the  satellite  business  model  will  survive 


BY  TOM  LOWRY 
AND  PAULA  LEHMAN 

WHETHER  OR  NOT 
WAshington  lets 
XM  Satellite  Radio 
Inc.  and  Sirius  Sat- 
ellite Radio  merge 
seems  beside  the 
point.  Even  if  they 
get  the  nod,  there's  no  guarantee  the  six- 
year-old  business  model  will  survive. 

Sure,  XM  and  Sirius  would  wring  out 
plenty  of  cost  savings  as  one  company. 
But  the  two  have  yet  to  earn  a  penny  of 
profit.  Their  combined  losses  for  2006 
are  expected  to  hit  $1.7  billion.  And 
competition  is  everywhere.  Car  sales- 
men are  pushing  new  iPod  jacks.  More 
than  57  million  Americans  now  listen  to 
some  form  of  Web  radio  each  week,  says 
radio-audience  tracker  Bridge  Ratings, 
compared  with  14  million  subscribers 
for  XM  and  Sirius  combined.  Broadcast- 
ers are  beginning  to  offer  high  defini- 
tion, or  HD,  radio.  While  consumers 
need  to  buy  a  special  receiver  to  get  HD, 
which  squeezes  more  programming  into 
the  same  frequency,  the  service  is  free. 
Meanwhile,  240  million  folks  listen  to 


regular  radio  at  least  once  a  week  And 
who  knows  what's  around  the  corner? 
Maybe  a  form  ofWiMAX  will  be  capable  of 
streaming  Web  radio  to  a  speeding  car. 

Here's  a  radical  notion:  Perhaps  XM 
and  Sirius  should  just  take  the  satellite 
out  of  satellite  radio.  "Satellites  are  a 
really  expensive  and  soon-to-be  obsolete 
method  of  delivery,"  says  Paul  Maloney, 
editor  of  RAIN:  Radio  and  Internet  News- 
letter. XM  and  Sirius  each  have  already 
spent  $1  billion-plus  to  build  and  launch 
their  birds,  and  these  things  last  only  10 
to  15  years. 

XM  and  Sirius  may  never  have  cool 
hardware.  But  they  do  have  decent  pro- 
gramming, an  eclectic  mix  that  appeals  to 
all  kinds  of  interests,  from  Major  League 
Baseball  games  to  unsigned  alternative 
bands.  O.K.,  Sirius  might  have  overpaid 
($500  million  over  five  years)  to  get 
shock  jock  Howard  Stern,  but  he  draws 
millions  of  listeners  each  day. 

Where  better  to  sell  that  program- 
ming than  on  cell  phones  or  Web  sites? 
XM  and  Sirius  are  already  doing  it— 
at  least  to  a  limited  extent.  Their  sub- 
scribers can  listen  to  all  the  channels  by 
visiting  the  companies'  Web  sites.  XM 
provides  some  of  its  offerings  to  AOL 
Radio,  and  two  dozen  or  so  channels  to 
Cingular  and  Alltel. 

Distributing  more  programming 
through  third  parties  would  require 
moving  beyond  the  current  $12.95-per- 
month  subscription  model.  That  could  in- 
clude sharing  ad  revenues  or  subscription 
fees  with  wireless  carriers  or  Web  sites. 
XM's  deal  with  Cingular  may  provide 
a  model:  Subscribers  pay  an  extra  $9  a 
month  to  get  the  XM  channels,  a  fee  that  is 
divvied  up  between  both  companies. 

XM  and  Sirius  have  built  surprisingly 
robust  brands  in  six  years,  thanks  in  part 
to  pushes  in  such  retail  oudets  as  Best 
Buy  Co.  For  media  outfits  trying  to  reach 
ears  and  eyeballs  in  multiple  ways— in- 
cluding, if  it  survives,  via  satellite— a 
strong  brand  and  content  may  well  be 
the  killer  apps.  II 
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CHRYSLER  AT  A  CROSSROADS 

A  buyout  is  all  but  inevitable.  Here  are  three  scenarios 
for  possible  sales,  and  how  each  one  would  play  out 


! 


BY  DAVID  KILEY  AND  DAVID  WELCH 

FOR  THE  SECOND  TIME 
in  a  decade,  Chrysler  is 
on  the  auction  block.  Even 
more  amazing,  despite 
nine  years  of  woe  under 
the  ownership  of  Daimler- 
Benz,  Chrysler  has  a  line 
of  potential  buyers  forming  to  kick  its 
tires.  Parties  interested  in  the  company 
or  its  parts  range  from  General  Mo- 
tors Corp.  to  private  equity  groups  and 
Asian  automakers. 

One  possible  outcome  to  a  Chrysler 
sale  would  have  been  highly  unlikely  five 
years  ago.  Back  then,  GM  controlled  a 


comfortable  28%  of  the  U.S.  car  market, 
and  Chrysler  13%,  so  a  merger  would 
have  drawn  closer  scrutiny  in  Washing- 
ton. Today,  though,  GM  is  on  the  verge  of 
losing  its  global  car  sales  lead  to  Toyota, 
and  Chrysler  and  Ford  are  fighting  for 
their  very  survival,  so  anything  seems 
possible. 

At  DaimlerChrysler's  sprawling 
Stuttgart  headquarters,  the  decision 
over  how  to  proceed  has  split  top 
management  and  board  members  into 
opposing  camps:  One  backs  a  rapid 
sell-off  of  Chrysler  Group,  while  the 
other  favors  first  completing  a  restruc- 
turing effort  into  next  year  to  bolster 


the  selling  price.  A  delay  might  redi 
the  final  cost  to  Daimler  of  unloadi 
Chrysler. after  subtracting  its  $22  I 
lion  in  health-care  liabilities.  But  i 
sell-it-now  crowd  appears  to  have  1 
upper  hand.  "The  chance  that  Daim 
will  sell  Chrysler  by  fall  of  this  ye 
before  a  new  contract  has  to  be  negc 
ated  with  the  unions,  is  probably 
100%,"  says  one  senior  Daimler- 
Chrysler  official  who  asked  not  A 
to  be  named. 

Here  are  the  most  likely  see 
narios  for  buyers,  and  our  es- 
timates of  the  odds  for  each 
one  happening: 
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GENERAL  MOTORS 

IT  SEEMS  LIKE  a  loopy  idea, 
combining  one  flailing  carmak- 
er with  another  that  is  strug- 
gling to  slim  down.  But  this 
scenario  has  one  big  advan- 
tage—it would  be  the  fastest 
way  for  DaimlerChrysler  to  be 
rid  of  Chrysler.  If  he  decides  to 
push  the  button  on  a  deal,  GM 
Chairman  and  CEO  G.  Richard 
Wagoner  Jr.  would  be  betting 
that  for  a  negligible  price  he 
could  add  Chrysler's  $62  billion 
in  yearly  revenue,  or  much  of 
,  while  cutting  a  big  chunk  of  the  struc- 
iral  costs.  GM  envisions  selling  close  to 
.6  million  vehicles  per  year  worldwide 
.rough  the  combined  company,  but  with 
smaller  staff  of  engineers,  accountants, 
lblic-relations  people,  lawyers,  and  so 
1.  GM  accountants  and  strategists  es- 
nate  they  could  save  billions  a  year  by 
erging  the  companies. 
GM  would  need  the  cooperation  of  the 
nited  Auto  Workers— and  not  just  on 
during  health-care  costs.  A  deal  could 
quire  the  loss  of  10,000  to  15,000  of  the 
mbined  125,000  production  workers,  so 
M  would  need  to  arrange  a  buyout  of 
me  kind,  says  Sean  P.  McAlinden,  chief 
onomist  at  the  Center  for  Automotive 
^search  in  Ann  Arbor,  Mich.  The  UAW 
is  to  figure  that  Chrysler  jobs  are  going  to 
lost  in  any  case,  and  workers  would  get 
e  best  security  guarantees  under  GM. 
Even  if  all  the  breaks  go  GM's  way, 
ough,  it  would  be  a  messy  slog.  Put 
mply,  buying  Chrysler  would  double 
iwn  on  many  of  GM's  existing  prob- 
ms.  GM  would  pare  the  Chrysler  lineup 
to  one  retail  channel  focusing  on  the 
st  models:  the  Dodge  Ram  pickup 
id  Charger  sedan;  the  Jeep  Wrangler, 
rand  Cherokee,  Liberty,  and  Patriot;  the 
irysler  300  and  minivans.  Even  so,  GM 
3uld  be  left  with  an  unwieldy  11  brands 
support  in  the  U.S.  with  marketing 
and  strategy. 

Toyota  Motor  Corp., 
by  way  of  contrast, 
\  has  three.  Says 
Goldman,  Sachs 
&  Co.  analyst 
Robert  Barry: 
"Buying  Chrys- 
ler would  add 
to  GM's  already 
bloated  stable  of 
brands  and  could 
complicate  its  current 
structuring  and  global  platform  work, 
pdle  it  with  more  retiree  liabilities,  and 
pate  challenges  in  the  dealer  network" 


ODDS 

OF  A  SALE 

TOGM 

3% 


i 


A  sale  to  GM  may  also  be  the  costliest 
scenario  for  DaimlerChrysler  Chairman 
Dieter  Zetsche.  Executives  with  knowl- 
edge of  GM's  position  say  it  wants  Chrys- 
ler for  virtually  nothing.  It  could  cost 
$8  billion  just  to  cut  Chrysler  down  to 
size.  And  the  company  itself  may  only  be 
worth  $5  billion,  according  to  Banc  of 
America  Securities  analyst  Ron  Tadross. 

PRIVATE  EQUITY 

VIRTUALLY  EVERY  MAJOR  buyout  firm, 
including  Blackstone  Group  and  Clayton, 
Dubilier  &  Rice  (which  bought  Hertz 
from  Ford  Motor  last  year),  is  looking  at 
Chrysler's  books,  according  to  one  leading 
investment  banker  who  regularly  works 
with  auto  companies.  And  private  equity 
investors  in  Germany  have  been  buzzing 
since  2005  about  the  chances  of  bidding 
for  control  of  parent  DaimlerChrysler.  The 
allure?  Investors  figure  they  could  break 
up  the  company  and  unlock  big  gains 
from  Mercedes'  luxury  car  and  commer- 
cial truck  units.  Analysts  estimated  then 
that  the  Daimler  parts  were  undervalued 
by  as  much  as  $40  billion  when  DCX 
shares  traded  at  about  40. 

The  stock  price  has  since  risen  to 
75  a  share,  but  raiders  still  see  DCX  as 
undervalued.  "You  dump  Chrysler,  spin 
off  the  truck  business,  and  get  Mercedes 
for  free,"  says  a  German  executive  privy 
to  the  conversations.  Michael  Raab,  an 
analyst  at  private  bank  Sal.  Oppenheim, 
pegs  DCX's  breakup  value  at  98  a  share. 
Of  course,  if  GM  walks  away  from  the 
table,  DCX's  share  price  may  tumble, 
malting  a  deal  even  more  attractive  for 
private  equity. 

Private  equity  firms  see  sub 
stantial   breakup   value   in 
Chrysler  alone.  The  Jeep 
brand  plus  its  factories 
could  bring  $5  billion 
to  $7  billion.  At  least  a 
few  of  Chrysler's  plants 
would  be  of  interest  to 
Hyundai  Motor,  Chinese 
automakers,  Renault-Nissan, 
India's  Tata  Motors,  and  possi- 
bly Volkswagen.  DaimlerChrys- 
ler Financial  Services,  almost  a 
forgotten  asset,  earned  about  $2 
billion  last  year.  The  wild  card? 
A  private  buyer  would  have  to 
negotiate  UAW  worker  buyouts 
and  figure  out  who  pays  for  it. 

ASIAN  AND  EUROPEAN 
CAR  COMPANIES 

RENAULT-NISSAN  Chief  Finan- 
cial Officer  Thierry  Moulonguet 
has  told  institutional  investors  that 
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the  company  won't  seek  to  buy  Chrysler  or 
strike  an  alliance.  But  that  doesn't  mean 
the  French-Japanese  automaker  wouldn't 
look  at  the  same  individual  assets  as  pri- 
vate equity  outfits,  says  one  high-ranking 
Nissan  executive. 

Although  Jeep  has  suffered  from  the 
industrywide  downturn  in  SUV  sales, 
it  remains  a  strong,  iconic  brand  with 
worldwide  appeal,  especially  in  regions 
like  South  America,  the  Middle  East,  and 
China.  "In  those  markets,  Jeep  is  like  a 
luxury  brand  that  says  'I  have  arrived,' " 
says  Jesse  Toprak,  executive  director  of 
industry  analysis  at  Edmunds.com  Inc. 

Still,  Asian  companies  seem  like  a  long 
shot  to  buy  all  of  Chrysler.  A  Daim- 
ler executive  and  a  banker  close  to  the 
company  confirm  that  Hyundai  has  also 
lined  up  to  examine  Chrysler's  books, 
despite  official  denials  from  the  Korean 
automaker.  Hyundai  is  hungry  to  double 
North  American  sales,  to  1  million  ve- 
hicles by  2010.  But  several  observers  see 
a  culture  clash  between  Hyundai's  often 
imperious,  top-down  management 
style  and  independence-mind- 
ed Chrysler  managers.  "On 
paper  it  makes  some  sense, 
but  these  lands  of  deals 
are  not  executed  on  paper. 
It  comes  down  to  people 
making  them  work,"  says 
Gerald  C.  Meyers,  profes- 
sor at  the  University  of 
Michigan  Business  School. 
Could  a  Chinese  automaker 
snap  up  Chrysler?  That  would 
accelerate  Chinese  expansion  plans 
by  a  full  decade.  Up  to  now,  the  Chi- 
nese have  had  to  live  with  limited 
joint  venture  agreements,  like  one 
just  inked  by  Chrysler  and  Chery 
to  produce  small  cars  for  Chrysler 
worldwide.  But  Chinese  compa- 
nies probably  still  don't  have  the 
financial  or  political  savvy  to  nail 
such  a  huge  U.S.  deal.  ■ 

-With  Gail Edmondson 
in  Frankfurt 
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WHEN  SHAREHOLDERS 
PAY  THE  CEO'S  TAX  BILL 

A  backlash  is  building  against  payouts  to 
cover  taxes  on  huge  severance  packages 


BY  JANE  SASSEEN 

IT'S  ONE  OF  THE  EASIEST  CEO 
perks  to  pick  on:  the  so-called 
tax  gross-up  when  a  company  is 
taken  over.  When  SBC  snatched 
up  rival  AT&T  in  late  2005,  out- 
going AT&T  CEO  David  Dorman 
walked  away  with  $29  million  in 
cash  and  other  severance.  To  help  cover 
Dorman's  IRS  bill,  the  board  forked  over 
$11  million  more. 

Such  payments  are  sure  to  be  a  hot- 
button  issue  this  proxy  season,  with  new 
rules  that  require  companies  to  disclose 
the  size  of  potential  severance  packages 
in  the  case  of  a  merger  or  acquisition, 
including  tax  gross-ups. 

They'll  generate  even  more  attention 
because,  thanks  to  the  complicated  tax 
code,  gross-up  payments  can  easily  dou- 
ble the  severance.  Some  argue  that  they 
also  let  companies  underplay  what  they've 
promised  to  executives.  "To  say  we'll  pay 
you  $10  million  plus  a  gross-up— it  really 
means  we'll  pay  you  $20  million,"  says 
David  S.  Pottruck,  ex-CEO 
of  Charles  Schwab  &  Co. 
and  a  member  of  the  board 
compensation  committee  at 
Intel  Corp.,  which  does  not 
offer  the  benefit.  "If  s  a  way 
of  hiding  the  facts  about 
what  you're  truly  paying." 

The  little-known  perk 
came  to  life  in  the  merger- 
frenzied  1980s  after  Con- 
gress imposed  a  painful  ad- 
ditional tax  on  executives 
who  make  windfalls  by  sell- 
ing their  companies  and 
cashing  out.  To  keep  top  Data:AT&T 
executives  happy— and  help  lure  new  tal- 
ent—companies began  agreeing  to  pick  up 
the  tax  bill.  According  to  a  study  of  roughly 
1,000  large  U.S.  companies  by  consulting 
firm  Towers  Perrin,  only  10%  had  gross- 
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What  AT&T  gave 
Dorman  to  pay  the 
taxes  on  his  $29 
million  severance 


ups  in  1987;  today  if  s  77%. 
The  exceptions  tend  to  be 
fast-growing  tech  compa- 
nies and  industry  giants, 
such  as  Intel  and  Johnson 
&  Johnson,  that  haven't  had 
to  worry  about  a  takeover. 

Problem  is,  gross-ups  are 
cosdy.  Because  of  the  tax 
code's  many  quirks,  com- 
panies can  end  up  paying 
millions  to  the  IRS  so  ex- 
ecutives can  take  home  just 
^^^^^^^  a  few  hundred  thousand 
more  in  severance.  "If  s  an 
incredibly  inefficient  use  of  shareholders' 
money,"  says  Paula  Todd,  a  managing 
principal  at  Towers  Perrin.  "If  s  often  the 
most  costiy  part  of  the  golden  parachute." 


the  true  numbers  involved.  "In  the  pa: 
most  directors  didn't  know  what  gros 
ups  cost,"  says  Lionel  M.  Allan,  a  form 
director  of  Catalyst  Semiconductor  ai 
NetLogic  Microsystems  who  now  hea 
the  Silicon  Valley  chapter  of  the  Natior 
Association  of  Corporate  Directors.  "Ve 
few  drilled  down  into  the  numbers 
figure  out  how  it  all  added  up." 

Gross-ups  aren't  inherentiy  bad.  P 
consultants  note,  for  example,  that  tax  h 
are  arbitrary.  The  20%  "excise  tax,"  whi 
is  in  addition  to  income  tax,  kicks  in  wh 
severance  totals  more  than  three  times 
executive's  average  income— including  s 
ary,  bonus,  and  the  gains  on  any  exercis 
stock  options— over  the  previous  five  yea 
Since  the  tax  came  into  k 
it  has  become  standard  : 
a  CEO  to  get  three  times  s 
ary  and  bonus  in  severan 
Because  any  outstanding  c 
tions  and  restricted  stock  a 
immediately  vest,  the  ex 
tax  is  almost  always  trigger 
says  Jannice  L.  Koors,  a  rra 
aging  director  at  Pearl  Me; 
&  Partners.  But  consults 
note  that  CEOs  who  on  pa] 
are  set  to  get  the  same  sev 
ance  could  end  up  with  dl 
matically  different  tax  bills 
Why's  that?  Say  two  CEi 
pocketed  the  same  salary  a 
bonus  in  the  past  five  yet; 
but  one  cashed  out  twice 
many  options.  That  execut  i 
would  have  reported  a  mi 
higher  income  to  the  IRS. 
less  of  the  windfall  would 
hit  by  the  excise  tax.  "A  lo 
directors  felt  the  tax  law  g; 
screwy  results,"  says  To 
"They  wanted  to  give  exe 
lives  the  severance  they  intended,  and : 
took  a  gross-up  to  do  it,  thaf  s  what  the 
do."  It  was  especially  easy  to  be  genen 
with  tax  breaks  since  the  acquirer's  sha 
holders  would  eventually  foot  the  bill,  s 
Allan.  "It  was  someone  else's  money." 
Such  attitudes  are  starting  to  dis 
pear.  Gross-ups  create  a  "challenge 
reasonableness"  that  will  be  harder 
justify,  says  Donald  Perkins,  retired  ch 
man  of  retailer  Jewel  Cos.,  who  has  sat 
the  boards  of  AT&T,  Corning,  and  Ti 
Warner.  "You'll  see  a  lot  fewer  gross-i 
in  the  future."  Some  boards  are  aire; 
limiting  their  obligations.  The  new  c 
tract  for  NASDAQ  CEO  Robert  Grei 
includes  a  gross-up  with  limits  if  the  coj 
the  payment  far  outstrips  his  benefit.  Th 
bad  news  for  Greifeld  and  Uncle  Sam 


Whaf  s  more,  few  insiders  understood      good  news  for  shareholders. 
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SHAREHOLDER  ACTIVISM 


HOTTER  SEATS  THAN 
THEY  BARGAINED  FOR 

Some  hedge  funds  that  pushed  their  way 
onto  boards  have  activist's  remorse 


BY  MATTHEW  GOLDSTEIN 

DAVID  EINHORN  DOESN'T 
make  many  bad  bets. 
Last  summer  the  38- 
year-old  hedge  fund 
manager  walked  away 
with  $650,000  in  the 
World  Series  of  Poker, 
cash  he  prompdy  donated  to  charity.  He 
has  proven  just  as  adroit  at  running  his 
$3  billion  Greenlight  Capital  Inc.,  which 
engages  in  so-called  activist  investing. 
Over  the  years  Einhorn  has  generated 
fat  returns  by  taking  positions  in  com- 
panies and  then  badgering  management 
into  making  drastic  changes  to  boost  the 
stock  price.  Last  year  his  firm  booked  a 
heady  25%  gain. 

The  high-stakes  brawler  isn't  immune 
to  losses,  however.  Consider  his  disastrous 
experience  with  New  Century  Financial 
Corp.,  an  Irvine  (Calif.)  lender  that  spe- 
cializes in  mortgages  for  people  with 
shaky  credit.  Last  year,  after  accumulat- 
ing a  6.3%  stake,  Einhorn  threatened 
management  with  a  proxy  battle,  relent- 
ing only  after  clawing  his  way  onto  the 
company's  board  in  March.  So  far  all  he 
has  to  show  for  the  saber  rattling  is  red 
ink.  On  Feb.  8  the  stock  plunged  36%,  to  a 
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four-year  low,  after  New  Century  warned 
that  it  would  report  a  fourth-quarter  loss 
and  restate  some  of  its  2006  results.  The 
stock  fell  more  on  Feb.  21  after  subprime 
mortgage  lender  NovaStar  Financial 
Inc.  reported  even  worse  earnings  news. 
Shares  of  New  Century,  trading  around 
17.50,  have  been  cut  in  half  since  Einhorn 
joined  the  board. 

His  experience  underscores  the  risks 
of  shareholder  activism.  Unlike  other  in- 
vestors who  might  opt  to  minimize  the 
pain  by  selling  shares,  Einhorn  has  his 
hands  pretty  much  tied.  His  seat  on  the 
New  Century  board  makes  him  a  cor- 
porate insider,  which  ^^^^^^^^^ 
restricts  his  ability 
to  run  for  the  exits 
when  bad  news  hits. 
So  Einhorn— along 
with  Greenlight's  in- 
vestors—must stick 
around  and  hope 
New  Century,  which 
is  now  being  hit  with 
a  wave  of  sharehold- 
er suits,  turns  things 
around. 

To  be  sure,  hedge 
funds  are  showing  a 
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knack  for  boosting  stock  prices  by  he< 
toring  corporate  managers  for  biggt 
dividends,  share  buybacks,  or  asset  sale 
A  recent  academic  study  found  that,  ov< 
the  past  five  years,  hedge  fund  agit; 
tors  have  outperformed  the  market.  1 
wit:  Atticus  Capital,  a  $14  billion  hedg 
fund,  is  credited  for  forcing  copper  mine 
Phelps  Dodge  to  sell  itself  to  Freepor 
McMoRan  Copper  &  Gold  in  a  $26  bi 
lion  deal  that  will  deliver  a  33%  premiuj 
to  Phelps  shareholders. 

TOO  STICKY 

BUT  THE  RISKS  FOR  agitators  increai 
the  minute  they  land  on  a  company 
board.  Most  hedge  funds  are  shor  t 
term  players  that  relish  their  ability 
jump  into  and  out  of  investments.  Boai  | 
relationships  are  sticky,  says  Damie 
Park,  president  and  chief  executive 
Hedge  Fund  Solutions,  a  consultam 
that  advises  companies  on  how  to  wo 
with  activist  funds.  "Investors  who  jo 
boards  should  be  long-term-oriented 
he  says.  "This  includes  the  good,  ri 
bad,  and  the  ugly  times." 

Perhaps  the  best-known  instance 
an  activist  getting  burned  was  the  pro.' 
battle  waged  by  Warren  G.  Lichtenste 
for  a  seat  on  the  board  of  BKF  Capili 
Group,  an  investment  management  fin 
In  2005,  Lichtenstein,  the  manager  of.': 
billion  hedge  fund  Steel  Partners,  wonr 
board  seat  with  the  support  of  Carl  leal 
(page  68)  and  other  activist  hedge  fin 
managers.  Lichtenstein  planned  to  use  1 
seat  to  wage  a  campaign  to  cut  costs  at  1 1 
struggling  investment  firm,  but  the  sha 
price  collapsed  before  that  could  happt •>. 
Trading  around  20  when  Lichtenste 
joined  the  board,  the  stock  was  delist  i 
from  the  New  York  Stock  Exchange  l;l 
year  and  now  fetches  about  3  on  tt 
unregulated  Pink  Sheets.  A  Lichtenste 
spokesman  declined  to  comment. 

It's  hard  to  know  whether  Einhc 
regrets  the  New  Century  deal.  A  Gree 
light  spokeswoman  says  he  won't  co 
^^^^^^^^^  ment  on  the  matt' 
He  is  being  equa; 
uncommunicati 
with  his  own  invi 
tors.  Those  famil 
with  Greenlight  J 
Einhorn  can't  disci 
the  fund's  investm< 
in  New  Century  wi 
out  running  the  r 
of  turning  his  fu 
investors  into  c 
porate  insiders.  N 
Century  is  keepi 
mum,  too.  ■ 
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Eventually  it  all  boils  down  to: 

Do  I  want  a  car,  or  do  I  want  a  Porsche? 

The  decision  couldn't  be  more  clear-cut.  Legendary  Porsche  handling.  A  potent,  new,  500-hp 
engine  that  uses  less  fuel.  And  all  tightly  wrapped  in  a  newly  refined,  more  muscular  stance. 
Now  do  you  want  a  Cayenne,  or  did  you  just  want  a  car?  Porsche  Cayenne  Turbo.  There  is  no  substitute. 

The  new  Cayenne.  Available  in  March. 
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MEXICO 


SUM'S  BIG 
GIVEAWAY 

As  the  government 
steps  up  its  scrutiny, 
the  billionaire  is 
stepping  up  his 
philanthropy 


BY  GERI  SMITH 

WHAT  DO  YOU  DO 
if  you  are  Mexi- 
co's most  powerful 
businessman  and 
a  lightning  rod  for 
criticism?  You  give 
away  a  lot  more  of 
your  money.  That's  what  Carlos  Slim 
Helii  plans  to  do— this  year  and  probably 
for  the  rest  of  his  life.  The  telecom,  retail, 
and  industrial  billionaire  certainly  can 
afford  it.  His  net  worth,  estimated  at  $54 
billion,  has  soared  about  66%  in  the  past 
year  thanks  to  the  performance  of  his 
companies  on  Mexico's  booming  bolsa. 
That  means  Slim,  67,  may  now  be  the 
world's  richest  man  after 
Bill  Gates. 

Like  any  powerful  indus- 
trialist nearing  his  twilight 
years,  Slim  wants  to  build 
a  lasting  legacy.  Following 
the  example  of  Gates  and 
Warren  Buffett,  the  Mexi- 
can tycoon  thinks  philan- 
thropy is  one  way  to  make  a 
difference,  not  only  in  Mex- 
ico but  throughout  Latin 
America.  For  the  past  10 


Mexico  has 
no  estate  tax, 
so  there's 
less  incentive 
to  give  than 
in  the  U.S. 


years,  Slim's  best-known  charitable  work 
was  done  through  his  telecom  company's 
Telmex  Foundation,  whose  $1.2  billion 
endowment  makes  Telmex  the  region's 
largest  corporate  giver.  But  Slim  is  ex- 
panding the  activities  of  his  family  chari- 
ty, the  Carso  Foundation,  after  more  than 
doubling  the  size  of  its  endowment  last 
year,  to  $2.5  billion.  "I'm  not  just  giving 
away  money.  I'm  channeling  resources  to 
try  to  solve  [health  and  education]  prob- 
lems as  quickly  as  possible,"  he  told  Busi- 
nessWeek in  an  interview  at  his  office  in  a 
Mexico  City  mansion  filled  with  antique 
books  and  baseball  memorabilia. 

Yet  Slim  may  have  reasons  besides 
good-heartedness  to  throw  open  the  phil- 
anthropic taps.  Such  a  ges- 
ture could  deflect  pressure 
from  new  President  Felipe 
Calderon  as  he  launches  a 
campaign  to  rein  in  some 
of  the  powerful  companies 
that  dominate  telecom- 
munications, cement,  beer, 
tortillas,  and  other  indus- 
tries in  Mexico  in  a  bid 
to  spur  competition  and 
growth. 

Slim's  empire,  which 


accounts  for  nearly  half  of  the  Mexicsij 
stock  exchange's  $366  billion  value,  is  f  ij«t 
obvious  target.  Telmex,  which  is  49.1 1  I 
owned  by  Slim  and  his  family,  contrc  I 
90%  of  Mexico's  phone  lines  and  charge  | 
among  the  highest  fees  in  the  world,  sa 
the  Organisation  for  Economic  Coo: 
eration  &  Development.  Rivals  such 
Spain's  Telefonica  Moviles  complain  tb 
Slim's  wireless  giant,  America  Movil,  h 
thrown  its  weight  around  to  grab  72%  fs 
wireless  clients  in  Mexico.  The  goverM 
ment  plans  to  take  a  harder  look  at  se 
eral  sectors  that  need  more  competitic :  id 
including  telecom,  says  Economy  Mini  tii 
ter  Eduardo  Sojo.  "A  country  like  Me  mi 
ico,  with  such  an  unequal  distributii 
of  wealth,  needs  much  more  strict  reg 
lation  to  promote  more  competitior 
he  notes.  Slim  skeptics  argue  that  I  ft 
charity  is  politically  motivated.  Then 
"a  growing  public  consensus  that  Slin  |it 
attempts  to  block  competition  are  hu 
ing  the  Mexican  economy,"  says  Deni 
Dresser,  a  political  science  professor 
the  Autonomous  Technological  Institi 
of  Mexico  in  Mexico  City.  "He  wants 
ward  off  those  criticisms." 

Not  everyone  looks  at  Slim's  initiati 
critically.  Some  think  his  charitable 
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SLIM  New  health, 
education,  and  sports 
programs  are  coming 

forts  could  inspire  oth- 
er wealthy  families  in 
Latin  America,  where 
large-scale  philan- 
thropy isn't  common. 
In  Mexico,  for  example, 
there's  no  estate  tax,  so 
there's  much  less  in- 
centive to  give  than  in 
the  U.S.  "It's  great  that 
the  Carso  Foundation 
and  others  are  grow- 
ing in  Mexico  because 
we  need  to  encourage 
charitable  giving," 
says  Jorge  V.  Villalo- 
bos,  president  of  the 
Mexican  Center  for 
Philanthropy. 

After  years  of  sitting 
in  his  former  window- 
less  basement  office 
plotting  his  companies' 
growth,  Slim  insists  he 
wants  to  devote  nearly 
all  his  energies  to  phi- 
lanthropy from  now 
on.  He  has  turned  full 
operating  control  of  his 
business  empire  over 
his  three  sons— Carlos,  40;  Marco 
itonio,  38;  and  Patrick,  37.  In  coming 
eeks,  Slim  plans  to  announce  the  cre- 
^on  of  three  new  charitable  institutions 
at  will  focus  on  health  care,  recreation, 
id  education  in  Mexico,  where  about 
jilf  the  population  lives  on  less  than  $2 
day.  The  new  groups,  to  be  run  by  the 
irso  Foundation,  will  fund  everything 
pm  childhood  vaccinations  to  cancer 
search  to  teacher  training.  Pro- 
ams  will  be  created  to  improve 
edical  services  in  rural  areas 
id  encourage  community  sports 
(tivities.  The  foundation  plans 
tnilar  initiatives  in  the  14  Latin 
nerican  countries  where  Slim's 
lecom  companies  operate.  "We 
e  serious  about  this,"  Slim  says. 
|ve  will  make  sure  enough  re- 
urces  are  available  for  anything 
at  needs  to  be  done." 
In  its  10-year  history,  the  Tel- 
ex Foundation  has  already  pio- 
ered  groundbreaking  programs 
r  Mexico's  poor.  It  has  handed 
it  95,000  bicycles  to  impov- 
ished  children  who  live  more 
two -hour  walk  from  school  and  has 
/en  nearly  70,000  pairs  of  eyeglasses 


than 


to  schoolchildren.  It  has  paid  the  costs 
of  more  than  200,000  surgeries  for  low- 
income  Mexicans  and  bailed  out  more 
than  50,000  first-time  offenders  jailed 
for  petty  crimes  committed  largely  out  of 
economic  hardship.  The  Telmex  Founda- 
tion has  also  awarded  scholarships  to 
more  than  150,000  university  students. 

Up  to  now,  the  Carso  Foundation, 
created  20  years  ago,  has  kept  a  low  pro- 
file. It  quietly  supported  hospitals  and 
a  kidney-transplant  center— Slim's  wife, 
Soumaya,  died  of  kidney  disease  in  1999. 
It  established  an  archive  of  valuable 
Mexican  historic  documents  and  books 
worth  an  estimated  $300  million,  plus  a 
museum  to  which  Slim  donated  his  $100 
million  art  collection. 

Now,  with  its  bigger  endowment  and 
three  new  institutions,  the  foundation  is 
expected  to  have  a  bigger  impact.  It  re- 


cently started  refurbishing  1,000  public 
schools  around  the  country  and  plans 
to  help  the  government  distribute  low- 
cost  laptops  through  the  Massachusetts 
Institute  of  Technology  Media  Lab's  One 
Laptop  per  Child  program.  It  will  help 
hundreds  of  thousands  of  teachers  buy 
their  own  PCs  and  subsidize  their  Web 
connections. 

Even  this  program  could  spark  contro- 
versy since  Telmex  will  sell  the  comput- 
ers via  monthly  financing  and  provide 
Internet  service  partially  paid  by  Carso. 
That  has  given  rise  to  criticism  that  Slim's 
charitable  giving  is  aimed  at  benefitting 
his  own  companies.  "I  don't  care  what 
people  say,"  retorts  Slim.  "What' s  impor- 
tant is  that  as  many  people  as  possible 
get  connected  to  the  Internet  so  they  can 
be  more  productive."  No  doubt  he  also 
hopes  the  government  is  listening.  ■ 


ON  MONOPOLY,  PEMEX,  AND  KIDS 


B 


(  liionaire  Carlos  Slim  Helu 
[recently  sat  down  for  a  two-hour 
'conversation  with  Mexico  City 

Bureau  Chief  Geri  Smith. 

Here  are  excerpts: 


On  whether  he's  a  monopolist: 

On  the  one  hand,  people  in  the 
government  say  I'm  a  monopolist, 
and  on  the  other  hand,  people  say  the 
government  is  protecting  me.  Being 
a  monopoly  is  different  from  being  a 
dominant  player.  You're  a  monopoly  if 
you're  alone  in  the  market.  If  there  are 
five  or  six  wireless  competitors,  you  can't 
say  we're  a  monopoly.  There's  always  one 
dominant  operator  in  a  country.  If  people 


FREE  BIKES  Some  95,000  have  gone 
to  children  who  live  far  from  school 


are  going  to  say  America  Movil  [Slim's 
cellular  carrier]  is  a  horrific  monopoly 
in  Mexico,  then  they're  just  stupid.  If  you 
charged  more  than  others,  you'd  never  get 
to  be  dominant.  We've  simply  done  a  better 
job  than  some  international  competitors. 

On  what  to  do  about  Mexican  state  oil 
company  Pemex,  which  pays  virtually 
all  its  revenues  to  the  government: 

Pemex  should  have  operational 
autonomy  and  should  be  taken  out  of  the 
government's  budget.  With  oil  prices  as 
high  as  they  are  now,  it  would  have  all  the 
money  it  needed  [to  replace  its  shrinking 
reserves].  I  don't  think  Pemex  needs  to  be 
privatized. 

On  opportunities  for  infrastructure 
investments  in  Latin  America: 

Billions  of  dollars  of  investment  are 
needed.  Mexico  alone  needs  to  invest 
$40  billion  to  $50  billion  a  year,  including 
the  oil  sector,  ports,  water,  and  housing. 

On  whether  Mexico  should  tax  capital 
gains  on  stock  investments: 

I  personally  would  not  be  averse  to 
[a  capital-gains  tax]. 

On  his  sons'  role  in  his  businesses: 

When  you  leave  your  children  a  company, 
you  are  leaving  them  a  big  responsibility 
and  a  commitment.  You  don't  want  to  leave 
them  money,  you  want  to  leave  them  with  a 
commitment. 
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TAKEOVERS 


GOING  PUBLIC, 
CHINESE  STYLE 

To  get  listed  overseas,  companies  are 
getting  U.S.-traded  outfits  to  buy  them 


BY  BRUCE  EINHORN  AND 
FREDERIK  BALFOUR 

IG-TICKET  IPOS  IN  NEW 
York  and  Hong  Kong  for 
Chinese  banks  and  insur- 
ance companies  make 
I  headlines.  But  in  recent 
years  another  class  of  Chi- 
nese company  has  been 
quietiy  tapping  the  international  capital 
markets.  Enterprises  that  don't  have  the 
heft  or  profits  for  a  splashy  initial  public 
offering  are  finding  they  can  get  a  coveted 
overseas  listing  through  a  reverse  merger. 

Here's  how  it  works.  The  Chinese  busi- 
ness is  typically  acquired  by  a  U.  S.  shell 
company  that  is  worthless,  except  for  one 
thing:  Ifs  publicly  traded.  The  American 
board  then  resigns,  the  Chinese  board 
takes  over,  changes  the  company's  name, 
and  issues  new  stock  to  hedge  funds  and 
other  new  investors,  raising  millions  of 
dollars  in  fresh  capital.  One  example: 
Sinovac  Biotech  Ltd.,  a  respected  Bei- 
jing-based maker  of  vaccines,  executed  a 
reverse  merger  in  2003  and  subsequendy 
raised  $12  million. 

For  more  and  more  Chinese  companies, 
a  reverse  merger  is  faster  and  less  oner- 
ous than  an  IPO.  Sometimes  the  process 
takes  as  little  as  a  few  months,  says  Peter 
D.  Zhou,  managing  director  of  Ameri- 
can Union  Securities  Inc., 
a  New  York  firm  that  has 
helped  broker  10  such  deals 
since  2005  and  is  currently 
working  on  another  nine. 
One  is  the  pending  takeover 
by  Carson  City  (Nev.)-based 
Ticketcart  Inc.,  a  defunct 
online  retailer  of  printer  car- 
tridges, of  Tieli  Xiaoxingan- 
lin  Frog  Breeding  Co.,  which 
markets  nutritional  supple- 
ments made  from  Chinese 
forest  frogs.  All  told,  some 


The  process 
can  take  as 
little  as  a 
few  months 
and  is  less 
onerous 
than  an  IPO 


150  Chinese  companies  have  taken  the 
reverse-merger  route  since  2005.  "The 
Chinese  are  realizing  that  there's  a  lot  of 
money  here,"  says  Zhou. 

Many  in  the  financial  world  aren't  hap- 
py about  the  popularity  of 
these  takeovers.  Something 
few  Chinese  executives  con- 
sider is  that  Americans  gen- 
erally shun  such  shells,  as 
they  typically  trade  over  the 
counter,  says  Neil  A.  Torpey, 
a  Hong  Kong-based  partner 
with  law  firm  Paul,  Hastings, 
Janofsky  &  Walker.  "Nobody 
follows  them,  there's  no 
market  in  the  shares,"  he 
says.  "So  after  having  gone 
through  a  lot  of  time  and  ex- 


pense and  effort,  the  underlying  purpose 
aren't  realized." 

So  why  do  Chinese  companies  both  j 
er?  One  reason  is  simple:  They  hav 
few  other  options.  Small  companies  ii 
the  country's  rust  belt  or  in  industrie 
that  aren't  sexy  are  unlikely  to  dra\ 
the  interest  of  the  venture  capital  am  i 
private  equity  investors  swarming  ove 
China.  Plus  there's  a  two-year  wait  fo 
a  listing  on  the  booming  Shanghai  o 
Shenzhen  stock  exchanges.  "If  a  U.S 
financier  says  'I  can  get  you  public  in  tw 
months,'  that's  a  pretty  good  pitch,"  say 
one  American  hedge-fund  manager  wh 
wants  to  remain  anonymous  because  h 
has  invested  in  a  Chinese  company  the 
executed  a  reverse  merger. 

Another  reason  Chinese  corn 
panies  favor  these  deals  is  tiui 
there's    less    interference    froi 
investors.  Reverse  mergers  ari 
usually  followed  up  with  a  pr* 
vate  placement.  The  hedge  func 
that  typically  buy  these  shan 
are  content  to  allow  manage 
ment  to  continue  operating  ui 
fettered,  whereas  private-equit 
outfits  would  typically  demand  I 
greater  say  in  decision  makinii 
along  with  board  seats. 

Some  Chinese  companies  m 
volved  in  such  deals  have,  hov\ ) 
ever,  found  themselves  in  leg; 
trouble.  Fertilizer  maker  Bodisti 
Biotech  Inc.  and  now-defuni 
China  Energy  Savings  Technolopi 
Inc.  face  shareholder  class  actionflf 
alleging  improper  disclosure 

Still,  investors  argue  there 
nothing  fundamentally  disrep 
table  about  reverse  mergers.  Son 
well-known  Chinese  companit 
such  as  Sinovac  and  Shenzhen 
based  battery  maker  China  B/ 
Battery  Inc.,  have  graduated  from  fit  ;e 
OTC  market  to  the  American  Stock  Eh  I 
change  or  NASDAQ.  "As  we  see  more    :n 
them  grow  to  multimillion  market  cati  i 
there  is  more  research,  more  liquidity    V 
the  stocks,"  says  Mark  Fleishhauer,  Hoi'  k 
Kong-based  portfolio  manager  at  Jayhav  m 
Capita]  Management,  a  hedge  fund  tfr  ft 
invested  in  11  reverse  mergers  in  20(  Jyt 
including  BAK  Battery. 

But  even  fans  of  the  reverse-merg 
option  recognize  its  shortcomings.  Wi 
estimated  annual  revenues  of  $15.4  m 
lion  in  2006,  Sinovac  would  probably  r  |sk 
need  to  take  the  reverse-merger  rot 
today.  Says  Helen  G.  Yang,  Sinova 
international  business  manager:  "If1 
wanted  to  list  now,  an  IPO  would  bt 
better  choice."  ■ 
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AIRBUS  REVS  UP 
fflE  ENGINES 

(b  generate  badly  needed  cash,  if  s  boosting 
output  of  its  popular  A320  to  record  levels 


i  CAROL  MATLACK 

FOR  MONTHS  NOW,  AIR- 
bus  has  seemed  para- 
lyzed. The  launch  of  its 
A380  megajet  has  fallen 
two  years  behind  schedule, 
while  multiple  redesigns  of 
its  A350  widebody  have  de- 
lved that  plane's  launch  until  2013.  On 
\b.  19  a  clash  between  the  French  and 
:rman  governments  over  the  aircraft 
aker's  future  forced  the  postponement 
ia  long-awaited  restructuring. 
iAs  these  setbacks  dominate  the  news 
out  Airbus,  the  company  has  em- 
rked  on  an  ambitious  and  risky  strat- 
y  to  pull  itself  together.  The  European 
anemaker  will  need  an  estimated  $15 
lion  to  build  the  A350,  even  as  the 
(80's  woes  slash  billions  from  the  bot- 
cn  line.  To  generate  that  badly  needed 
sh,  it  is  boosting  production  of  its 
igle-aisle  A320  aircraft  to  record  levels 
lile  wringing  efficiencies  from  its  facto - 
S  and  suppliers  as  never  before, 
fj  Popular  with  discount  airlines  and 
ler  carriers  on  short-haul  routes,  the 


A3  20  models  sell  for  as  little  as  $55  mil- 
lion, about  one-third  the  catalog  price 
of  most  widebodies.  And  while  A320s 
yield  razor-thin  margins,  some  2,019  are 
on  order  by  airlines,  making  them  a  rich 
source  of  cash.  Already,  an  average  32 
A320s  are  rolling  off  German  and  French 
assembly  lines  each  month,  more  than 
any  commercial  aircraft  in  history.  By 
the  end  of  2008,  monthly  output  is  set  to 
rise  to  36,  then  to  40  after  Airbus  opens 
a  new  assembly  line  in  China  in  2009.  By 
comparison,  Boeing  Co.'s 
production  of  its  compet- 
ing 737  models  is  about  25 
planes  a  month.  The  Air- 
bus ramp -up  "is  a  huge 
challenge  for  us,"  says 
Tom  Williams,  executive 
vice-president  in  charge  of 
aircraft  production.  "We 
are  really  stretching." 

Stretching  too  far  could 
be  dangerous.  In  the  mid- 
1990s,  Boeing's  assembly 
lines  suffered  a  near-melt- 
down  when  the  company 


THE  STAT 


2,019 

Airbus  A320 
planes  on  order, 
compared  with 
1,639  orders  for 
Boeing's  737 


Data:  Company  reports 


PRODUCTION  TUNE-UP  Airbus  is 
using  techniques  from  Wal-Mart 
and  the  auto  industry 

tried  to  speed  up  production  of  several 
models  simultaneously.  Mindful  that  it 
could  suffer  a  similar  fate,  Airbus  has 
studied  that  debacle  in  detail.  A  key  find- 
ing: Boeing  didn't  work  closely  enough 
with  suppliers  to  ensure  a  smooth  flow 
of  parts.  So  for  more  than  a  year,  Airbus 
engineers  have  been  meeting  regularly 
with  subcontractors,  reviewing  every- 
thing from  the  capacity  of  their  tooling 
equipment  to  their  procurement  of  tita- 
nium and  other  raw  materials.  "One  part 
of  the  supply  chain  failing  endangers  the 
whole  chain,"  says  Alain  Flourens,  the 
A320  program  manager. 

Airbus'  drive  to  tune  up  production 
is  evident  at  its  A3  20  factory  near  Ham- 
burg, Germany.  In  a  cost-saving  method 
borrowed  from  Wal-Mart  Stores  Inc.  and 
other  discount  retailers,  it  has  leaned 
on  suppliers  for  just-in-time  delivery  of 
components.  And  Airbus  suppliers  now 
deliver  parts  in  prepackaged  trays  loaded 
onto  carts  resembling  chests  of  draw- 
ers, a  technique  patterned  after  the  auto 
industry.  The  carts  are  rolled  from  the 
loading  dock  directly  to  the  assembly 
line,  so  workers  get  everything  they  need 
without  leaving  their  stations.  "No  one 
would  have  thought  we'd  be  able  to 
work  this  quickly,"  says  Susanne  von 
Arciszewski,  supervisor  of  an  assembly 
line  where  efficiency  has  nearly  doubled 
in  the  past  two  years. 

Major  Airbus  suppliers  are  scrambling 
to  keep  pace.  For  example,  Messier-Bu- 
gatti,  which  builds  aircraft  wheels  and 
brakes,  recently  broke  ground  for  a  fac- 
tory in  Kentucky  to  help  meet  its  growing 
Airbus  order  book.  But  such  expansion 
creates  cascading  demands  that  can  tax 
the  limits  of  other  parts  makers.  "There 
are  lots  of  small  suppliers  where  Airbus  is 
a  customer,  we  are  a  customer,  and  some 
other  suppliers  of  Airbus  are  customers, 
and  we  are  all  going  to 
increase  our  requirements 
at  the  same  time,"  says  Do- 
minique Hedon,  executive 
vice-president  for  strategy 
and  development  at  Mess- 
ier-Bugatti's  Paris-based 
parent,  Safran  Groupe.  Air- 
bus has  to  avoid  any  weak 
links  in  the  supply  chain— 
or  the  A320  could  join  the 
company's  list  of  troubled 
aircraft  programs.  ■ 

-With  Stanley  Holmes 
in  Seattle 


March  5.  2007  I  BusinessWeek  !  41 


pn»> 


The  Corporation 


It's  overtaking  Detroit— with  trepidation.  Now,  the  carmaker  is  reh; 


ASK  CONSUMERS  WHY  TOYOTA  may  soon  be  the  larg 
est  automaker  in  the  world,  and  they  will  point  to  the 
Camry.  Or  the  Prius.  Or  the  RAV4.  (It's  the  cars,  stupid.) 
Ask  manufacturing  geeks,  and  they'll  tell  you  it's  about 
just-in-time  production  and  a  maniacal  focus  on  con- 
stant improvement.  (If  s  the  engineering,  dummy.) 

But  there's  another  drama  behind  the  carmaker's 
tire-squealing  momentum.  It's  a  story  that  might  be 
called:  How  Toyota  is  winning  the  hearts  and  minds  of 
America. 

With  a  deft  combination  of  marketing,  public  rela- 
tions, and  lobbying,  Toyota  has  done  a  remarkable  job 
over  the  past  20  years  of  selling  itself  as  an  American 
company.  That  drives  the  Big  Three  to  distraction. 
Here's  Chrysler  communications  chief  Jason  Vines: 
"The  thing  I  resent  is  Toyota  wrapping  themselves 
in  the  American  flag,"  he  says.  "We  still  employ  more 
people  and  contribute  more  to  the  economy." 

Who  cares  what  Detroit  thinks?  Well,  strange  as  it 
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:ver-sawier  PR  to  avoid  the  U.S.  backlash  it  dreads.  BY  DAVID  WELCH 


sounds,  Toyota  does.  Its  executives  may  privately  rel- 
ish victory  at  the  expense  of  General  Motors,  Ford,  and 
Chrysler,  but  here's  the  truth:  Toyota  is  afraid  to  be 
No.  1— or  at  least  what  that  implies.  And  not  just  because 
one  of  its  slogans  is  "Run  scared."  It's  because  the  extra 
scrutiny  could  undo  much  of  the  hard  work  of  the  past  20 
years.  "We  constandy  need  to  think  about  the  potential 
backlash  against  us,"  Toyota  CEO  Katsuaki  Watanabe 
tells  BusinessWeek  in  an  exclusive  interview.  "It's  very  im- 
portant for  our  company  and  products  to  earn  citizenship 
in  the  U.S.  We  need  to  make  sure  we  are  accepted." 

A  17.4%  retail  market  share  should  signal  acceptance. 
But  Toyota  is  not  admired  from  sea  to  shining  sea.  Yes,  the 
company  has  won  the  coasts. 
But  one-third  of  car  buyers  are 
biased  against  imports,  says 
Harris  Interactive.  And  most  of 
those  Ford-  and  Chevy-loving 
holdouts  live  in  the  Midwest 


TUNDRA 

A  full-size  pickup 
may  bolster  Toyota's 
American  image 
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and  Texas.  In  those  precincts,  Toyota  still  has  a  lot  of  persuading 
to  do.  Which  explains  why  it  launched  the  full-size  Tundra  pick- 
up—a red  state  vehicle  from  its  aggressive  hood  to  its  brawny 
haunches— and  is  building  it  in  San  Antonio. 

Here's  the  thing:  The  Tundra  amounts  to  an  assault  on  the 
last  redoubt  of  Big  Three  profits.  But  Toyota  doesn't  want  to  be 
seen  as  the  one  that  pushes  Detroit  over  the  edge.  So  to  prevent 
a  backlash,  the  company  is  amping  up  the  charm— launching 
literacy  programs  in  San  Antonio,  vowing  to  share  technology 
with  Ford,  and  pouring  money  into  lobbying,  more  than  dou- 
bling since  2002  the  amount  it  spends  each  year,  to  $5.1  mil- 
lion. Says  Jim  San  Fillippo,  an  analyst  with  Automotive  Mar- 
keting Consultants  Inc.:  "Toyota  is  the  best  at  going  native." 

In  the  early  '80s,  Toyota  sold  nine  models  and  had  6% 
of  the  market.  But  the  company  was  winning  converts  with 
fuel-efficient,  reasonably  priced  cars  like  the  Toyota  Corolla. 
Detroit,  meanwhile,  was  beginning  to  endure  the  agonies 
that  continue  to  this  day.  Japan  was  ascendant,  and  xenopho- 
bia was  in  full  cry. 

Toyota  scion  Shoichiro  Toyoda 
needed  to  boost  sales  in  the  U.S. 
but  feared  angering  consumers  and 
Washington  pols.  So  in  1984,  he  hired 
a  Ford  PR  guy  named  James  Olson. 
Dr.  Toyoda  summoned  Olson  to  Na- 
goya  and  exhorted  him  to  undertake 
genchi genbutsu  ("go  and  see"). 

What  Olson  found  wasn't  terribly 
surprising:  With  just  one  U.S.  fac- 
tory—and a  joint  venture  with  GM,  at 
that— Toyota  was  widely  viewed  as  a 
foreign  interloper.  At  Olson's  urging, 
the  company  began  playing  to  local 
sentiment.  In  1986,  Toyota  announced 
a  new  plant  in  Kentucky.  In  the  same 
year,  it  rehired  many  of  the  3,000 
laid-off  GM  workers  to  staff  the  joint- 
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WHERE  TOYOTA'S  HOT— 
OR  NOT 

It  has  a  17.4%  share  nationally,  but  isn't  admired 
trom  sea  to  shining  sea 
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SAN  ANTONIO,  200" 

Toyota  is  working 
extra  hard  to  be 
a  good  citizen 
in  Texas 


venture  plant  in  Fremont 
Calif.  George  Nano  rai 
the  United  Auto  Worker 
local  at  the  time,  and  re 
calls  company  executive 
and  plant  bosses  eating  i 
the  same  cafeteria  as  th 
rank  and  file.  That  neve 
happened  when  GM  wa 
running  the  factory. 

That  same  year,  a  Ro 
Howard  comedy  calle 
Gung  Ho  appeared;  : 
contrasted  the  America 
and  Japanese  work  ethi 
at  a  car  plant  operated  b 
an  Asian  company  calle 
Assan  Motors.  (Toyot 
later  used  the  film  as  a 
example  of  how  not  t 
manage  Americans.) 
Toyota  escalated  the  PR  offensive.  In  1991,  it  starte. 
funding  the  National  Center  for  Family  Literacy  and  otht- 
do-good  works.  It  was  textbook  corporate  philanthropr 
But  Toyota  also  did  something  few  American  corporator 
would  consider:  dispatching  efficiency  gurus  to  companu 
like  Viking  Range  Corp.  and  Boeing  Co.  and  to  local  hosp 
tals.  All  this  was  an  effort  to  help  make  these  places  won 
smarter— and  build  goodwill. 


Beating  the  Tax 

But  even  the  sawiest  gestures  were  of  little  use  against  risir 
trade  tensions.  In  1993,  Big  Three  executives  won  a  sit-down  wr; 
President  Bill  Clinton.  Why,  they  wanted  to  know,  could  the  lik 
of  Toyota  flood  the  U.S.  with  cars,  while  domestic  automake 
were  mostly  locked  out  of  Japan?  "  It  was  clear  Detroit  was  havii  l 
trouble,"  recalls  Mickey  Kantor,  who  was  then  Commerce  Seer' 
tary.  So  Clinton  threatened  a  100%  tax  on  luxury  car  imports. 
That  would  have  mauled  Toyota's  five-year-old  Lexus  bran 
It  was  time  for  some  KabuM.  In  tho 
days,  Toyota  had  no  game  in  Was 
ington.  But  Toyoda  was  a  friend 
Walter  F.  Mondale,  then  ambassad' 
to  Japan.  They  made  a  deal:  Toyc 
would  build  three  plants  in  the  U.S. 
Clinton  nixed  the  tax.  It  seemed  like 
concession  at  the  time.  But  one  Toyc 
executive  says  the  company  planned 
open  the  factories  all  along. 

Detroit's  lobbying  had  come 
naught.  Toyota  was  about  to  t 
tablish  a  beachhead  from  which 
would  double  U.S.  market  share  o\ 
the  next  decade.  With  each  n( 
plant,  Toyota  won  friends  in  Co 
gress,  where  it  began  building  cloi 
Toyota  executives  have  a  name  1 
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A  special  excerpt  from  the  journal  of  high-performance  business 
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accenture 

High  performance.  Deliver 


Leadership 

How  to  create  a  culture 
of  high  performance 

The  particular  kind  of  culture  that  sustains  high 
performance  depends  on  commitment  at  the 
highest  levels  of  the  organization.  Accenture's 
research  has  identified  the  five  key  mindsets 
that  underpin  this  performance  anatomy  and 
what  leaders  need  to  do  to  develop  them. 
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This  article  is  one  in  a  series  excerpted  from  Outlook,  our 
journal  of  high-performance  business.  The  content  derives 
from  our  groundbreaking  research,  initiated  in  2003,  to 
empirically  determine  the  characteristics  that  enable  high- 
performance  businesses  to  consistently  outperform  their 
peers  over  the  long  term.  Thus  far,  over  6,000  companies 
have  been  studied,  including  more  than  500  that  meet 
our  criteria  as  high  performers. 


At  the  heart  of  today's  most  enduring  and  successful 
companies  is  something  we  call  a  "performance 
anatomy,"  one  of  the  three  building  blocks  of 
high  performance  identified  by  our  ongoing 
research  program.  Although  performance  anatomy 
is,  like  culture,  an  often  elusive  concept,  it  is 
something  senior  executives  can  and  must  shape, 
rather  than  simply  allow  it  to  evolve  on  its  own. 
Part  of  the  leadership  effort  involved  in  creating 
a  high-performance  anatomy  is,  quite  literally, 
changing  the  way  people  think. 

Put  another  way,  the  successful  leader  must  get 
everyone  in  the  company  to  share  the  same  specific 
mindsets— the  way  employees  see  the  organization, 
its  history,  goals  and  values.  Over  the  course  of 
a  two-year  investigation,  we  determined  that  to 
improve  business  performance,  five  mindsets  matter 
most.  Our  research  has  also  found  that  each 
mindset  is  associated  with  a  specific  set  of  lead- 
ership actions  that  help  propel  a  company  toward 
high  performance. 


Mindset  1 :  Maintaining  the  right  balance  between 
market-making  and  disciplined  execution 

Leadership  action:  Avoid  false  trade-offs  and  commit 
to  a  dual  focus  on  the  present  and  the  future. 

Companies  can  sometimes  get  stuck  in  an  "either-or" 
trap:  either  managing  for  today  or  investing  in  the 
future.  Leaders  of  high-performance  businesses,  by  con- 
trast, take  a  "both-and"  approach— surrounding  them- 
selves with  talented  individuals  who  excel  in  both  short- 
and  long-term  disciplines.  While  insisting  on  outstand- 
ing returns  from  today's  operations  (as  demanded  by 
investors),  they  also  invest  heavily  in  what  it  will  take  to 
be  a  game-changing  innovator  in  the  future. 

Consider  Harrah's  Entertainment,  which  grew  from  17 
casinos  and  36,000  employees  to  about  40  casinos  and 
85,000  employees  between  1999  and  2005.  During  this 
ongoing  period  of  aggressive  growth,  refining  and  pre- 
serving the  company's  unique  culture  of  high  perfor- 
mance has  been  one  of  CEO  Gary  Loveman's  biggest 
challenges.  At  the  same  time,  Loveman  has  made  it  clear 
that  flawlessly  executing  today's  strategy  is  a  paramount 
concern.  Harrah's  managers  are  expected  to  rigorously 
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analyze  the  business  and  to  justify  their  plans  and 
decisions  on  the  basis  of  their  ability  to  add  value. 

Mindset  2:  Obsessively  identifying 
and  multiplying  talent 

Leadership  action:  Invest  a  disproportionate  amount 
of  time  in  recruiting'  and  developing  people. 

A  knowledge-age  business  has  little  hope  of  achieving 
high  performance  unless  its  top  executives  lead  the 
charge  to  acquire,  develop  and  manage  the  performance 
of  its  employees.  Effective  leaders  must  become  obses- 
sive talent  scouts.  They  need  to  get  personally  involved 
in  the  search  for  the  best  people,  both  inside  and  outside 
the  organization— and  then  help  develop  that  talent. 

This  clear  commitment  to  finding,  growing  and  retaining 
talent  is  particularly  important  for  BMW,  whose 
lifeblood  is  innovation.  In  fact,  the  carmaker  routinely 
plans  for  professions  that  will  be  needed  in  the  future. 
As  Chairman  Norbert  Reithofer  explains:  "Today,  we 
need  to  know  as  precisely  as  possible  what  skills  will  be 
necessary  tomorrow.  In  order  to  successfully  develop, 
produce  and  market  a  new  vehicle,  we  must  shape  and 


master  innovation."  BMW's  approach  to  recruiting 
and  people  development— expressed  in  the  chairman's 
maxim,  "It  takes  the  best  to  make  the  besf'-reflects 
a  powerful  talent-multiplier  mindset. 

Mindset  3:  Using  a  selective  scorecard 
to  measure  business  performance 

Leadership  action:  Rely  on  a  simple,  memorable  way 
of  measuring  success  and  use  every  occasion  to  share 
those  success  stones  throughout  the  organization. 

Executives  today  are  at  risk  of  drowning  in  an  ocean 
of  technology-generated  data.  Rather  than  tuning  out, 
executives  of  high-performance  businesses  respond 
to  data  overload  by  making  the  company's  business 
model  as  simple  and  as  transparent  as  possible,  then 
determining  which  measures-especially  workforce- 
related  measures— are  needed  to  keep  the  business 
on  track.  By  constantly  emphasizing  both  model  and 
measures,  a  selective-scorecard  mindset  is  embedded 
in  the  organization. 

A  key  measure  the  top  team  of  Best  Buy  uses  to  track 
business  performance  for  its  nearly  1,000  stores  is 
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employee  engagement.  Generated  by  survey,  employee 
engagement  scores  indicate  workers'  commitment  to 
the  job  and  to  the  company.  Best  Buy  uses  the  scores 
to  analyze  how  local  management  variations  relate 
to  the  stores'  financial  performance.  In  an  internal 
study,  analysts  found  that  the  store  with  the  highest 
engagement  score  ranked  in  the  top  10  percent  of 
Best  Buy  stores  as  measured  by  P&L  budget  variance; 
the  store  with  the  lowest  score  ranked  in  the  bottom 
10  percent.  The  company's  leaders  make  sure  that 
store  managers  are  aware  of  the  importance  of  these 
numbers  to  Best  Buy's  continuing  high  performance. 

Mindset  4:  Recognizing  technology 
as  a  strategic  asset 

in  technologies  that  will 
demonstrably  lead  to  better  business  performance. 

Executives  often  feel  pressure  to  invest  in  the  "latest 
and  greatest"  information  technologies,  whether  or  not 
the  investment  is  justified  by  actual  business  needs.  By 
contrast,  high-performance  businesses  usually  spend 
less  on  information  technology  than  their  competitors 
do— but  their  investments  always  have  strategic  impli- 
cations. These  companies  also  push  their  technology 
leaders  to  think  like  business  strategists  and  operators. 
As  a  result,  an  organizational  mindset  in  which  IT  is 
seen  as  a  strategic  asset  takes  hold. 

At  some  of  the  best  companies,  the  use  of  IT  as  a 
strategic  asset  is  so  deeply  embedded  as  to  be  uncon- 
scious. UPS,  for  example,  uses  business  cases  and  post- 
implementation  measurements  to  monitor  the  returns 
of  a  billion-dollar  IT  budget.  When  the  company 
decided  to  invest  $600  million  in  its  package  flow  soft- 
ware, the  decision  was  explicitly  linked  to  a  key  busi- 
ness goal.  The  decision  emanated,  according  to  CIO 
David  Barnes,  from  the  leadership's  strategy  to  achieve 
"one-to-one  customer  relationships,  while  maintaining 
an  IT  infrastructure  with  'dial-tone  reliability.'  " 


Mindset  5:  Emphasizing  continuous  renewal 

Leadership  action:  Ensure  thai  the  organization 
understands  what  to  preserve  from  its  current  w; 
of  doing  business  and  what  to  jettison. 

Organizational  momentum  encourages  the  continuation 
of  current  practices  and  habits,  particularly  in  successful 
organizations.  The  downside  can  be  getting  into  a  rut, 
leaving  the  organization  vulnerable  to  competitors  that 
will  outmaneuver,  out-innovate  and  out-adapt.  Effective 
leaders  therefore  reinforce  a  mindset  of  continuous 
renewal.  They  must  ensure  the  organization  is  develop- 
ing increased  market  sensitivity  and  good  judgment 
concerning  what  should  and  should  not  be  sustained 
and  what  should  be  renewed. 

For  example,  when  Mayo  Shattuck  became  CEO  of 
Constellation  Energy  in  late  2001,  he  had  to  right  a  ship 
that  was  listing  badly.  The  industry  was  being  buffeted 
by  the  Shockwaves  of  the  Enron  scandal,  and  Shattuck 
knew  it  was  essential  to  remind  employees  of  the  com- 
pany's proud  heritage  and  history  of  innovation.  Using 
an  extensive  array  of  artifacts  from  the  company's 
past,  he  created  a  veritable  museum  on  each  floor  of 
Constellation's  headquarters— reminders  to  all  that  Con- 
stellation had  never  flinched  from  taking  on  major  (but 
calculated)  risks  or  from  embracing  necessary  change. 

A  company's  anatomy  can  be  a  powerful  force  for 
achieving  high  performance.  But  the  steady  hand  of 
leadership  must  function  successfully  across  a  range  of 
conditions,  from  periods  of  prosperity  to  those  of  turbu- 
lence in  the  industry  or  economy.  When  senior  leaders, 
guided  by  core  values,  create,  shape  and  maintain  the 
five  mindsets  that  constitute  a  performance  anatomy- 
and  that  ultimately  underpin  high  performance-they 
help  their  organizations  establish  the  practices  that  lead 
to  superior  business  results.  An  important  first  step  on 
that  path  is  to  master  the  critical  leadership  actions  that 
develop  and  encourage  those  mindsets. 


To  read  this  and  other  Outlook  articles  on  high  performance  in  full,  and'to  review  findings 
of  our  High  Performance  Business  research,  please  visit  accenture.com/research-articles 
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7ew  automakers  have  a  better  environmental  pedigree  than 
[byota.  And  no  car  has  more  green  cred  than  the  Prius 


oliticians  they  deem  friendly:  the  Toyota  Caucus.  These  are 

eople  who  represent  the  states— California,  Indiana,  Ken- 
!  icky,  Texas,  and  West  Virginia— where  Toyota  builds  cars  and 
!  ucks.  One  of  the  club's  charter  members,  if  you  will,  is  Jay 
!  ockefeller,  the  junior  Democratic  senator  from  West  Virginia. 

he  Rockefellers  and  the  Toyodas  go  way  back;  Jay  studied  in 

ipan  and  speaks  the  language. 

While  most  states  set  up  their  lobbying  offices  in  Tokyo,  West 
jirginia's  headquarters  is  in  Nagoya,  near  Toyota's  headquar- 
jrs.  Few  have  worked  harder  than  Rockefeller  to  persuade 

Dyota  to  build  a  plant  in  his  state.  In  1996,  not  long  after  the 
Ilinton  luxury  tax  was  quashed,  the  state  got  a  $400  million 
''lgine  plant  in  Buffalo,  W.  Va.  Today  1,000  people  work  there, 

id  the  investment  has  swelled  to  $1  billion. 
1  In  2001  Toyota  gave  $1  million  to  the  Blanchette  Rock- 

eller  Neurosciences  Institute  at  West  Virginia  University, 


CENTER  LINE, 
MICH.,  1992 

Attitudes  have  shifted 
drastically  in  15  years 


I  medical  research  center  named 
Iter  the  senator's  mother.  About  the 
Ime  time,  Toyota  and  Honda  Mo- 
Ir  Co.  began  backing  a  push  for  tax 
■edits  for  consumers  who  bought 
j'brids.  The  Prius  was  selling  at  a 
jemium  over  conventional  cars  and  Toyota  wanted  a  mar- 
Iting  tailwind.  Four  years  later,  Congress  passed  a  credit  for 
I)  to  $3,150.  One  of  the  bill's  sponsors  v/as  Rockefeller.  He 
inies  Toyota  directiy  lobbied  him  over  the  hybrid  sweetener. 
lit  Toyota  did  talk  to  his  staff  about  the  bill,  and  Rockefeller 
■knowledges  that  "maybe  I  learned  something  from  Toyota" 
lout  automotive  technology. 

|Few  automakers  have  a  more  unassailable  environmental 
Idigree  than  Toyota  (its  closest  rival  is  Honda).  And  no  car 
Itter  represents  the  company's  green  cred  than  the  Prius. 
I  hear  Toyota  tell  it,  the  hybrid  was  simply  so  trendy  and 
|:ll-engineered  it  practically  sold  itself.  There's  more  to  the 
l>ry  than  that. 

I  Just  before  Toyota  was  about  to  launch  the  Prius  in  1999,  it 

■lied  Dan  Becker,  director  of  global  warming  initiatives  at  the 

;rra  Club.  The  company  wanted  the  group's  seal  of  approval 

•  the  Prius.  Becker  persuaded  his  superiors  to  create  an 

ard  for  the  best  hybrid  technology.  The  idea  was  controver- 


sial, and  Becker  says  some  Sierra  Clubbers  called  him  a  "whore 
for  the  auto  industry."  In  the  end,  Honda's  hybrid  Insight  won 
the  Sierra  Club  Award  for  Excellence  in  Environmental  Engi- 
neering; the  Prius  won  the  following  year. 

The  Toyota-Sierra  Club  dance  didn't  end  there.  In  2001,  the 
group  borrowed  a  half-dozen  Priuses  and  drove  them  from 
Maine  to  Florida,  stopping  in  cities  along  the  way  and  let- 
ting people  drive  them.  The  group  also  held  a  cross-country 
trek  along  Route  66,  hitting  towns  and  cities  from  Chicago 
to  Los  Angeles.  The  drive-and-tell  seemed  to  work  wonders. 
Says  Becker:  "Someone  at  Toyota  told  me  that  a  phenomenal 
percentage  of  people  who  tested  the  car  bought  one."  By  2004, 
Toyota  had  passed  Honda  and  had  the  greenest  image.  "They 
just  blew  past  us  in  the  surveys,"  says  John  German,  manager 
for  environment  and  energy  analysis  for  American  Honda  Mo- 
tor Co.  "They're  in  first  place  now." 

Meanwhile  Toyota  turned  to  its  point  man  in  celebrity- 
ville:  Mike  Sullivan,  who  owns  Toyota  of  Hollywood.  Sullivan 
got  hold  of  26  Priuses  and  took  them  to  the  2003  Oscars. 
Before  long,  such  stars  as  Cameron  Diaz  and  Leonardo  Di- 
Caprio  were  being  photographed  ("Look,  we're  so  green!") 
with  their  Priuses.  "It  became  the  cool  thing  to  do,"  says  Sul- 
livan. Now,  every  November,  Toyota  sponsors  the  annual  En- 
vironmental Media  Assn.  Awards  in  Los  Angeles.  TV  shows 
and  movies  that  feature  environmental  causes  get  a  trophy. 
Celebrities  enter  the  ceremony  along  a  green  carpet,  Sullivan 
is  a  sponsor,  and  the  Toyota  image  is  omnipresent. 

Heading  for  the  Heartland 

Today,  Toyota  is  the  most  respected  car  company  in  America. 
And  yet  to  become  the  biggest-selling  carmaker  in  the  U.S.,  it 
needs  to  make  serious  inroads  into  the  heartland,  where  im- 
ports are  often  considered  un-American  and  the  pickup  truck 
rules  the  road.  Nationally,  Toyota  has  a  17.4%  retail  share.  But 
once  you  break  down  the  numbers  by  region,  a  more  nuanced 
picture  emerges.  In  the  Midwest  Toyota  has  just  11%,  accord- 
ing to  R.L.  Polk  &  Co.,  which  tracks  car  registrations.  And  in 
Texas,  Toyota  has  a  meager  5%  share  of  the  pickup  market. 
Mike  Foster  will  proudly  tell  you  why.  A  50-year-old  home- 
builder  from  San  Antonio,  he  has  195,000  miles  on  his  Ford  F- 
150.  "I've  never  owned  a  Japanese  car  of  any  kind,"  says  Foster. 
"I  believe  in  supporting  American  jobs.  I  know  Toyota  creates 
jobs  here,  but  the  money  goes  back  to  Japan." 

Knowing  what  if  s  up  against,  Toyota  has  rolled  out  a  $300 
million  marketing  campaign  for  the  Tundra.  It  is  sponsor- 
ing livestock  shows,  bass-fishing  tournaments,  and  made  its 
NASCAR  debut  on  Feb.  18.  Toyota  has  a  campaign,  internally 
dubbed  "Prove  It,"  involving  free  test  drives  at  Bass  Pro  Shops,  a 
national  chain  of  outdoor  sports  shops,  and  84  Lumber  stores.  Its 
TV  ads  feature  a  narrator,  complete  with  Texas  drawl,  promoting 
the  Tundra  as  "the  all-new,  built-in-America,  Toyota  truck" 

Meanwhile,  Toyota  is  out  winning  hearts  and  minds  in  San 
Antonio's  south  side,  where  the  factory  is.  In  late  January,  the 
company  brought  its  16-year-old  literacy  program  to  Sky  Har- 
bor Elementary  School.  There,  in  the  Toyota  Family  Literacy 
Program  Room,  Hispanic  families  are  learning  to  read  and 
write  English.  "The  south  side  had  not  been  receiving  much 
attention,"  says  Jada  Pitman,  who  runs  the  program.  "But  now 
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you  have  homes  and  roads  being  built  to  accommodate  Toyota. 
Their  presence  is  really  being  felt  in  the  community." 

In  Washington,  too.  Toyota's  chief  lobbyist,  Josephine  Coo- 
per, who  formerly  told  Detroit's  story  on  the  Hill,  has  been 
busy.  At  her  behest,  Toyota  has  amped  up  its  advertising  efforts 
inside  the  Beltway.  Its  latest  campaign  has  been  running  on  TV 
and  in  such  publications  as  Roll  Call,  Washingtonian,  Congress 
Daily,  and  Congressional  Quarterly.  It  reminds  politicians  that 
Toyota  has  spent  $17  billion  over  20  years  on  new  plants  and 
that  it  direcdy  employs  38,000  Americans. 

Five  decades  after  selling  its  first  cars  in  America,  Toyota 
still  feels  the  need  to  apologize  for— or  at  least  justify— its 
success.  Now,  the  company's  relentless  expansion  is  bring- 


ing unwanted  attention.  A  series  of  recalls  has  hurt  Toyota's 
reputation  for  quality.  Environmentalists  complain  that  the 
automaker's  move  into  the  big-truck  market  makes  it  look 
more  and  more  like  the  Big  Three  all  the  time.  And  James  E. 
Press,  who  runs  the  North  American  operations,  acknowledges 
that  Toyota  is  under  greater  scrutiny  now  that  if  s  closing  in  on 
GM  as  the  world's  No.  1  automaker.  Yet  among  Toyota's  U.S. 
leaders,  at  least,  there  is  the  feeling  that  the  humility  has  gone 
far  enough.  During  a  recent  meeting  at  the  North  American 
headquarters  in  Torrance,  Calif.,  executives  agreed  Toyota: 
should  stop  worrying  about  being  loved  and  learn  to  accept 
industry  leadership.  Are  you  listening,  Watanabe-san?  ■ 

-  With  Ian  Rowley  and  David  Kiley\ 


MANAGING  SUCCESS 

Fighting 
To  Stay 
Humble 


BY  IAN  ROWLEY 

Katsuaki  Watanabe  lifted  his 
water  glass  and  looked  at  it, 
slowly,  carefully.  "If  you  stare 
at  this  long  enough,  you  can 
see  many  cost  problems," 
he  said.  "It's  such  a  complicated  design.  A 
paper  cup  would  cost  a  fraction  of  this." 

That  episode,  in  July,  2005,  was 
classic  Watanabe.  The  64-year-old 
president  of  Toyota  is  a  reserved  man, 
cut  from  traditional  salaryman  cloth. 
Coaxing  details  from  him  is  like  squeezing 
water  from  a  stone.  Then  Watanabe  will 
suddenly  fix  on  a  question  or  an  object 
that  seizes  his  interest  and  examine  it  with 
intensity. 

That  ability  to  focus  explains  how 
Watanabe  got  to  the  top  of  Toyota 
Motor  Corp.  in  June,  2005.  He  has  no 
international  experience,  and  his  English 
is  limited.  He  doesn't  have  Renault-Nissan 
CEO  Carlos  Ghosn's  presence  on  the 
podium.  His  manner  is  self-effacing  in  the 
extreme.  Some  have  wondered  if  Watanabe 
was  a  stopgap,  keeping  the  seat  warm  for 
the  50-year-old  Akio  Toyoda. 

When  Watanabe  does  talk,  you  realize 
why  he  was  chosen:  He  is  obsessed  with 
keeping  Toyota  safe  from  its  own  success. 
"To  be  satisfied  with  becoming  the  top 
runner,  and  to  become  arrogant,  is  the 
path  we  must  be  most  fearful  of,"  he  says 
during  a  rare  one-on-one  at  Toyota  City 
headquarters. 
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In  his  long  career, 
Watanabe  has  run  Toyota's 
staff  canteens,  overseen  the 
company's  Motomachi  plant 
and  managed  the  corporate 
planning  division.  But  it  was 
as  chief  architect  of  Toyota's 
CCC21  cost-cutting  plan  that  Watanabe 
embodied  the  company's  fanatic  drive  to 
stave  off  complacency.  The  goal  was  to 
slash  prices  on  all  key  components  for  new 
models  by  30%.  Getting  there  required  a 
reinvention  of  Toyota's  relationship  with 
suppliers  and  a  reexamination  of  the  cost 
of  every  item,  however  mundane,  from  ball 
bearings  to  turn  signals.  The  program  saved 
Toyota  $10  billion. 

The  Toyota  boss  is  now  leading  a  second 
effort,  Value  Innovation  Activity,  to  trim 
costs  even  more:  Toyota  will  overhaul  the 
way  it  designs  cars  to  find  savings  early 
in  a  model's  evolution.  He  also  vows  to 
make  Toyota's  next  class  of  hybrids  much 
more  affordable:  "We're  aiming  at  cutting 
in  half  both  the  size  and  cost  of  the  third- 
generation  hybrids." 

Watanabe  is  seizing  on  every  pretext 
to  create  an  atmosphere  of  emergency. 


TAKING  HEAT 

Watanabe  answering 
questions  during 
last  summer's  spate 
of  product  recalls 


Last  summer  a  string  of 
recalls  were  denting  Toyota's 
reputation  for  quality.  Taking 
responsibility,  Watanabe  made 
several  public  apologies, 
describing  the  problems  as  a 
"crisis."  He  then  delayed  new 
car  launches,  including  a  revamped  Corolla 
in  the  U.S.,  to  ensure  that  quality  was  up  to 
snuff. 

Yet  the  numerous  apologies  were 
arguably  as  much  a  warning  to  Toyota's 
rank  and  file  as  a  means  of  reassuring 
customers.  "Before  I  met  Mr.  Watanabe, 
I  wasn't  so  impressed.  But  the  thing 
I  found  with  him  is  that  actually  he  is 
very  tenacious,"  says  Tatsuo  Yoshida,  an 
analyst  at  UBS  in  Tokyo.  "Toyota  has  used 
the  quality  issue  to  shake  up  the  whole 
organization-subsidiaries  and  suppliers 
included." 

That  shakeup  gives  Watanabe  a  fleeting 
feeling  of  satisfaction.  "There's  been 
improvement,"  he  says. "  'Big-company 
disease'  has  been  receding."  But  then  the 
self-congratulation  is  over.  "There  are  so 
many  challenges  we  need  to  address,"  he 
says.  "Problems  must  be  made  visible." 
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ACING  AN  UPHILL  BATTLE  WITH  PENDING  LITIGA 
ET  THE  POWER  OF  DUFF  b  PHELPS. 


Tom  dispute  consulting  and  complex  valuation 
Analysis  to  forensic  investigation  and  expert  testimony, 
Duff  &  Phelps  provides  trusted  analysis  and  insight 
)h  critical  issues.  With  more  than  700  professionals 
vorking    together    across    North    America,    Europe 

nd  Asia,  we  have  the  depth  and  breadth  of 
Piidustry  and  technical  expertise  to  meet  your  needs. 
[Get  the  strength  of  one  of  the  world's  leading 
independent  financial   advisory  firms. 


i 


WOP 


Financial  Reporting  Valuation 

Tax  Valuation  &  Consulting 

Real  Estate  &  Fixed  Asset  Services 

Investment  Banking 

Transaction  Advisory  Services 

Financial  Restructurings 

Dispute  Consulting  &  Forensic  Advisory  Services 
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Jffandphelps.com  /  +1-866-282-8258  Investment  banking  services  are  provided  by  Duff  &  Phelps  Securities,  LLC,  an  NASD  registers  ' 
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Service 

Champs 

BWs  first-ever  ranking  of 
25  client-pleasing  brands 
included  JetBlue,  until  it 
got  stuck  on  the  runway 

by  jena  McGregor 

PHOTOGRAPHS  BY  CHIP  SIMONS 

BOB  EMIG  WAS  FLYING  HOME  FROM 
St.  Louis  on  Southwest  Airlines  this 
past  December  when  an  all-too-familiar 
travel  nightmare  began  to  unfold.  After 
his  airplane  backed  away  from  the  gate, 
he  and  his  fellow  passengers  were  told 
the  plane  would  need  to  be  de-iced. 
When  the  aircraft  was  ready  to  fly  two 
and  a  half  hours  later,  the  pilot  had 
reached  the  hour  limit  set  by  the  Fed- 
eral Aviation  Administration,  and  a  new  pilot  was  required. 
By  that  time,  the  plane  had  to  be  de-iced  again.  Five  hours 
after  the  scheduled  departure  time,  Emig's  flight  was  finally 
ready  for  takeoff. 

A  customer  service  disaster,  right?  Not  to  hear  Emig  tell  it. 
The  pilot  walked  the  aisles,  answering  questions  and  offering 
constant  updates.  Flight  attendants,  who  Emig  says  "really 
seemed  like  they  cared,"  kept  up  with  the  news  on  connecting 
flights.  And  within  a  couple  of  days  of  arriving  home,  Emig, 
who  travels  frequendy,  received  a  letter  from  Southwest  that 
included  two  free  round-trip  ticket  vouchers.  "I  could  not 
believe  they  acknowledged  the  situation  and  apologized,"  says 
Emig.  "Then  they  gave  me  a  gift,  for  all  intents  and  purposes, 
to  make  up  for  the  time  spent  sitting  on  the  runway." 

Emig's  "gift"  from  the  airline  was  not  the  result  of  an 
unusually  kind  customer  service  agent  who  took  pity  on  his 
plight.  Nor  was  it  a  scramble  to  make  amends  after  a  disas- 
trous operational  fiasco,  as  JetBlue  Airways  Corp.  experienced 
recently— leading  us,  after  much  debate,  to  remove  it  from  our 
first  customer  service  ranking  (see  page  58).  Rather,  it  was 
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standard  procedure  for  Southwest  Airlines,  which  almost  six 
years  ago  created  a  new  high-level  job  that  oversees  all  proac- 
tive customer  communications  with  customers.  Fred  Taylor, 
who  was  plucked  from  the  field  by  President  Colleen  C.  Barrett 
to  fill  the  role  in  2001,  coordinates  information  that's  sent  to 
all  frontline  reps  in  the  event  of  major  flight  disruptions.  But 
he's  also  charged  with  sending  out  letters,  and  in  many  cases 
flight  vouchers,  to  customers  caught  in  major  storms,  air  traffic 
snarls,  or  other  travel  messes— even  those  beyond  Southwest' s 
control— that  would  fry  the  nerves  of  a  seasoned  traveler.  "It's 
not  something  we  had  to  do,"  says  Taylor.  "It's  just  something 
we  feel  our  customers  deserve." 

As  Southwest  recognizes,  providing  great  customer  service  is 
much  more  than  just  a  job  for  the  front  lines  or  the  call  centers. 
It  takes  coordination  from  the  top,  bringing  together  people, 
management,  technology,  and  processes  to  put  customers' 
needs  first.  That's  true  today  more  than  ever.  Technology  is 
leveling  the  barriers  between  alpha  companies  and  also-rans, 
making  great  customer  service  one  of  the  few  ways  companies 
can  distinguish  themselves.  Retail,  online,  and  phone  shopping 
channels  are  expanding,  increasingly  prompting  customers 
to  demand  a  seamless— and  painless— experience.  Refining 
time-tested  concepts  and  coming  up  with  cutting-edge  ideas 
is  critical  for  managing  rank-and-file  workers  and  measuring 
what  customers  think. 

In  BusinessWeek's  first-ever  ranking  of  the  best  providers 
of  customer  service,  we  set  out  to  find  the  service  champions, 
but  also  to  dig  into  the  techniques,  strategies,  and  tools  they 
use  to  make  the  customer  king.  To  launch  the  process,  we  cre- 
ated a  list  based  largely  on  brands  in  J.D.  Power  &  Associates' 
database.  In  addition,  we  polled  3,000  of  our  readers,  gener- 
ating a  pool  of  names  most  associated  with  treating  custom- 
ers well.  We  then  asked  J.D.  Power,  which,  like  BusinessWeek, 
is  owned  by  The  McGraw-Hill  Companies,  to  survey  custom- 
ers about  the  brands  that  were  nominated  by  readers  but  not 
already  in  its  database.  (For  a  full  explanation  of  our  meth- 
odology, see  page  64.) 


THE  RESULTING  LIST  HAS  ITS  SHARE  OF 
service  legends— our  No.  1  company,  insur- 
ance provider  USAA,  has  long  been  hailed 
for  the  way  it  treats  its  predominandy 
military  customers  and  their  families.  Most 
of  the  names  fell  into  one  of  three  camps. 
There  are  industry  disrupters,  such  as  No.  14 
Washington  Mutual  Inc.,  that  offer  a  cus- 
tomer-friendly alternative  in  fields  long  plagued  by  poor  ser- 
vice. Many  are  privately  held  or  family-run,  such  as  regional 
supermarket  Publix  Super  Markets  Inc.,  No.  19  on  our  list, 
and  view  great  customer  service  as  a  founding,  fundamental 
principle.  Finally,  there's  a  sprinkling  of  luxury  brands,  such 
as  No.  7  Lexus,  for  which  attentive,  personal  service  is  just  part 
of  the  price  of  entry. 

Despite  their  differences,  most  of  the  names  on  our  list 
share  a  few  important  traits.  They  emphasize  employee  loyalty 
as  much  as  customer  loyalty,  keeping  their  people  happy  with 
generous  benefits  and  perks.  Since  1984,  No.  5  Wegmans  has 
given  away  $59  million  in  scholarships  to  19,000  employees. 
And  senior  management  logs  hours  on  the  front  lines,  listen- 
ing in  on  phones  in  the  call  center  or  working  by  staffers'  sides. 
At  No.  15  Cabela's  Inc.,  for  instance,  Vice-Chairman  James  W. 
Cabela  spends  hours  each  morning  reading  through  the  retail- 
er's customer  comments,  and  hand-delivering  them  to  each 
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The  Customer  Service  Eli 


BRAND/INDUSTRY 

PROCESS 

PEOPLE         : • 

liKAUt                GRADE            ■ 

USAA 

Insurance 

A+ 

A+      ! 

Four  Seasons  Hotels 

Hotels 

A+ 

A+ 

Cadillac 

Auto 

A+ 

A+ 

Nordstrom 

Retail 

A 

A-      j 

Wegmans  Food  Markets 

Supermarkets 

A- 

A 

Edward  Jones 

Brokerage 

A- 

a    : 

Lexus 

Auto 

A+ 

A+       ; 

UPS 

Shipping 

A 

»    ■( 

Enterprise  Rent-A-Car 

Rental  Car 

A- 

A- 

Starbucks 

Restaurant 

B+ 

B+ 

Ritz-Carlton 

Hotels 

A+ 

A+ 

Arnica  Insurance 

Insurance 

A+ 

A+ 

Southwest  Airlines 

Airlines 

B 

B 

D          inn 

Washington  Mutual 

Banking 

B 

B-        * 

Cabela's 

Retail 

A- 

A-      | 

Raymond  James  Financial 

Brokerage 

B+ 

A           w 

Porsche 

Auto 

A+ 

A+      IS 

Apple 

Electronics 

Q_ 

B+       l 

Publix  Super  Markets 

Supermarkets 

A- 

B+ 

■  in 

Hertz 

Rental  Car 

* 

B+ 

R         ,R- 
D           iGe 

FedEx 

Shipping 

B+ 

R 

tin 

JW  Marriott  Hotels 

Hotels 

A+ 

A           '* 

T-Mobile 

Wireless 

C 

p          1  Sire 

Buick 

Auto 

A+ 

A+        te' 
rt        '  si's 

Lincoln 

Auto 

A+ 

A+       ! 

•The  Service  Index  is  composed  of  a  weighting  of  J.D.  Power's  scores  for  "people"  and  "process,"  plus  a  I 


;h  innovations  in  technology,  employee  training^  and  customer-centered  strategies,  these  service  leaders  don't  just  meet 
ter  needs  but  anticipate  and  exceed  them.  For  a  full  explanation  of  how  we  chose  companies  and  brands,  see  p.  64. 


j:ky  enough  to  be  customers  (USAA's  auto  and  home  insurance  is  only  open  to  military  members  and  their  families)  get  service  from  reps  with  great 
including  2006  bonuses  of  16.5%.  Last  year,  USAA  added  a  tool  in  its  call  centers  that  tracks  frontline  suggestions  for  customer-friendly  ideas. 

oyee-whether  a  housekeeper  or  a  bellhop-gets  a  job  before  passing  four  interviews.  The  luxury  chain  knows  that  customer  relationship  management 
>t  more  than  software  database  programs.  Each  hotel  employs  a  "guest  historian"  charged  with  tracking  guest  preferences. 

dealers  have  long  been  committed,  like  those  of  rival  Lexus,  to  insuring  customers  have  another  car  while  theirs  is  in  the  shop.  New  improvements 
n  early-warning  system  for  mechanical  problems  built  into  the  OnStar  telematics  system,  which  is  standard  in  all  Cadillacs. 

ordstrom  on  a  service  list  is  like  seeing  3M  on  a  list  about  innovation:  The  brands  are  practically  synonymous  with  the  topic.  Still,  they  keep  improving, 
salespeople  will  be  able  to  view  a  single  database  of  the  company's  inventory  to  help  customers  find  an  item  online  that's  missing  in  the  stores. 

Ige-based  service"  is  how  Wegmans  describes  its  approach.  But  offering  expert  help  requires  more  available  people.  So  Wegmans  reorganized  its  back- 
iperations,  moving  some  work  off  site.  Associates,  no  longer  tied  to  counters  or  stockrooms,  are  trained  to  aid  shoppers  on  the  floor. 

e  branch  offices  in  the  U.S.  than  Starbucks  has  cafes,  Edward  Jones  meets  customer  needs  by  staying  close  to  its  customers— literally.  In  most  cases,  a 
ancial  adviser  and  one  administrator  work  in  each  branch.  Although  cost-inefficient,  advisers  say  the  intimate  size  helps  foster  personal  relationships. 

iiaker  is  famous  for  going  the  extra  mile.  When  Lexus  recalled  the  RX330  last  year,  it  gave  inconvenienced  customers  an  iPod  nano.  After  customers 
>out  the  price  and  value  of  early  scheduled  maintenance,  Lexus  is  rolling  out  a  system  to  cut  appointments  from  two  hours-plus  to  just  25  minutes. 

:utives  at  this  package  delivery  company's  headquarters  first  put  in  several  years  as  a  driver  to  learn  the  business  from  the  ground  up.  New  route- 
ion  and  GPS  technologies  are  boosting  reliability  further,  even  alerting  drivers  when  they  pull  into  the  wrong  driveway. 

ly-run  rental  car  firm  is  serious  when  it  comes  to  tying  rewards  to  customer  satisfaction,  which  it  measures  through  its  "Enterprise  Service  Quality 
SQi).  Branch  managers  say  they're  in  "ESQi  Jail"  when  their  scores  are  below  average,  since  they  can't  get  promoted  until  their  scores  rise. 

;l  baristas  at  Starbucks  get  a  full  24  hours  training,  which  better  prepares  them  to  stay  calm  and  courteous  in  high-traffic  situations.  To  keep  improving 
lanagers'  incentives  are  tied  to  the  ratings  they  receive  from  disguised  Starbucks  "quality  assurance"  agents,  who  visit  at  least  three  times  a  quarter. 


nee  the  chain's  personalized  service  firsthand,  new  hires  1 
'inks,  candy,  and  CDs  during  breaks.  Last  year,  Ritz  spent ! 


out  a  survey  of  preferences  on  the  first  day  of  orientation,  and  then  are  treated  to  their 
i  million  to  integrate  software  systems,  giving  staffers  a  better  view  of  customer  favorites. 


year-old  insurance  company  grew  for  years  by  word  of  mouth— the  firm  did  not  advertise  until  1998.  That's  long  left  customers  feeling  like  part  of  a 
;ed,  Arnica  does  treat  them  like  family:  When  serious  weather  such  as  a  tornado  strikes,  Arnica  proactively  calls  each  customer  it  hasn't  yet  heard  from. 

iative  has  Southwest  exploring  how  to  improve  everything  from  check-in  lines  to  baggage  delivery  at  its  64  airports.  Staffers  are  part  of  the  process, 
i  an  employee  idea,  agents  now  place  red,  yellow,  or  green  magnetic  cards  on  the  gate  door  to  let  other  employees  know  when  they  need  help. 

the  bank  is  known,  pioneered  a  now  patented  branch  format  that  includes  features  borrowed  from  retail,  such  as  "concierge"  greeters  in  the  front  of 
h.  It  measures  how  individual  branches  do  on  customer  service  by  producing  a  loyalty  score  for  each  "store"  that's  tied  to  compensation. 

.dates  for  Cabela's  contact  center  and  retail  stores  must  pass  a  difficult  150-question  test  that  measures  the  depth  of  their  outdoor  sport  expertise. 
1th,  senior  executives  gather  for  a  one-hour  "call  review"  to  listen  to  customer  calls  while  watching  the  same  screens  available  to  service  reps. 

lent  of  this  broker-dealer  works  hard  to  insure  all  associates  make  superior  service  a  priority.  Top  brass  regularly  attend  the  firm's  "Service  1st"  events, 
lude  monthly  luncheons  and  events  with  motivational  speakers  who  have  a  service-oriented  message. 

:  sports  car  company  is  famous  for  its  customization  services:  True  Porschefiles  need  not  have  a  car  that  is  like  anyone  else's.  When  a  car  does  need 
Porsche  dealers  don't  make  their  customers  stoop  to  lower  brands,  but  lend  customers  another  Porsche. 

i  set  itself  apart  from  other  electronics  makers  through  its  stores,  where  customers  make  appointments  online  and  then  cozy  up  to  the  Genius  Bar  for 
support.  All  "geniuses"  travel  to  Apple  HQ  for  training.  Still,  critics  lament  its  hard-to-service  product  features  and  inconsistent  responses  from  reps. 

t  this  grocery  chain  receive  bonuses  based  on  their  unit's  performance  and  share  grants  as  part  of  their  incentive  plan.  It's  hard  not  to  put  on  a  happy 
jstomers  when  those  grants  are  up  29%  annually  for  the  past  three  years.  Publix  estimates  it  spends  nearly  $3,000  training  each  employee. 

ess-enabled  "Portable  Rent"  laptops  help  employees  rent  cars  to  customers  waiting  in  long  counter  lines.  Hertz  is  the  only  brand  on  our  list  that  gets 
ii  Gethuman,  a  consumer-advocacy  Web  site  that  grades  companies  on  their  phone-support  quality. 

ing  giant  was  first  to  offer  overnight  delivery,  guarantee  10:30  a.m.  deliveries,  and  let  customers  track  the  status  of  their  packages.  A  $15  million 
it  in  training  at  the  Kinko's  chain,  which  it  acquired  in  2004,  cut  complaints  by  65%  and  raised  on-time  orders  by  20%. 

lanagers  know  what  it's  like  to  be  on  the  front  line:  Nearly  3,000  of  them  began  their  careers  in  hourly  jobs.  After  JW  Marriott,  Marriott's  top-end  brand, 
)aper  comment  cards  with  online  surveys,  responses  shot  up  50%.  Customer  comments  are  accessible  to  managers  on  a  hotel  Web  site  each  Friday. 

5  are  not  eligible  for  a  bonus  unless  they  pass  "Retail  Certification"— working  a  week  in  the  retail  store  plus  an  extra  day  during  the  holidays.  Senior 
dent  of  Sales  and  Customer  Service  Sue  Nokes  has  instant  street  cred  in  T-Mobile  call  centers:  She  started  as  a  customer  service  agent  herself. 

been  a  mainstay  at  the  top  of  customer  satisfaction  lists  in  part  because  of  the  brand's  good  quality:  Fewer  trips  to  the  dealer  equals  happier 
;.  When  repairs  are  needed,  dealers  try  to  make  sure  customers  have  a  ride  or  a  loaner  car  to  get  to  and  from  the  dealership. 

Dyal  customers  give  the  brand's  salespeople  high  marks  for  the  consistency  of  their  service.  The  long  tenure  of  many  dealers  helps  build  strong 
ips  with  many  of  the  brand's  largely  older  customers. 


Irs.  Thus,  some  companies  with  middling  grades  may  have  high  service  index  scores  because  they  rank  first  in  their  industries. 
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Special  Report 


USAA 


Soldiering  On 
In  Insurance 


IT  WAS  STEVIE  Salinas'  second  day 
of  new-hire  orientation  when  retired 
Lt.  Col.  David  Sheets  appeared  in  the 
doorway.  "Atten-hut!"  he  commanded, 
bringing  the  room  of  50  new  employees 
to  their  feet.  Surprised,  the  23-year-old 
single  mom  watched  as  Sheets  handed 
out  manila  envelopes.  Inside  was  a 
deployment  letter  identical  to  that 
received  by  the  military.  "Report  to  the 
personnel  processing  facility,"  the  letter 
began,  demanding  recipients  depart 
the  next  day. 

Of  course,  Salinas,  a  fledgling 
member  services  representative,  didn't 
actually  have  to  ship  off.  Lt.  Col.  Sheets' 
appearance  was  part  of  an  enhanced 
military  awareness  program  begun 
last  year  by  USAA,  the  San  Antonio 
financial-services  company  whose 
auto  and  home  insurance  products 
are  limited  to  military  members  and 
their  families.  Earlier  the  same  day,  the 
five-foot-tall  Salinas  had  strapped  on  a 
military  helmet,  65-lb.  backpack,  and 
flak  vest.  She'd  eaten  a  "meal  ready  to 
eat,"  or  MRE,  the  grub  soldiers  eat  in 
the  field.  She  even  read  real  letters  from 
troops  in  Iraq.  Hers  was  from  a  soldier 
who  later  died  in  the  war  and  was 
addressed  to  his  mother.  "We  were  in  tears,"  says  Salinas. 

Many  companies  give  lip  service  to  listening  to  the  "voice 
of  the  customer."  At  USAA,  that  voice  is  transformed  into 
what  it  calls  "surround  sound"— a  comprehensive  approach 
to  training  its  employees  to  empathize  with  its  customers' 
unique  needs.  "We  want  to  cover  the  light  moments,  the 
heart-wrenching  moments,  what  it's  like  to  be  bored  in  the 
field,"  says  Elizabeth  D.  Conklyn,  USAA's  executive  vice- 
president  for  people  services.  "We  try  to  develop  empathy,  not 
only  for  our  members  but  also  for  the  family  side." 

Such  awareness  efforts  are  helped  by  the  fact  that  some 
15%  of  USAA  employees  come  from  the  military.  Policy  service 
manager  Chin  Cox,  an  Air  Force  reservist,  calls  her  team  of 
call  center  reps  "troops"  and  uses  military  time.  When  her  17 
agents  had  to  work  on  a  recent  Saturday,  she  gave  out  MREs 
as  a  reminder  that,  while  the  cafeteria  was  open,  soldiers  in 
the  field  don't  have  options.  "For  one  split  second  they're  in  the 
boots,  so  to  speak,  of  our  troops,"  says  Cox.  "The  reason  we 
have  choices  is  because  they're  out  there  giving  up  theirs." 

-Jena  McGregor 


department,  circling  the  issues  he'd  like  to  have  addressed 
While  treating  employees  right  and  staying  close  to  the  fron 
lines  may  sound  like  simplistic  platitudes,  they're  also  the  han 
truth  about  the  hard  work  of  getting  service  right. 

Most  of  the  companies  on  our  list  also  know  how  to  respont 
when  service  goes  wrong,  as  Southwest  did  in  Emig's  case 
Even  customers  of  the  best  companies  suffer  the  occasiona 
long  wait,  crabby  rep,  or  mishandled  billing  statement.  Mud 
rarer  is  the  sort  of  spectacular  service  catastrophe  that  befel 
JetBlue  recently,  when  an  ice  storm  stranded  passengers  oi 
planes  for  as  long  as  IOV2  hours  at  New  York's  John  F.  Ken 

nedy  International  Airport, 
disastrous  cocktail  of  aircrai 
congestion,  frozen  equipmen 
and  poor  decision-making  la 
to  a  massive  airport  snarl  an 
days  of  cancelled  flights  the 
could  have  a  lasting  impact  0 
the  airline's  customer-friendl 
reputation.  The  airline   origj 
nally  came  in  at  No.  4  on  oil 
list— J.D.  Power  surveyed  cm 
tomers  in  early  2006— and 
has  a  history  of  great  servio 
But  in  the  wake  of  such  a  mai 
sive     operational     meltdowi 
we  decided  to  take  a  wait-anc 
see  approach  this  year  befoj 
naming  it  one  of  our  Custom* 
Service  Champs.  The  airline 
working  hard  to  repair  its  ima§ 
with  customers  and  promisin 
a  vast  overhaul  of  procedure 
But  the  true  test  will  be  how  s 
executes  on  those  commitmen 
in  the  months  and  years  ahea 
"They're  going  to  be  sufferir 
from  this  for  a  long  time,"  saji 
Valarie  Zeithaml,  a  profesa 
of  marketing  at  the  Universi 
of  North  Carolina's  Kenan-Fl 
gler  Business  School,  who  hi 
written  about  service  recover 
"But  I  trust  that  this  CEO  an 
this  organization  is  going 
come  up  with  some  new  wai 
to  recover." 
That  hardly  means  the  other  names  on  our  list  are  perfe 
Seeing  a  cell-phone  carrier  on  our  top  25  is  sure  to  raise  ey 
brows— the  wireless  industry  is  notorious  for  poor  custom 
service.  In  our  view,  however*  comparing  phone  compani 
to  luxury  hotel  chains  is  a  little  like  pitting  a  Division  III  i 
school  against  perennial  powerhouse  Duke  University  in  t 
last  round  of  the  Final  Four.  So  we  instituted  a  bonus  syste 
that  gives  brands  credit  for  doing  well  within  their  industri' 
catapulting  names  like  No.  23  T-Mobile  and  No.  18  Ap} 
Inc.  into  the  mix.  While  Apple's  customer  service  shows 
bruises— device  problems  frequently  erupt  just  after  w.' 
ranties  expire— the  in-person  support  offered  at  the  "Geni 
Bars"  in  the  electronics  maker's  more  than  170  stores  sets " 
apart  from  its  peers. 

That  more  equitable  approach  pushed  some  well-kno^ 
service  brands  just  below  our  top  25.  Low-cost  brokerage  fi 
Vanguard,  whose  top  executives  are  each  trained  to  man  1 


ARMY  STYLE  Policy  service 
manager  Cox  calls  her  call 
center  reps  "troops"  and 
uses  military  time 
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I'M  MARY. 

I'M  A  FULL-TIME  MOM 
AND  I  WORK  AT  A 
CUSTOMER  CALL  CENTER. 
GOOD  THING  I  DON'T  HAVE 
TO  LEAVE  HOME. 


SEE  HOW  INTELLIGENT  COMMUNICATIONS 
IS  CHANGING  MARY'S  WORLD  AT  AVAYA.COM 
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INTELLIGENT  COMMUNICATIONS 
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SpecialReport 


phones  during  heavy  call  periods,  showed  up  at  No.  26.  Just 
below  came  Saturn,  which  built  its  brand  on  no -hassle  sales 
and  service  for  the  average  American  car  buyer.  Another  strong 
contender?  Reader  nominee  Ace  Hardware,  which  beat  out 
Home  Depot  Inc.  by  a  mile.  Ace  came  in  at  No.  32,  while  the 
big-box  retailer,  whose  service  has  come  under  fire  in  recent 
years,  landed  decidedly  in  the  bottom  half. 

Perhaps  the  most  repeated  theme  we  heard  from  the  brands 
on  our  list  was  the  need  to  improve  continuously,  no  matter 
how  many  accolades  they  receive.  Nordstrom  (No.  4)  initially 
declined  to  speak  with  us  entirely,  saying  "we  don't  consider 
ourselves  experts."  Four  Seasons  Hotels  &  Resorts  (No.  2)  has 
been  trying  to  enhance  the  check-in  process  for  customers,  a 
service  that's  in  little  need  of  improvement.  "We  call  it  having 
a  healthy  paranoia,"  says  Craig  Reid,  senior  vice-president  of 
operations  for  the  Americas.  So  over  the  last  18  months  the 
hotel  has  been  quietly  extending  curbside  check-in.  It  aims  in 
advance  to  identify  customers  who've  stayed  at  the  hotel  as 
infrequently  as  five  times  and  literally  hand  them  their  room 
keys  as  they  step  out  of  the  car. 


THE  RITZ-CARLTON  HOTEL  CO.,  NO.  11  ON 
our  list,  is  raising  the  bar,  too,  layering  on 
a  richer,  more  customized  experience  to  its 
traditional  service  standards.  The  luxury 
hotel  chain  has  long  been  heralded  for  the 
consistency  of  its  service.  So  much  so  that 
managers  from  other  companies  flock  to  its 
Leadership  Center,  where  Ritz  managers 
share  their  secrets.  Both  Starbucks  Corp.  and  Lexus  have  sent 
executive  pilgrims. 

But  that  consistency  also  has  a  downside.  Until  recently, 
both  Ritz'  service  and  its  hotels  could  be,  well,  too  consistent. 
Its  exacting  20  service  standards  could  be  too  formal— the 
"certainly,  my  pleasure"  treatment  didn't  always  sit  well  with 
the  thirtysomething  venture  capitalist  in  jeans  tapping  away 
on  his  BlackBerry.  Slavish  devotion  to  consistency  also  led  to 
some  design  dissonance:  The  chain's  modern  South  Beach 
property  in  Miami  had  a  harp— a  stock  piece  of  decor— sitting 
in  the  sleek  Art  Deco  hotel.  "We  were  a  little  too  cookie-cutter 
and  robotic,"  says  John  Timmerman,  vice-president  of  quality 
and  productivity. 

In  addition  to  adding  flexibility  to  its  service  standards,  Ritz 
executives  decided  they  needed  a  "scenographer"— someone 
who,  as  with  a  play,  could  help  them  direct  "scenes"  for  the 
customer,  but  through  customized  service,  rather  than  light- 


An  Extraordinary 
Stumble  at  JetBluei 


YOU'VE  GOT  TO  GIVE  the  guy  some  credit.  It's  not  every  d; 
the  CEO  of  a  public  company-especially  a  CEO  who's  just  emeq 
from  a  crisis  like  the  one  JetBlue  Airways  CEO  David  Neeleman 
weathered  recently-shows  up  on  the  Late  Show  With  David  Letti 
But  there  he  was  on  national  TV  just  after  midnight  on  Feb.  21,  su 
through  guffaws  at  his  expense  ("We'll  make  him  wait  for  a  chang 
Letterman  told  Barbara  Walters,  who  preceded  Neeleman  as  a  gi. 
and  somberly  promising  that  his  airline  would  do  better.  "What  w 
do  now,"  Letterman  asked  as  the  crowd  roared,  "to  keep  JetBlue  ■ 
being  the  punchline  to  a  joke-which  is  my  contribution?" 

Good  question.  Since  Feb.  14,  when  a  devastating  ice  storm  st 
JetBlue's  home  base,  New  York's  John  F.  Kennedy  International  A 
the  airline  has  been  digging  itself  out  of  an  operational  and  publi 
relations  quagmire.  Suddenly  the  carrier  that  was  going  to  "brinf 
humanity  back  to  air  travel"  was  trapping  passengers  on  planes 
hours,  canceling  more  than  1,000  flights  over  six  days,  and  adnr 
to  near-chaos  in  its  operations.  "We  should  have  acted  quicker," ' 
Neeleman.  "We  should  have  had  contingency  plans  that  were  be> 
baked  to  be  able  to  [unload]  customers.  We  should  have  called  t 
Authority  quicker.  These  were  all  lessons  learned  from  that  expe 
(Read  Maria  Bartiromo's  interview  with  Neeleman  on  page  90.) 

Sharpen  your  pencils,  business  school  profs.  JetBlue's  service 
recovery  has  all  the  makings  of  a  Tylenol-caliber  case  study,  stanttr 
repentant  CEO,  a  host  of  grand  gestures  to  customers,  and  a  few. 
publicity  coups  (like  Letterman).  Still,  the  road  to  recovery  isn't  p 
with  TV  appearances.  What  matters  most  is  execution— doing th 
hard,  organizational  work  to  ensure  the  crisis  never  happens  agaf 
While  JetBlue  recognizes  that  fact,  it  still  has  plenty  to  prove,  es|s  is 
to  those  passengers  fuming  over  their  ruined  vacation  or  time  fed 
lost  to  the  inside  of  an  airplane. 

That's  why  we  decided,  despite  its  initial  No.  4  spot  on  our  ranh 
which  was  based  on  consumer  responses  from  the  first  half  of  2m 
yank  JetBlue  from  our  list  of  Customer  Service  Champs.  It  was  i  ;ss 


3lue  has  piled  up  service  accolades  faster  than  most  airlines 
omplaints,  winning  the  University  of  Nebraska's  national  Airline 
Rating  study  each  year  since  2003,  a  Readers'  Choice  Award 
cerning  Conde  Nast  Traveler  for  five  years  running,  and  ranking 
very  measured  category  in  the  airline  satisfaction  ratings  by 
er&  Associates. 

at,  plus  JetBlue's  own  trumpeting  of  its  customer-friendly 
h,  means  its  passengers'  expectations  are  inevitably 
)ther  airlines,  after  all,  had  long  waits  at  JFK,  too:  JetBlue's 
delay  between  Feb.  13  and  15  was  230  minutes,  according 


KYONES  At  least  these  stranded  JetBlue  passengers  at  JFK  didn't  have  to 
the  hours-long  wait  while  stuck  inside  a  plane 


Jtats,  a  travel  data  company,  while  Delta  Air  Lines'  was 
jtes  and  American  Airlines'  202.  But  interminable  delays, 
:ions,  and  service  snafus,  says  UNC  Kenan-Flagler  Business 
larketing  professor  Valarie  Zeithaml,  can  be  "more  detrimental 
je]  than  to  a  larger  airline.  It  runs  totally  counter  to  who  they 
ng  out  and  saying  they  are  and  what  they  live." 
leans  JetBlue  has  to  respond  differently.  Its  first  step  toward 
ng  was  to  offer  immediate  refunds  and  travel  vouchers  to 
-s  stuck  on  Valentine's  Day  planes  for  more  than  three  hours-far 


more  than  Northwest  Airlines  handed  over  following  its  infamous  plane 
delays  in  1999,  and  quicker  than  American's  response  to  its  December 
flights  full  of  customers  stranded  on  the  runway  for  as  long  as  eight 
hours.  But  the  centerpiece  of  Neeleman's  strategy  is  a  new  Customer 
Bill  of  Rights,  a  written  policy  unique  among  U.S.  carriers  that  JetBlue 
announced  on  Feb.  20.  It  requires  the  airline  to  dole  out  vouchers  or 
refunds  in  certain  situations,  such  as  $100  for  passengers  on  arriving 
flights  unable  to  reach  their  gates  in  one  to  two  hours  or  $50  for  any  two- 
to  four-hour  delays  caused  by  events  under  JetBlue's  control. 
Creating  a  "service  guarantee"  is  a  smart  move,  says  Leonard  L 
Berry,  a  Texas  A&M  University  marketing 
professor  and  author  of  books  on  customer 
service.  His  research  shows  that  the  two 
biggest  ways  a  company  can  destroy  a 
service  reputation  are  when  its  service  proves 
unreliable— as  JetBlue's  did  recently-and  when 
the  company  doesn't  seem  to  be  fairly  resolving 
its  problems.  Berry  warns,  however,  "that  a 
well-executed  service  guarantee  is  very  clear  on 
what  is  guaranteed  and  what  is  not."  Currently, 
JetBlue's  policy  doesn't  outline  what  is  under  its 
control  and  this  could  cause  confusion.  It  says  it 
will  be  adding  more  details. 

Neeleman  is  doing  far  more  than  just 
apologizing  and  outlining  refunds  and 
guarantees.  He's  making  a  host  of  changes  he 
believes  will  help  JetBlue  keep  future  weather- 
related  operational  snafus  from  spiraling  out  of 
control.  He's  overhauling  information  systems 
that  track  crew  whereabouts,  upgrading 
JetBlue's  Web  site  to  allow  online  rebookings, 
and  training  workers  at  New  York  headquarters 
to  help  out  at  the  airport.  When  future 
disruptions  occur,  a  SWAT  team  of  corporate 
types  will  head  to  the  airport-JFK  is  just  seven 
miles  from  JetBlue  HQ-to  load  bags,  man  computer  stations,  and 
help  get  incoming  planes  ready  to  leave  again.  "Had  we  been  able  to 
go  out  and  help  those  [employees]  who  were  exhausted  to  turn  planes 
quicker,  we  could  have  been  back  to  normal  by  Friday  or  Saturday"says 
Neeleman,  rather  than  the  following  Tuesday.  On  Letterman,  he  vowed 
that  "we  are  going  to  rebound  from  this."  If  he  can  make  good  on  that, 
JetBlue  will  indeed  be  a  Customer  Service  Champ-and  Neeleman  need 
never  again  ask  for  forgiveness  on  late-night  TV. 

-Jena  McGregor 
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SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments.  Join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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ing  or  props.  The  luxury  chain  tapped  Palo  Alto  (Calif.)  design 
firm  IDEO.  "We  wanted  to  bring  a  little  something  extra  out  of 
each  hotel  that  helps  to  make  the  experience  personal,  unique, 
and  memorable,"  says  Len  Wolin,  senior  director  of  program 
management  for  Ritz-Carlton.  "But  most  of  all,  we  wanted  it 
to  be  subtle." 

IDEO  went  to  work  creating  a  set  of  "scenography"  work- 
books. These  helped  a  group  of  each  hotel's  most  creative 
staffers  brainstorm  localized  service  scenes,  such  as  a  warm, 
personalized  check-in  process  or  a  "big  night  in,"  in  which 
the  executive  chef  might  send  up  a  handwritten  note,  a  cham- 
pagne toast,  and  a  sample  from  the  night's  menu  for  guests 
with  restaurant  reservations.  At  San  Francisco's  Half  Moon 
Bay  hotel,  guests  are  now  invited  to  an  intimate  wine  tasting  at 


check-in.  As  a  reminder  to  keep  the  ideas  understated,  IDEO 
worksheets  urged  staffers  to  come  up  with  ways  the  changt 
could  get  out  of  hand.  The  localized  touches  "should  be  almo 
subliminal,"  says  IDEO's  Dana  Cho,  who  led  the  project.  "Yc 
never  actually  say  it  out  loud  to  the  customer." 

While  such  personalized  treatment  may  sound  dreamy,  f<  J 
most  of  us  customer  service  is  an  aggravating  maze  of  auti 
mated  phone  trees  and  scripted  voices  resonating  from  hal 
way  around  the  world.  But  while  offshoring  call-center  woj  I 
is  still  growing  steadily,  companies  are  getting  smarter  aboi 
what  they  send  overseas.  "I  think  we're  seeing  some  backlash 
says  Bruce  Temkin,  Forrester  Research  Inc.'s  principal  analy 
for  customer  experience.  "Companies  are  pulling  some  [mo 
complex  types  of  calls]  back  from  offshore,  and  in  other  cas> 
are  recognizing  they  need  to  invest  mo 
in  those  facilities  to  give  reps  more  toe 
and  training." 

One  encouraging  alternative  tren 
at  least  for  those  of  us  on  the  other  er 
of  the  phone  line,  is  "homeshoring, 
in  which  service  agents  armed  with 
broadband  line,  a  computer,  and  a  qui 

LOCAL  HERO  A  new  system  dispatches  •  I 
drivers  more  quickly  for  pickups 


UPS 


How  Technology 
Delivers  for  UPS 


IT'S  A  FROSTY  TUESDAY  morning  in  February,  and  Marc 
Freeman,  a  veteran  driver  in  Atlanta  for  United  Parcel  Service  Inc., 
checks  his  handheld  device  and  discovers  he's  in  for  a  busy  day: 
more  than  400  packages  to  deliver,  a  task  that  until  recently  would 
have  left  him  still  banging  on  customers'  doors  well  after  dark.  But 
thanks  to  a  custom-built  software  program  UPS  began  rolling  out 
two  years  ago,  Freeman  will  easily  finish  his  deliveries  by  6  p.m., 
ensuring  that  his  customers  get  their  packages  on  time  and  that  he 
makes  it  home  for  dinner. 

Not  so  long  ago,  UPS  drivers  worked  off  maps,  3-x-5  note 
cards,  and  their  own  memory  to  figure  out  the  best  way  to  run 
their  routes.  That  changed  in  2005  when  UPS  began  to  implement 
a  $600  million  route  optimization  system-think  MapQuest  on 
steroids-that  each  evening  maps  out  the  next  day's  schedule 


for  the  majority  of  its  56,000  drivers. 
So  sophisticated  is  the  software  that 
it  designs  each  route  to  minimize  the 
number  of  left  turns,  thus  reducing  the 
time  and  gas  that  drivers  waste  idling  at 
stoplights. 

UPS's  innovation  is  an  example  of  how 
technology  can  help  companies  capture 
institutional  knowledge  about  their 
customers.  Before,  when  a  truck  loader  or 
driver  walked  out  the  door,  the  package- 
loading  techniques  or  route  tips  they'd 
developed  over  the  years  usually  walked 
out  with  them.  Now  that  knowledge  is 
accessible  in  a  central  system.  That 
eases  the  burden  on  substitute  drivers 
and  shortens  the  training  time  for  new 
ones,  lessening  the  chances  of  a  lapse 
in  customer  service.  There's  no  question 
the  new  system  has  enabled  UPS  to  run 
its  routes  more  efficiently.  In  November 
alone  the  company's  drivers  logged  3  million  fewer  miles  than  they 
did  the  year  before. 

The  latest  wrinkle:  a  new  feature.that,  with  the  aid  of  global 
positioning  system  technology,  warns  drivers  with  a  beep  if  they 
pull  into  the  wrong  driveway.  It  also  enables  UPS  to  send  a  driver 
more  quickly  after  you  call  in  a  pickup  since  dispatchers  know 
exactly  which  driver  is  closest.  And  later  this  year,  UPS  plans  to 
use  its  package-flow  technology  to  launch  a  service  that  allows 
customers  to  reroute  a  package  in  transit  to  a  different  address. 
"We're  trying  to  become  a  paradox:  to  be  the  biggest  [delivery] 
company  but  also  the  most  flexible,"  says  Kurt  Kuehn,  senior  vice- 
president  of  worldwide  sales  and  marketing  for  UPS.  "We  have  not 
reached  the  endgame." 

-Dean  Foust  in  Atlanta 
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lets  you  talk  and 
work  simultaneously. 


Take  multitasking  to  the  next  level.  Introducing  the  Palm®  Treo™  750 
smart  device.  Only  Cingular's  broadband  technology  lets  you  talk  and 
download  data  at  the  same  time.  Plus,  send  and  receive  data  at 
broadband  speeds  with  the  familiar  functionality  of  Windows  Mobile.® 
Do  business  faster  with  now. 


>  Talk,  browse  the  Web,  and  download  data  simultaneously  on 
Cingular's  3G  wireless  network. 

>  Easy-to-use  Palm  innovations  integrated  with  Windows 
Mobile®  5.0,  such  as  picture  dialing  directly  from  the 
Today  screen. 

>  Supports  a  suite  of  email  applications  including  Microsoft 
Direct  Push,  Xpress  Mail,  and  Good"  Mobile  Messaging. 

>  Broadest  global  connectivity  of  any  U.S.  wireless  provider 
with  data  access  in  more  than  115  countries  and  voice  roaming 
in  more  than  185. 


Treo  750 
Exclusively  from  Cingular 

SAVE  $100 

after  $100  in  mail-in  rebate  debit 

cards  with  2-year  service  agreement 

on  unlimited  data  plan  of  $39.99/month 

or  higher  and  eligible  voice  plan. 


Call  1-866-4CWS-B2B      Click  www.cingular.com/treo750      Visit  your  nearest  Cingular  store 


Itrage  is  not  available  in  all  areas.  Limited-time  offer.  Other  conditions  and  restridions  apply.  See  contract  and  rate  plan  brochure  for  details.  Subscriber  must  live  and  have  a  mailing  address 
li  Cingular's  owned  network  coverage  area.  Up  to  $36  activation  fee  applies  Offer  available  at  participating  locations.  Early  Termination  Fee:  None  if  cancelled  in  the  first  30  days;  thereafter  $175. 
I ■  agents  impose  additional  fees.  Unlimited  voice  services:  Unlimited  voice  services  are  provided  solely  for  live  dialog  between  two  individuals.  Offnet  Usage:  If  your  minutes  of  use  (including 
liited  services)  on  other  carriers'  networks  ("offnet  usage")  during  any  two  consecutive  months  exceed  your  offnet  usage  allowance,  Cingular  may  at  its  option  terminate  your  service,  deny  your 
liued  use  of  other  carriers'  coverage  or  change  your  plan  to  one  imposing  usage  charges  for  offnet  usage.  Your  offnet  usage  allowance  is  egual  to  the  lesser  of  750  minutes  or  40%  of  the  Anytime 
lies  included  with  your  plan.  Rebate  Debit  Card:  Price  before  mail-in  rebate  debit  cards  is  $499.99.  Allow  10-12  weeks  for  rebate  debit  card.  Rebate  debit  card  not  available  at  all  locations.  Must 
■  stomer  for  30  consecutive  days.  Must  be  postmarked  by  4/30/07.  Sales  tax  calculated  based  on  price  of  unadivated  eguipment  Certain  email  systems  may  require  additional  hardware  and/or 
fare  to  access.  The  Windows  logo  and  Windows  Mobile  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  ©2007  Palm,  Inc.  All 
I>  reserved  Palm  and  Treo  are  among  the  trademarks  or  registered  trademarks  owned  by  or  licensed  to  Palm,  Inc.  All  other  brand  and  product  names  are  or  may  be  trademarks  of,  and 
Ised  to  identify  products  or  services  of,  their  respective  owners.  ©2007  AT&T  Knowledge  Ventures.  All  rights  reserved.  AT&T,  AT&T  logo,  Cingular,  and  Cingular  logos  are  trademarks  of  AT&T 
toledge  Ventures  and/or  AT&T  affiliated  companies. 
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CADILLAC 


Looser  Rules, 
Happier  Clients 


IT'S  ONE  OF  THOSE  teeth-gnashing,  rage-inducing 
experiences:  Mere  miles  or  months  after  your  car's  warranty 
expires,  you  find  that  it  needs  expensive  engine  repair.  Car 
companies  have  for  years  kept  goodwill  funds  for  dealers 
to  draw  on  in  such  situations.  But  until  about  a  year  ago, 
Cadillac,  No.  3  on  our  list,  had  rigid  rules  that  made  dealers 
jump  through  hoops  to  get  at  those  funds.  Dealers  had  to 
call  a  regional  representative  at  parent  company  General 
Motors  Corp.  for  permission  to  do  work  free  of  charge  outside 
of  warranty.  If  the  repair  was  expensive,  they  had  to  go 
even  higher  up  the  chain  of  command, 
sometimes  as  far  up  as  Cadillac  general 
manager  James  E.  Taylor  himself. 

That  put  dealers  at  a  disadvantage 
with  archrival  Lexus.  Since  Lexus  has 
221  dealerships  to  Cadillac's  1,400, 
each  Lexus  outlet  is  more  profitable  and 
can  better  afford  to  offer  such  perks  as 
loaner  cars  and  repairs  for  vehicles  that 
recently  went  off  warranty.  So  last  year 
Taylor  decided  to  loosen  up  the  rules, 
giving  dealers  the  power  to  decide  how  to 
respond  to  customers  with  repair  needs 
outside  of  warranty.  If  dealers  become  too 
generous,  Cadillac  will  tell  them. 

By  making  that  change,  Taylor  resolved 
a  classic  frustration  for  many  customers: 
Too  little  decision-making  in  the  hands  of 
employees  on  the  front  line.  Says  Taylor: 
"Luxury  customers  are  used  to  staying 
in  five-star  hotels  and  having  secretarial 
staff  take  care  of  everything.  They  expect 
dealers  to  take  care  of  them,  and  we  have  to  give  dealers 
leeway  to  do  that."  The  brand  guarantees  its  customers 
a  loaner  car  to  drive  while  repairs  are  being  made  and 
reimburses  dealers  up  to  $45  a  day  for  the  cost. 

Cadillac  is  also  keeping  a  closer  eye  on  its  mechanics. 
It  can  track  data  to  find  out  if  certain  dealerships  or  even 
individual  technicians  are  frequently  making  the  same 
mistakes  in  repairs.  Taylor  says  that  making  the  extra  effort 
is  worth  it.  GM  research  shows  that  customers  who  get  good 
service  are  five  times  more  likely  to  buy  another  car  from 
the  same  brand  than  those  who  have  had  a  bad  experience. 
"You  have  to  believe  that  the  added  cost  comes  back  to  you 
in  spades  in  customer  loyalty,"  he  says.  To  keep  that  virtuous 
cycle  going,  GM  gives  its  dealers  perks  for  doing  the  job  right. 
If  dealers  maintain  good  customer-service  ratings,  based  on 
surveys,  those  with  larger  operations  can  get  cash  rewards  of 
up  to  $100,000  a  quarter. 

-David  Welch  in  Detroit 


corner  in  their  spare  bedroom  respond  to  calls  at  their  home 
Service  can  be  better  for  customers  because  homeshoring  a 
tracts  more  experienced  workers  with  more  education  than  c 
regular  call  centers.  Stay-at-home  moms  are  a  big  part  of  tl 
labor  pool  and  like  the  flexibility  and  nonexistent  commutir 
costs  of  the  home-based  model.  That  makes  them  more  loyj 
keeping  turnover  lower  and  experience  levels  higher.  Comp 
nies  that  outsource  calls  to  home-based  agents  report  turnov 
rates  in  the  10%  to  30%  range,  compared  with  anywhere  fro 
60%  to  100%  in  the  average  call  center. 

It  should  be  encouraging  for  companies,  too:  Between  ove 
head,  pay,  and  training,  home-based  agents  cost  compani 
about  $21  per  rep  per  hour,  vs.  $31  in  a  stateside  call  centf 
says  Stephen  Loynd,  program  manager  for  contact  center  se 
vices  at  market  research  firm  IDC.  Loynd  expects  homeshorii 
to  be  a  booming  trend  this  year,  reaching  328,000  home-basi 
agents  by  2010,  up  from  just  138,000  last  year. 

One  other  upside  to  homeshoring  is  that  heavy  call  volum: 
can  be  quickly  addressed  by  sending  out  an  all-points  bulleti 
urging  home-based  agents  to  sign  on.  Still,  there  has  to 
good  communication  with  agents  and  incentives  for  them 
log  the  extra  hours.  For  instance,  during  JetBlue's  recent  ope 


VEGAS  DEALERSHIP  Cadillac  dealers  now  have  more  leeway* 
in  offering  free  repairs  outside  of  warranty 

ational  snarl,  customers  quickly  overwhelmed  the  reservatic 
system  at  the  company,  which  employs  reservation  agents  1 1 
work  from  home.  While  the  airline  says  it  has  the  capabi' 
to  "flex  up"  its  number  of  agents,  it  also  had  trouble  reach' 
them  during  the  crisis  and  staffing  up.  As  a  result,  the  airl" 
is  instituting  a  "Code  Red"  signal  that  will  require  agent! i 
work  an  extra  three  to  four  hours  a  day  during  occasio 
emergencies  and  pay  them  double  for  that  time. 

The  home-based  outsourcing  model,  with  its  more  exp 
enced  agents  working  at  home  in  jeans  and  slippers,  fits  \ 
with  the  idea  that  happier  frontline  folks  will  make  for  h 
pier  customers.  That's  not  just  true  for  call  centers.  While 
19  Publix  Super  Markets  Inc.,  a  popular  grocery  chain  in 
Southeast,  is  privately  owned,  it  bestows  shares  in  the  com 
ny  to  employees  as  part  of  a  profit-sharing  plan  and  gives  th 
the  opportunity  to  buy  more.  That  may  seem  like  a  ho-b 
benefit,  but  the  company's  shares  have  appreciated  29%  an 


. 


> 


62  I  BusinessWeek  I  March  5,  2007 


PLAYBOOK:  BEST-PRACTICE  IDEAS 


At  Your  Service 

Creating  consistently  good 
I  customer  experiences  is  one  of 
the  hardest  tasks  in  business. 
Here  are  ideas  from  our 
winners: 


Establish 
Customer  Empathy 

Rank-and-file  workers  often  have  little  in 
common  with  customers:  Many  of  USAA's 
support  reps  aren't  in  the  military,  and  Four 
Seasons  housekeepers  can't  exactly  afford 
the  luxury  chain's  pricey  hotels.  Both 
companies  provide  staffers  with  chances 
to  understand  the  customer's  experience, 
such  as  tasting  soldiers'  "meals  ready  to 
eat"  or  staying  in  the  hotel  for  free. 


Connect  Pay 
To  Service 

To  keep  customers'  needs  in  frontline 
managers'  minds,  failures  have  to  hit  them 
where  it  hurts-in  their  wallets.  Many  of  the 
names  on  our  list,  including  Starbucks  and 
Washington  Mutual,  make  customer 
satisfaction  a  factor  in  setting  pay.  At 
Enterprise  Rent-A-Car,  branch  managers 
can't  receive  promotions  unless  their  scores 
are  at  least  the  company  average. 


Adapt  Tools 
To  Your  Needs 

Be  careful  of  off-the-shelf  employee 
assessment  products,  especially  when  it 
comes  to  hiring  people  on  the  front  line. 
After  Four  Seasons  tried  out  a  standardized 
tool,  it  realized  the  test  would  have 
overlooked  its  most  service-minded 
employees.  Instead,  it  studied  its  best 
staffers  to  identify  the  attributes  it  would 
look  for  in  new  candidates. 


Consider  a 

Chief  Customer  Officer 

While  there's  danger  in  creating  such  a 
role^other  managers  could  see  customer 
service  as  something  that  isn't  part  of  their 
job— it  can  have  an  upside  if  structured 
right.  Putting  customers  first  requires 
collaboration  in  everything  from  marketing 
to  operations  to  human  resources  and 
may  require  someone  whose  day-to-day 
job  is  to  coordinate  the  effort. 


Involve  the 
Very  Top 

No  matter  how  effective  a  chief  customer 
officer  may  be,  participation  from  the  top  is 
key.  At  Cabela's,  Vice-Chairman  James  W. 
Cabela  spends  a  few  hours  each  day  reading 
customer  comments,  hand-delivering  the 
ones  he  wants  resolved.  Says  Vice-President 
of  Customer  Relations  Ron  Spath:  "When 
Jim  Cabela  puts  them  on  your  desk,  you  pay 
attention." 


for  the  last  three  years.  Publix  management  works  hard  to 
vince  workers  that  if  they  treat  the  customer  well,  they'll  be 
arded  through  the  stock.  "Don't  look  for  a  reason  why  you 

t  take  care  of  a  customer— look  for  ways  you  can,"  says  Bob 
ore,  vice-president  for  Publix.  The  grocery  chain  also  says 
ays  employees  more  than  competitors,  including  average 
tries  for  managers  that  are  20%  to  25%  higher, 
lie  connection  between  satisfied  employees  and  contented 
tomers  is  hardly  a  new  concept:  Any  business-school 
lent  can  recite  by  heart  the  concept  of  the  "service-profit 
in,"  which  draws  the  inextricable  link  between  the  front 

and  satisfied  customers.  But  new  research  from  Katzen- 


bach  Partners  offers  an  updated  metaphor.  The  firm  stresses 
the  importance  of  an  "empathy  engine,"  which  looks  at  the 
role  of  the  entire  organization,  including  middle  and  senior 
management,  in  providing  great  service.  If  that  engine  is 
thought  of  as  a  heart,  "the  whole  company  has  to  pump  the 
customer  through  it,"  says  Traci  Entel,  a  principal  at  Kat- 
zenbach  Partners  who  recently  studied  13  leading  service 
companies'  best  practices.  "It  starts  much  further  back,  with 
how  they  organize  themselves,  and  how  they  place  value  on 
thinking  about  the  customer." 

Helping  employees  become  more  empathetic  with  custom- 
ers was  a  common  focus  among  the  brands  on  our  list.  For 


For  DHL,  the  power  of  IT 

delivers  over  four  million  promises  a  day. 


The  best  way  for  this  world  leader  in  delivery  services  to  move  more 
packages  is  to  move  more  information.  CA  software  solutions  enabled  DHL 
to  unify  and  simplify  its  global  package  tracking  system.  The  increased 
efficiency  gives  DHL  the  ability  to  handle  more  packages  more  accurately. 
With  CA's  help,  DHL  put  the  customer  service  back  in  shipping  as  it  delivers 
on  over  one  billion  promises  each  year. 

Learn  how  CA  software  solutions  enable  enterprises  like  DHL  to  realize  the 
full  power  of  IT  at  ca.com/customers. 


ca 

Transforming 
IT  Management 


PMP> 


Special  Report 


instance,  USAA,  whose  home  and  auto  insurance  are  only  open 
to  military  members  and  their  families,  serves  new  employees 
MREs  (meals  ready  to  eat)  during  orientation  so  they  can  bet- 
ter identify  with  military  life  (page  56).  All  frontline  workers 
at  Cabela's,  the  outfitter  famous  for  its  massive  retail  shrines 
to  hunting,  fishing,  and  camping,  partake  in  a  free  product- 
loaner  program.  Staffers  are  encouraged  to  borrow  any  of  the 
company's  more  than  200,000  products  for  up  to  two  months, 
so  long  as  they  write  a  review  that's  shared  via  a  companywide 
software  system  when  the  goods  are  returned.  That's  not  only 
a  perk  for  employees;  it  also  helps  them  better  empathize  with 
product  issues  customers  might  have. 

But  few  places  make  empathizing  with  customers  quite  as 
luxurious  an  experience  as  Four  Seasons  Hotels.  At  most  of 
its  properties,  the  final  piece  of  the  seven-step  employee  ori- 
entation is  something  the  chain's  executives  call  a  "familiar- 
ization stay"  or  "fam  trip."  Each  worker  in  these  hotels,  from 
housekeepers  to  front-desk  clerks,  is  given  a  free  night's  stay 
for  themselves  and  a  guest,  along  with  free  dining. 

While  there,  employees  are  asked  to  grade  the  hotels  on  such 
measures  as  the  number  of  times  the  phone  rings  when  calling 
room  service  to  how  long  it  takes  to  get  items  to  a  room.  "We 
bill  it  as  a  training  session,"  says  Ellen  Dubois  du  Bellay,  vice- 
president  of  learning  and  development.  "They're  learning  what 
it  looks  like  to  receive  service  from  the  other  side." 

That's  key  when  your  product  is  out  of  range  for  many 


employees— a  $400  room  rate  isn't  exactly  easy  to  swing  o 
a  housekeeper's  budget.  But  the  perk  doesn't  stop  at  orients 
tion:  After  six  months  of  service,  employees  may  stay  up  t 
three  nights  a  year  for  free.  By  10  years,  they  get  20  free  stay 
As  you'd  imagine,  "there's  a  very  healthy  uptake,"  says  d 
Bellay.  Four  Seasons'  creative  but  practical  approach  reveal  j 
one  of  the  most  powerful  secrets  of  world-class  service:  helj 
ing  employees  to  understand  what  it  feels  like  to  be  a  cu; 
tomer.  Thinking  like  that  distinguishes  our  Customer  Servk 
Champs  from  the  rest  of  the  field.  II 

-With  Frederick  F.Jespersen  and  Megan  Tucker  in  New  Yoi 
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ABOVE  AND  BEYOND 

TELEVISION:  Watch  as  BusinessWeek  Weekend  chats  with  a  Ritz-Carlton 
concierge  about  providing  personalized  service. 

ONLINE:  View  slide  shows  of  the  worst  recent  customer  service  gaffes  and 
our  top  25  list. 

ONLINE'  See  Atlanta  Bureau  Chief  Dean  Foust  don  UPS  brown  and  video  h 
morning  with  a  driver  serving  customers. 

ONLINE:  Explore  an  expanded,  interactive  version  of  our  Customer  Service 
Elite  table. 

PODCAST:  Listen  as  Executive  Editor  John  A.  Byrne  gets  the  story  behind  I 
the  story  from  Jena  McGregor  at  businessweek.com/podcast. 


THE  METHODOLOGY 


What  it  Takes  to  Be  a  Winner 


TO  DETERMINE  THE  WINNERS  of  the  BusinessWeek 

Customer  Service  Champs,  we  first  turned  to  J.D.  Power  & 
Associates,  which  measures  customer  satisfaction.  Its  research 
includes  data  on  a  range  of  industries  such  as  airlines,  hotels,  and 
automakers.  Because  we  were  interested  in  measuring  customer 
service,  we  used  only  results  related  to  what  customers  think 
about  a  company's  "processes"  (its  return  policies  or  reservation 
procedures,  for  instance)  and  its  "people"  (their  friendliness,  say, 
or  expertise  levels).  Therefore,  our  results  may  differ  from  J.D. 
Power's  customer  satisfaction  rankings,  which  consider  product 
quality,  presentation,  and  price.  We  reserved  the  right  to  cut  from 
our  initial  ranking  companies  about  whom  unfavorable  information 
has  come  to  light. 

We  began  by  aggregating  the  scores  for  each  individual  brand 
across  the  complete  studies  in  J.D.  Power's  2006  database.  (A 
bank,  for  instance,  might  have  separate  studies  that  analyze  a 
customer's  branch,  car  loan,  and  mortgage  experiences.)  Only 
brands  with  at  least  100  responses  and  with  both  "process"  and 
"people"  scores  were  considered. 

We  then  eliminated  industries  that  cater  to  niche  markets, 
such  as  motorcycles,  and  about  which  consumers  rarely  make 
decisions  based  on  service,  such  as  homebuilders.  To  create  a 
more  nationally  oriented  list,  we  removed  brands  that  did  not 
have  at  least  $1.5  billion  in  annual  revenues.  (If  a  brand's  parent 
company  is  in  a  similar  business,  its  annual  revenues  were 
measured  instead.)  To  compare  industries  across  standard 
measures,  we  used  a  consistent  set  of  J.D.  Power's  studies  in  each 


industry  and  eliminated  brands  that  did  not  appear  on  them  all. 
Finally,  in  order  to  compare  similar  companies  within  a  category, 
we  removed  dial-up-only  Internet  providers  and  hoteliers  that  were 
not  in  the  upscale  or  luxury  categories  or  did  not  have  a  significant 
U.S.  presence. 

To  supplement  the  brands  in  J.D.  Power's  database,  we  also 
surveyed  3,000  BusinessWeek  readers  and  asked  them  to 
nominate  three  companies  they  felt  were  best  and  three  they 
felt  were  worst  at  providing  customer  service.  More  than  1,000 
readers  responded  with  2,423  "votes"  and  1,850  "complaints."  For 
brands  that  received  a  high  number  of  votes  and  a  low  number  of 
complaints  and  were  not  part  of  J.D.  Power's  research,  we  created 
a  Web-based  questionnaire  and  surveyed  at  least  100  customers. 

Finally,  we  aggregated  both  sets  of  data,  combining  the  people 
and  process  scores  to  establish  the  "Service  Score."  The  people 
score  was  weighted  at  63%  and  the  process  score  at  37%.  (We 
used  percentages  that  represented  their  average  importance  to 
determine  J.D.  Power's  satisfaction  scores.)  Then,  because  we 
were  comparing  very  different  industries-booking  a  romantic 
weekend  at  the  Four  Seasons  is  a  far  cry  from  trying  to  dissect 
a  monthly  wireless  bill— we  gave  credit  for  ranking  high  within 
an  industry.  Brands  that  ranked  first  in  their  category  received 
100  bonus  points;  those  ranking  second  were  awarded  50.  We 
subtracted  50  points  from  each  brand  that  fell  below  third  place 
and  100  points  from  those  that  came  in  last  in  categories  with 
at  least  five  brands.  We  then  translated  the  numerical  scores  for 
people  and  process  into  10  letter  grades. 
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What's  it  like  to  work  with  people 
who  love  what  they  do? 
The  results  are  now  in! 


Wlea* 


Our  annual  Service  Quality  Measurement 
Survey  results  are  in.  The  results  show,  once 
again,  that  the  people  of  Grant 
I  Thornton  bring  a  passion  to 
i  everything  they  do.  The  survey 
measured  the  audit  and  tax  service 
attributes  most  important  to 
I   clients  in  assessing  satisfaction. 
I  Clients  ranked  Grant  Thornton 
I  higher  in  satisfaction  than  the 
|  averages  of  the  top  50  firms  and 
■  oftheBig4.* 

I  With  Grant  Thornton  you  get 
I    easy  access  to  partners  that's  been 
the  hallmark  of  Grant  Thornton 
in  the  U.S.  for  80  years.  And  you 
get  the  benefit  of  Grant  Thornton 
International  member  firms  in 
112  countries,  that  fast-growth 
companies  look  for  in  today's 
global  markets. 

Why  not  give  our  CEO,  Ed 
Nusbaum,  a  call  at  312.602.8003 
or  contact  our  partners  at 
www.GrantThornton.com  ? 

Find  out  how  it  feels  to  work  with  people 
who  love  what  they  do! 


Grant  Thornton® 

A  passion  for  the  business  of  accounting* 


♦Based  on  2005  Grant  Thornton  client  satisfaction  study  and 
independent  client  satisfaction  research  survey  sent  to  clients 
of  the  Big  4  and  Top  50  U.S.  accounting  firms  For  details 
visit  www.GrantThomton.com/GTSurvey2005. 


Entrepreneurs  I  Beverages 


A  Career 
Gets  Juiced 

Alton  Johnson  was  going 
to  be  a  banker.  Then  he 
stumbled  upon  acai 


A 


BY  AMY  BARRETT 

DURING  A  TRIP   TO  BRA- 
zil  in  1999,  Alton  John- 
son kept  hearing  about 
agai.  The  tart  rainforest 
berry  was  said  to  pro- 
vide   an    amazing    en- 
ergy boost.  Some  even 
claimed  it  had  Viagra-like  effects.  A  few 
years  later,  while  Johnson  was  working 
on  an  MBA  from  the  University  of  South- 
ern California,  he  decided  to  find  out  if 
there  was  any  truth  behind  the  lore.  He 
paid  Brunswick  Laborato- 
ries, a  research  lab  in  Nor- 
ton, Mass.,  $1,000  to  do  a 
study  of  the  berry.  Its  find- 
ing: that  the  agai  contains 
more  antioxidants,  thought  to  offset  cell 
damage  that  can  lead  to  cancer,  than 
even  the  much  lauded  pomegranate  and 
blueberry.  Johnson  was  sure  he  was  on  to 
something.  "I  knew  this  berry  had  enor- 
mous commercial  potential,"  says  the 
37-year-old. 

In  2005,  Johnson's  startup,  Los  Ange- 
les-based Bossa  Nova  Beverage  Group, 
launched  its  line  of  agai  juices.  Having  a 
little  science  cred— the  findings  are  pro- 
claimed in  a  bar  chart  on  the  label  of  every 
bottle— has  helped  Bossa  Nova  win  fans, 
particularly  baby  boomers  looking  to  fight 


the  ravages  of  time.  It  also  has  helped 
get  the  juice,  which  comes  in  flavors  in- 
cluding passiort  fruit  and  raspberry,  onto 
the  shelves  of  retailers,  including  Whole 
Foods,  Wegmans,  and  Wild  Oats.  "They 
did  their  research  and  came  up  with 
flavor  profiles  that  were  appealing,"  says 
Charles  Gardner,  who  oversees  Wegmans' 
natural  and  organic  department.  Jonathan 
McParland,  a  buyer  for  Wild  Oats,  which 
has  carried  the  juices  since  July,  2005,  says 
some  customers  found  other  agai  prod- 
ucts, such  as  smoothies,  too  heavy.  "It's  a 

BusinessWeek     huge  seUer'"  McParland  says 
of  Bossa  Nova's  agai  juice. 

"And  if  s  been  growing  year 
after  year."  The  10-person 
company,  which  manufac- 
tures the  juice  in  California,  had  $4  mil- 
lion in  sales  last  year.  Johnson  says  he  will 
announce  a  distribution  pact  in  April  that 
will  help  put  the  product  in  10,000  loca- 
tions, including  airports  and  universities, 
in  2007,  up  from  3,500. 

Johnson  sounds  a  bit  surprised  about 
where  he  has  landed.  "I  never  planned 
to  be  an  entrepreneur,"  he  says.  After 
college  the  Illinois-born  son  of  two  auto 
workers  became  a  marketing  executive 
for  consumer-electronics  company  Har- 
raan  International  Industries  Inc.  He 
started  his  MBA  expecting  to  become 


BIWRffil 


an  investment  banker.  A  class  project 
write  a  business  plan  changed  thing 
Johnson  based  his  on  an  agai  juice  proi 
uct,  and  won  a  2002  business  plan  cor 
petition  at  the  school.  Among  the  judg 
was  Lloyd  Greif,  who  endowed  the  Lloj 
Greif  Center  for  Entrepreneurial  Studi 
at  USC  and  whose  investment  bankii 
firm  Greif  &  Co.  now  holds  a  small  equi 
stake  in  Bossa  Nova.  "This  is  a  compai 
with  a  great  product,  great  marketirj 
and  great  technology,"  says  Greif. 

CREDIT-CARD  STARTUP 

AFTER  FUNDING  the  Brunswick  resear 

and  then  graduating,  Johnson  work 

with  Stephen  T.  Talcott,  an  assistant  pi 

fessor  at  Texas  A&M  University  who  h 

done  some  work  on  the  berry,  to  devel 

a  process  to  turn  the  fruit— which  spo 

within  24  hours  of  harvesting  if  not  fi 

zen— into  a  juice.  Bossa  Nova  has  filed 

nine  patents  on  the  processing  technr 

ogy  and  juice  formula 

Early  in  2005,  after  burning  throu 

$400,000  in  startup  cash  raised  in  p; 

•auucau  fr°m    friends 

JOHNSON  He  got 

Bossa  Nova  onto 

shelves  at  Whole 

Foods 


a 


a 


family,  Johnson 
up  his  credit  can 
to  cover  the  cost  c 
$25,000  booth 
marketing  materir 
for  a  trade  show  in  Anaheim,  Calif, 
were  scrounging  for  every  penny,"  Jo! 
son  says.  He  left  that  convention  w 
commitments  from  a  dozen  supermar 
chains.  That  summer,  Greenmont  Capi 
Partners,  a  venture-capital  firm,  inves 
$500,000.  This  past  January,  John 
raised  $7.5  million  more,  primarily  fir 
an  undisclosed  institutional  investor. 
Still,  Bossa  Nova  has  its  work  cut  out 
it.  Amy  Howell,  an  associate  research 
entist  at  Rutgers  University,  says  althoi 
agai  berries  are  high  in  antioxidants,  tl 
health  benefits  are  unclear.  Studies  in 
mans  have  shown  that  pomegranate  ju 
for  example,  may  slow  the  progressioi 
prostate  cancer.  But  the  agai  berry  has 
been  studied  extensively.  "The  agai 
a  lot  of  promise,"  Howell  says.  "But 
have  to  wait  until  [clinical]  studies  si 
some  benefit." 

To  that  end,  Johnson  continues 
work  with  Talcott  on  studies  of  the  be 
And  Bossa  Nova  recently  recruite 
chief  operating  officer  from  Kraft  Fc 
Inc.  All  of  which  shows  that  Johnso 
no  longer  scrounging.  In  Februarj 
wrote  a  six-figure  check  to  his  pare 
reimbursing  them  for  money  they  { 
him  when  Bossa  Nova  was  struggl 
Says  a  proud  Johnson:  "I  paid  tl 
back— with  interest."  ■ 
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People  Prince  of  Proxies 

Just  Don't 
Call  Him  a  Raider 

Carl  Icahn,  who  now  styles  himself  a 
shareholder  activist,  prepares  for  battle 


BY  RONALD  GROVER 

CARL  ICAHN  HAS  BEEN 
chasing  bogeymen  for 
much  of  his  life.  In  the 
early  years  the  man  who 
would  come  to  symbol- 
ize the  1980s  corporate 
raider  went  after  slow- 
moving  companies.  Overpaid  executives, 
timid  boards,  even  a  biotech  company 
or  two  fell  victim  to  the  pioneer  who 
helped  usher  "greenmail"  into  the  take- 
over playbook.  Over  three  decades,  he 
forced  giants  such  as  Phillips  Petroleum 
Co.  and  American  Can  to  the  table.  These 
days  the  71-year-old  has  found  a  new 
bogeyman:  private  equity  investors. 

In  a  twist  of  logic  that  might  baffle  those 
who  know  his  history,  Icahn,  the  raider 
turned  self-styled  "shareholder  activist," 
says  it's  the  private  equity  investors  who 
are  today's  raiders.  They  go  after  compa- 
nies with  mounds  of  cash  and  undervalued 
assets,  then  rip  them  apart  and  enjoy  the 
spoils.  How  different  is  that  from  Icahn? 
Not  much.  But  for  Icahn,  who  will  likely 
wage  four  or  more  proxy  battles  this  spring, 
it's  enough.  "Cash  is  a  great  asset,"  he  says. 
"But  if  private  equity  inventors  get  their 
hands  on  it,  they'll  reap  the  benefit  instead 
of  the  shareholder."  And  Icahn?  When  he 
goes  after  a  company,  most  often  it  stays 
public,  and  he  says  shareholders  who  take 
the  ride  with  him  gain  from  his  activism. 

Carl  Icahn,  white  knight  for  the  com- 
mon man?  Hard  to  put  a  frame  on  that  pic- 
ture. But  as  Icahn  prepares  for  a  possible 
proxy  battle  to  force  himself  onto  the  board 
of  Motorola  Inc.,  he  says  he's  fighting  to 
give  shareholders  a  hefty  bonus  by  forcing 
the  cell-phone  maker  to  buy  back  a  chunk 
of  its  stock.  That's  unless  his  presence 
lures  private  equity  buyers  into  a  bidding 
war  that  would  generate  serious  upside 
for  shareholders— including  Icahn  and  his 
investors,  who  already  own  1.39%  of  the 
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company  and  are  probably  buying  more. 

Four  filings  in  one  proxy  season  would 
likely  put  Icahn  in  the  raider  hall  of  fame. 
Armed  with  a  war  chest  approaching 
$6  billion,  he  has  filed  proxies  to  elect 
board  members  at  forest-products  compa- 
ny Temple-Inland  and  homebuilder  WCI 
Communities.  He  may  be  contemplating 
a  proxy  battle  against  biotech  company 
Medlmmune,  where  he  recently  bought 
an  $89  million  stake,  and  might  push  the 
company  to  put  itself  on  the  block.  At  the 
same  time,  Icahn's  86.5%-owned  holding 
company,  American  Real  Estate  Partners, 
is  finalizing  a  $5.3  billion  takeover  of  auto- 
parts  maker  Lear  Corp.  "I  don't  know  if 
this  is  a  record,  but  he's  certainly  at  the 
front  of  the  shareholder  activist  buffet 
line,"  says  Patrick  McGurn,  executive  vice- 
president  of  proxy  consultant  firm  Institu- 
tional Shareholder  Services. 

DANGEROUS 

MOTOROLA'S  BOARD  has  been  mulling 
ways  to  respond  to  Icahn.  The  odds  of 
Motorola  voluntarily  giving  him  a  board 
seat  are  slim.  As  CEO  Edward  J.  Zander 
surely  knows,  giving  Icahn  even  one  seat 
can  be  dangerous.  "He'll  ask  questions, 
challenge  the  CEO,  and  then  the  rest  of  the 
board  starts  to  question,"  says  Lawrence 
A.  Rand,  a  co-founder  of  public-relations 
firm  Kekst  &  Co.,  which  has  represented 
companies  targeted  by  Icahn.  That's  how 
Icahn  effectively  took  control  of  ImClone 
Systems  Inc.  last  year  with  only  13.8%  of 
the  company's  stock.  He  hired  a  board 
member  to  do  his  bidding,  got  himself 
added  to  the  board,  and  then  snipped  from 
the  inside.  Eventually,  ImClone's  chairman 
quit  and  was  replaced  by  Icahn. 

Even  if  Icahn  doesn't  try  to  grab  Mo- 
torola for  himself,  the  publicity  generated 
by  his  demands  could  put  the  company 
into  play.  Private  equity  investors  are  al- 
most certainly  eyeing  the  company,  Icahn 


says.  Motorola  isn't  commenting,  but  s< 
analysts  agree  it's  attractive.  Althoug 
reported  dismal  profit  margins  in  its 
phone  unit  recendy,  if  s  a  market  le: 
with  $11.2  billion  in  cash,  little  debt,  ai 
$46  billion  market  cap  that  is  historii 
low  at  one  times  sales.  "If  you  cut  1 
on  expenses  and  big  growth  efforts,  i 
screaming  buy,"  says  a  Wall  Street  ana 
Icahn's  model  for  Motorola  is  all 
certainly  Kerr-McGee  Corp.,  the  Okl 
ma-based  oil  and  gas  company  cai 
in  Icahn's  crosshairs  in  early  2005. 1« 
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ght  in  at  $71.60  a  share  and  launched 

Hi  roxy  fight  that  forced  management  to 
id  $4  billion  to  buy  back  29%  of  its 
k  at  $85  a  share.  Icahn  made  about 

i  0  million  when  the  company  was  put 

iii  or  sale  a  year  later, 
tfhat  drives  Icahn,  who  vacations  on  a 
-ft.  yacht  and  has  dabbled  with  owning 

g  horses,  to  stay  in  the  takeover  business? 

3l !  fun,"  he  said  recently  from  Las  Vegas, 

)|j  tre  he  was  celebrating  his  71st  birth- 
with  his  wife,  Gail.  (They  were  tour- 

;|lone  of  his  properties,  the  2,444-room 


Carl 
Icahn 

Is  the  last  name 
a  CEO  wants  to  hear. 
Here  are  some  tips 
from  the  battlefield. 

DON'T  IGNORE  HIM 

That's  a  dangerous  strategy  to 
use  against  a  man  who  has  a 
$5.7  billion  war  chest  and  a 
thirst  for  battle.  Just  ask  former 
ImClone  Chairman  David  Kies, 
who  resigned  after  Icahn  felt 
he  wasn't  responsive  enough 
to  his  calls  to  hire  a  better  CEO. 

BEWARE  OF  GOING 
HEAD-TO-HEAD 

After  CEO  Robert  Coury 
attacked  Icahn's  motives  for 
breaking  up  a  proposed 
merger,  Icahn  sold  his  Mylan 
Laboratories  shares.  Coury 
was  happy  to  see  Icahn  go  away, 
but  Icahn  was  the  real  winner: 
He  walked  off  with  a  $50  million 
profit. 

NEVER 
UNDERESTIMATE  HIM 

Blockbuster  CEO  John  Antioco 
chided  Icahn  for  his  "conflicting 
and  confusing  suggestions"  and 
said  he  "doesn't  know  our 
business."  One  week  later  Icahn 
and  his  allies  won  three  board 
seats  in  a  proxy  battle. 

PLAY  NICE,  GIVE  HIM 
WHAT  HE  WANTS 

Time  Warner  CEO  Richard 
Parsons  made  the  pilgrimage  to 
Icahn's  offices  and  increased  a 
stock  buyback  demanded  by 
Icahn,  who  then  dropped  his 
plans  to  launch  a  proxy  battle. 


Stratosphere  casino,  which  he  bought  out 
of  bankruptcy  in  1997.)  Moreover,  global 
financial  conditions  make  it  tough  to  quit: 
The  world  is  awash  in  cash,  interest  rates 
are  low,  and  executives  are  coming  under 
increased  scrutiny.  In  the  past  two  years, 
Icahn  has  raised  $1.8  billion.  He  takes  25% 
of  the  profits  from  his  funds,  and  his  net 
worth  is  close  to  $10  billion. 

Icahn  wages  his  battles  from  a  suite  on 
the  47th  floor  of  a  tower  on  New  York's 
Fifth  Avenue,  aided  by  a  staff  of  20-odd 
lawyers  and  research  analysts.  He  often 


works  until  2:30  a.m.,  and  has  22  phones 
at  his  East  Hampton  (N.Y.)  home  to  help 
him  stay  in  touch  at  all  hours.  At  work, 
his  staff  pores  over  hundreds  of  potential 
targets  to  find  its  prey.  "Sometimes  if  s  like 
Paul  Newman  in  The  Color  of  Money,"  he 
says,  recalling  the  pool-hustler  fide  "When 
you  hear  those  balls  click,  you  know  you've 
hit  it  just  right."  Motorola,  he  says,  was  a 
solid  thwack. 

A  SOLICITOUS  APPROACH 

ICAHN  CAN  STILL  launch  a  nasty  proxy 
fight— just  ask  Blockbuster  Inc.  CEO  John 
F.  Antioco,  who  was  bounced  from  his  own 
board  in  a  2005  proxy  fight  despite  getting 
the  thumbs-up  from  shareholder  rights 
groups.  When  Antioco  said  he  would  quit 
if  he  wasn't  reelected,  Icahn  pounced,  ac- 
cusing him  of  "blackmailing"  Blockbuster 
shareholders  to  collect  on  a  $50  million 
severance  arrangement.  Antioco  didn't  re- 
turn calls  seeking  comment.  With  Icahn's 
support,  the  board  eventually  brought  back 
Antioco,  avoiding  the  payout. 

Other  CEOs  have  avoided  Icahn's  ire 
with  a  more  solicitous  approach.  Time 
Warner  Chairman  Richard  D.  Parsons  says 
he  made  the  six-block  walk  to  Icahn's  office 
as  a  show  of  courtesy,  and  then  sounded 
out  investors  who  liked  Icahn's  plan  to 
hike  the  2006  stock  buyback.  Icahn,  who 
made  $250  million  on  the  buybacks  and 
still  owns  20  million  Time  Warner  shares, 
wanted  Parsons  to  do  more.  But  he  says 
the  two  are  friendly  and  that  Time  Warner 
"is  a  great  company." 

When  Icahn  wants  something,  though, 
he  can  be  relentless.  Kerr-McGee  execu- 
tives recalled  in  a  2005  lawsuit  that  one 
Icahn  aide  would  call  or  e-mail  several 
times  a  day,  pressing  a  plan  to  increase  a 
stock  buyback  and  to  sell  off  its  chemical 
business.  Former  ImClone  insiders  recall 
that  Icahn  himself  would  badger  former 
Chairman  David  M.  Kies  with  endless 
phone  calls,  once  even  tracking  Kies  down 
on  a  pre-bar  mitzvah  trip  with  his  son. 

Icahn  and  Motorola's  Zander  haven't  yet 
spoken  but  will  likely  meet  soon,  according 
to  sources.  Those  who  make  the  effort  to 
cozy  up  find  him  charming  to  a  fault,  even 
funny.  During  the  Kerr-McGee  fight,  he 
sang  songs  from  the  musical  Oklahoma!  to 
break  the  tension,  recalls  Barry  Rothstein, 
a  managing  director  of  JANA  Partners  and 
an  Icahn  ally.  "He  can  actually  be  a  funny 
guy,"  says  former  Viacom  President  Frank 
J.  Biondi,  who  was  recruited  last  year  to 
head  Icahn's  slate  in  an  abandoned  proxy 
fight  to  unseat  Time  Warner  board  mem- 
bers. "Of  course,  Fm  not  sure  CEOs  on  the 
other  end  are  always  laughing."  ■ 

-With  Roger  0.  Crockett  in  Chicago 
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Finance  Investin 


Ready  to  Come 
Back  to  Earth 

Defense  is  blazing  hot.  But  most  stocks 
are  already  in  the  stratosphere 


BY  DAWN  KOPECKI 
AND  STANLEY  HOLMES 

NOW  THAT  CARLYLE 
Group  has  bolted  from 
the  defense  industry, 
other  investors  may 
want  to  ask  themselves 
why.  The  buyout  behe- 
moth, which  ranked  as 
one  of  the  Pentagon's  15  biggest  defense 
contractors  between  1998  and  2003,  sold 
its  last  major  holding,  United  Defense 
Industries  Inc.,  in  2004.  By  2005,  Carlyle 
didn't  even  make  the  top  100  and  has  just 
1%  of  its  assets  in  the  sector  today.  "The 
smartest  guys  in  defense  investing  are 
out,"  says  industry  expert  Pierre  Chao  of 
the  Center  for  Strategic  &  International 
Studies  think  tank.  "What  do  they  see 
that  everybody  else  doesn't?" 

Defense  companies  have  been  on  a 
tear  since  2001,  when  U.S.  troops  in- 
vaded Afghanistan.  The  stocks  of  the  big- 
gest players— Boeing,  Lockheed  Martin, 
General  Dynamics,  and  Northrop  Grum- 
man—have  all  at  least  doubled  in  that 
time.  The  SPADE  Defense  Index,  which 
tracks  large  and  midsize  companies  in 
the  industry,  has  soared  150%,  compared 
with  a  40%  gain  for  the  Standard  & 
Poor's  500-stock  index. 

But  with  most  companies  trading  near 
their  peaks,  the  price  of  war  stocks  is  pret- 
ty high.  At  a  recent  91,  Boeing,  which  is 
also  benefiting  from  strong 
sales  in  its  commercial 
airplane  division,  sells  for 
42  times  current  earnings, 
compared  with  an  average 
of  21  for  the  S&P  500.  The 
industry,  which  is  usually 
cheaper  than  the  index,  has 
a  rich  price-earnings  ratio 
of  26.  Even  General  Dy- 
namics, a  relative  bargain 
at  19  times  earnings,  trades 
above  its  five-year  average 


Data:  Mnmtngstar  Inc 


WHAT  GOES  UP  Big 

aircraft  orders  have 
Boeing  shares  soaring 

of  15.5.  It's  not  sustain 
able,  says  Prudential 
Equity  Group  ana 
lyst  Byron  Callan. 
"Ifs  too  late  to 
buy,    but    too 
soon  to  sell." 

While  Nor- 
throp Grumman,  General  Dynamics,  and 
Lockheed  Martin  declined  to  comment 
on  their  stocks,  Jim  Albaugh,  CEO  for 
Boeing's  Integrated  Defense  Systems, 
seems  unfazed  by  the  recent  runup.  "You 
will  see  some  pretty  robust  [defense] 
spending"  over  the  next  couple  of  years, 
predicts  Albaugh. 

For  now  at  least,  he's  right:  Defense 
spending  is  going  up.  On  Feb.  5,  the 
White  House  asked  Congress  to  cough 
up  $481  billion  for  the 
Defense  Dept.'s  regu- 
lar operations— an 
11%  increase— on  top 
of  $235  billion  for  the 
continuing  wars  in 
Iraq  and  Afghanistan. 
Already  military  lead- 
ers are  replacing  dam- 
aged equipment  and 
replenishing  shrink- 
ing ammunition  and 
weapon  stocks,  which 


THE  STAT 


26 

The  industry's  price- 
earnings  ratio,  vs.  21 
for  the  S&P  500. 


will  help  outfits  like  Armor  Holdini 
Inc.,  a  key  supplier  of  bullets  and  bo< 
armor. 

The  Pentagon  also  has  plans  f 
some  big  purchases.  The  Air  Force  jv 

8    requested  $4.6  billion  to  buy  20  F-: 
Raptor  fighter  jets  made  by  Lockhe 
Martin,  Boeing,  and  United  Tec 
^  nologies.  The  Marine  Corps  plac 

a  preliminary  order  with  Genei 
Dynamics  and  Force  Protection  Ii 
for  125  Cougar  vehicles,  lightweig 
armored  tanks  that  protect  troo 
from  improvised  explosive  devio 
the  No.  1  cause  of  deaths  and  injur  ; 
in  the  Iraq  war.  Right  now,  the  1 1 
for  the  contract  is  just  $67  millic 
but  it  could  be  worth  north  of 
billion  to  General  Dynamics  a  i] 
Force  Protection  if  the  Mark  \ 
order  all  4,100 '  j 
hides  from  the 
"There's  an  i 
mediate     ne<] 
a   product  tJtj 
fills   that  nee 
and  the  lik« 
hood  for  pro 
able  new  s&j 
in  the  near  tern 
says  Cai  von  Rumen 
a  veteran  aerospp 
and  defense  anali 
for  Cowen  &  Co. 
Yet  much  of  1 
good  news  is  already  prii 
into  defense  stocks,  as  inv 
tors  have  bid  up  the  sha 
way  ahead  of  the  benefits 
company  coffers.  Even  mr 
worrisome  for  this  cyclical  group,  defet 
spending  may  be  close  to  peaking 
suming  the  security  situations  in  Iran 
North  Korea  don't  intensify.  Historic 
defense  budgets  have  dropped  dram 
cally  following  a  major  conflict.  After 
Cold  War  ended,  the  Pentagon  cut 
purchases  on  major  weapons  by  at 
71%,  from  roughly  $58  billion  a  yea 
the  mid-1980s  to  $16.9  billion  by  1< 
according  to  the  Congressional  Bu( 
Office— a  dynamic  that  forced  the  com 
dation  of  the  industry  in  the  1990s. 

Add  in  declining  support  for  the 
war,  the  long-term  budget  challei 
facing  the  U.S.,  and  a  Democratic  ( 
gress  clamoring  for  cutbacks,  and 
Defense  Dept.  may  be  on  a  spent 
diet  in  the  near  future.  "If  our  f 
ence  in  Iraq  abates,  there  is  some 
to  defense  spending  dropping  off," 
Joseph  Nadol,  an  aerospace  and  def 
analyst  for  JPMorgan  Securities.  " 
group  overall  could  be  vulnerable." 
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iTech  I  Developments  to  Watch 


ITED  BY 
LENEWEINTRAUB 


^NOVATIONS 


f  nanopumps 
id  tissue  printers 

►  Scientists  at  Rensselaer 
ytechnic  Institute  are 
ng  electricity  to  control  the 
wot  water  through  carbon 
lotubes.  By  reversing  the 
jrge  in  the  tinyjubes,  they 
i  start  and  stop  water 
jams  at  will.  This  is  the 
t  step  toward  designing 
lotubes  that  can  filter 
)urities  from  water  and 
n  desalinate  seawater. 
:  technology  might  also  be 
d  for  other  ultraprecise 
<s,  such  as  pulling 
cific  strands  of  DNA  from 
logical  samples. 
Researchers  at  Clemson 
versify  have  announced 


they  can  produce  beating 
1  tissue  using  standard 
it  printers.  In  2004  the 
n  demonstrated  the  use 
}  printers  to  make  cells, 
others  have  been  able  to 
t  hard  biomaterials  such  as 
.  Now  Clemson  scientists 
refined  the  technology 
can  place  living  cells 
precisely  in  a  tissue-like 
fold,  which  holds  them 
ace.  They  fill  one  inkjet 
idge  with  a  material 
arto  human  tissue, 
another  with  cells,  then 
late  each  in  an  alternating 
ess,  "printing"  the  cells 
jch  the  same  way  color 
os  are  made. 


REGENERATION 

A  MAGIC 
PULLET  FOR 
DEAFNESS? 

CHICKENS  MIGHT 

one  day  unlock  a 
cure  for  the  hearing- 
impaired.  That's 
the  hope  of  scientists 
at  Stanford  University, 
who  are  studying  the  fowl 
to  try  to  learn  how  they 
regenerate  the  tiny  hair  cells 
in  their  inner  ear.  Those  cells 
convert  sound  into  electrical 
impulses,  which  travel 
to  the  brain  and  produce 
hearing.  Because  chickens 
and  other  feathered  creatures 
can  regrow  these  cells  after 
injury,  there  is  no  such  thing 
as  a  deaf  bird. 

The  researchers  have 
figured  out  how  to  take 
embryonic  stem  cells 


MEDICINE 

NO  NEED  FOR 
A SPOONFUL 
OF SUGAR 

IT'S  NOT  JUST  KIDS  who 

don't  much  like  to  take 
their  medicine.  Surveys 
have  found  that  lack  of 
medication  compliance 
among  adults  with  chronic 
disease  can  run  as  high  as 
65%.  That's  a  big  reason 
why  the  drug  industry  is 
looking  for  better  delivery 
methods  than  pills  or 
injections.  European 
researchers  think  they  have 
found  the  ideal  device: 
a  fake  tooth  that  can 
deliver  the  correct  dose  of 
medication  for  weeks. 

The  electronic  device, 
called  IntelliDrug,  fits  into 
two  fake  molars  that  can  be 
implanted  into  a  patient's 
jaw  to  the  rear  of— or  in  place 
of— existing  molars.  Saliva 


from  mice,  implant 
them  into  the  ears  of  chick 
embryos,  and  coax  them 
to  differentiate  into  hair 
cells.  They're  working 
on  perfecting  a  similar 
procedure  for  deaf  humans. 


enters  a  reservoir  in  the 
tooth  through  a  membrane 
and  dissolves  the  solid  drug, 
which  then  flows  through  a 
small  duct  into  the  mouth, 
where  it  is  absorbed  by 
membranes  in  the  cheeks. 

Sensors  monitor  the 
amount  of  medication  that 
is  released  and  deliver  the 
information  to  a  tiny  device 
that  opens  or  closes  the  duct 
as  needed.  The  tooth  will 
also  alert  the  patient  through 
a  remote  device  when  the 
medication  runs  out  or  when 
the  battery  needs  replacing. 
It  holds  about  two  weeks' 
worth  of  medicine. 

IntelliDrug  was  designed 
by  a  consortium  that 
includes  the  Fraunhofer 
Institute  for  Biomedical 
Engineering  in  Germany. 
Researchers  there  will  test 
it  in  patients  later  this  year, 
using  a  drug  to  treat  narcotic 
addicts  going  through 
withdrawal. 

-Catherine  Arnst 


DATA  STORAGE 

MESSAGE 
IN  A  GENETIC 
BOTTLE 

HARD  DISKS  and  memory 
sticks  store  huge  amounts 
of  information,  but  they  can 
malfunction  when  exposed  to 
heat  and  humidity.  An  article 
scheduled  for  the  Apr.  9  issue 
of  Biotechnology  Progress 
suggests  a  more  reliable  way 
to  preserve  info:  by  inserting 
it  in  the  DNA  of  a  resilient 
strain  of  bacteria. 

Scientists  like  the  idea 
because  DNA,  which  carries 
the  instructions  to  replicate 
life,  could  store  hundreds  of 
times  more  data  than  current 
means— and  of  course 
bacteria  pass  the  data  from 
one  generation  to  the  next. 
The  bacteria  used  in  this 
experiment  form  a  protective 
layer  that  helps  them  survive 
extreme  conditions.  And  to 
reduce  the  risk  that  data 
could  get  corrupted  by 
genetic  mutation,  scientists 
can  encode  copies  at 
multiple  locations  on  each 
DNA  strand. 

To  test  the  technique,  a 
team  at  Keio  University  in 
Tokyo  encoded  a  message 
into  the  bacteria— "E=mc2 
1905!"— in  honor  of  Albert 
Einstein's  theory  of  special 
relativity.  They  later  reversed 
the  process  by  sequencing, 
or  reading,  the  entire  DNA 
strand.  Perfecting  it  for 
commercial  use  could  take  a 
decade  or  more,  the  scientists 
estimate.  -KenjiHall 
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Shawn  Baldwin 

Cf  0,  Capital  Management  Croup 


Ask  Shawn  Baldwin  Why  He  Loves  His  BlackBerry 

"When  a  deal  comes  down,  I  want  to  be  first.  I  love  the  ability  to  have  my  decisions  executed 
instantaneously.  My  BlackBerry"  makes  it  happen.  I  have  north  of  8,000  contacts,  and  you  never  know 
when  an  opportunity  is  going  to  break.  When  it  does,  my  team  and  I  are  on  it.  All  my  employees  have  a 
BlackBerry.  Oh,  and  my  wife  has  one  too,  so  she  can  keep  track  of  me." 

Join  the  conversation  at  www.blackberry.com/ask. 


~::  BlackBerry 


©2006  Research  In  Motion  Limited.  All  Rights  Reserved.  The  BlackBerry  family  of  related  marks,  images  and  symbols  are  the  exclusive  properties  and  trademarks  of  Research  In  Motion  Limitei 
Screen  images  are  simulated.  Check  with  service  provider  for  service  plans  and  supported  features. 


larketing  I  Star  Power 

Vho  Should  Pitch, 
Angelina  or  Dylan? 

new  breed  of  corporate  consultants  is 
atching  celebrities  with  ad  campaigns 


BURT  HELM 

OW  MUCH  IS  A  CELEB- 
rity  worth?  Advertis- 
ing agencies  don't 
really  know  how  to  cal- 
culate the  dollar  value 
of  star  power.  Holly- 
wood talent  agents  are 
lelp:  They  represent  the  star's  in- 
>ts.  So  along  comes  a  new  breed 
consultants  promising  corporate 
its  that  they  will  take  away  some  of 
nystery. 

half-dozen  of  these  middlemen  are 
idy  operating  in  Los  Angeles,  Las 
lis,  and  New  York— among  them 
num  Rye,  Creative  License,  and 
e  Brown  Talent.  Their  pitch  to  mar- 
's: All  the  information  needed  to  cut 
best  deals  is  at  our  fingertips.  The 
p  track  market  prices  for  the  celebri- 
(accurate  at  least  until  the  next 
pal).  And  they  offer  research  to 
rmine  which  stars  are  truly 
jential— and  which  are 
ly  celebrated.  Work- 


ing either  on  retainer  or  for  a  percentage 
of  the  total  deal,  the  agencies  negotiate 
everything  from  cameos  at  corporate 
events  to  appearances  in  national  ad 
campaigns  for  brands  such  as  Coors, 
Pepsi,  Chevy,  and  AT&T. 

One  advantage  these  small  outfits  of- 
fer is  that  they  are  run  by  people  familiar 
with  the  insular  movie  and  music  indus- 
tries. "Think  of  scenes  from  [the  HBO 
show]  Entourage,"  says  John  Osborn, 
president  and  chief  executive  of  BBDO 
Worldwide,  an  ad  agency  owned  by  Om- 
nicom Group  Inc.  "If  I  were  to  pick  up  a 
phone  and  call  an  agency,  I  have  no  idea 
if  I'm  getting  the  right  price,  or  talking 
to  the  right  person.  I  need  someone  who 
can  navigate  this  world." 

Most  important,  the  firms  can  some- 
times shift  the  balance  of  power  between 
big  stars  and  big  brands.  It  can  be  as 
simple  as  providing  anonymity:  When 
BBDO  decided  it  wanted  Lars  Ulrich  and 
James  Hetfield  of  the  band  Metallica  for 
an  America  Online  advertisement,  Plati- 
num Rye  initiated  the  negotiations  with- 


The  Haul  of  Fame 

Derek  Jeter  will  play  for  you-for  $100,000. 
Here  are  rates  for  some  other  celebs: 

Snoop  Dogg  RAPPER 

$100K-200K 

$75K  -  100K 

S200K-500K 


PRIVATE  CONCERT 
PERSONAL  APPEARANCE 
30-SECOND  COMMERCIAL 


Jessica  Simpson  singer,  actress 

PRIVATE  CONCERT  $400K-800K 

PERSONAL  APPEARANCE  $100K  -  200K 

30-SECOND  COMMERCIAL  $700K  -  $1  million 

Julia  Roberts  actress 


& 


UNIDENTIFIED  TV 
COMMERCIAL  VOICEOVER 


^J    *AII  appearances  are  for  2-3  hours 


$1  million 

Data:  BusinessWeek 
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Someone 
Why  They 
Love  Their 
BlackBerry 

In  1999,  BlackBerry*  hit  the  street. 
Word  of  mouth  ignited.  People 
loved  the  wireless  freedom.  Today 
there  are  millions  of  BlackBerry 
owners  and  their  passion 
continues  to  be  the  best  form  of 
advertising.  Every  day.  All  around. 
People  are  using  BlackBerry  to  live 
larger  and  more  successful  lives. 


Tell  us  why  you  love  yours  at 
www.blackberry.com/ask. 


:::  BlackBerry 
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It's  about  money. 

Earning  it.  Investing  it. 

Spending  it. 


Check  out  this  weekend's  show 
February  24  and  25: 

Customer  Service  Champions:  From  Luxury 
hotel  chains  to  mass  retailers,  get  a  closer 
look  at  which  companies  treat  you  best. 

Women  Entrepreneurs:  Learn  from  the 
success  stories  of  talented  executives  who 
ditched  the  corner  office  to  strike  out  on 
their  own. 

Retiring  on  the  House?:  Our  financial 
planner  explains  why  downsizing  your 
home  may  not  be  the  best  strategy  to 
fund  retirement. 

The  Pampered  Man:  See  why  more 
guys  are  hitting  the  spa  and  what  these 
facilities  are  doing  to  draw  them  in. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

View  video  clips  and  find  your  local  station  and  airtime 

by  zip  code  at  businessweekweekend.com 


Star  Power 


out  once  mentioning  AOL.  When  tali 
agents  and  managers  hear  the  name  c 
prominent  brand,  they  can  start  "seei 
dollar  signs,"  Osborn  says.  "You  n< 
someone  who  can  play  hardball." 

These  firms  are  also  introducinj 
new  twist  in  that  familiar  Hollywc 
staple,  the  bidding  war:  Now  it's 
celebrities  who  are  doing  the  biddi 
Molson  Coors  Brewing  Co.  is  look, 
for  a  folksy  song  for  its  next  ad  a 
paign,   according   to   people   fami 
with  the  search,  but  doesn't  want  to 
top  dollar  to  license  an  existing  runt 
the  likes  of  John  Fogerty,  Stephen  St 
or  Bob  Dylan.  So  Coors,  its  advertis 
agency  DraftFCB,  and  Creative  Lice 
are  inviting  major  recording  artisfci 
submit  a  song  on  spec.  The  client  ge 
tune  from  a  leading  songwriter,  and. 
artist  gets  a  promotional  boost,  ph 
paycheck.  Which  artists  are  consiti 
ing  it?  John  Fogerty,  Stephen  Stills, 
Bob  Dylan,  to  name  three. 

MEASURING  INFLUENCE 

WHEN  IT  COMES  to  calculating  ai 
price  for  more  traditional  endorsemti 
the  agencies  can  tap  a  wealth  of  infor> 
tion  about  recent  deals.  They  also  cod 
personal  information,  such  as  wJ 
causes  interest  the  stars.  When  Cred 
License  approached  Sheryl  Crow  tod 
her  song  Every  Day  is  a  Winding  1 J 
for  Subaru  last  year,  executives  i| 
in  knowing  Crow  felt  strongly  a 
environmental  issues.  Representaa 
showed  her  Subaru's  low-waste  mn 
factoring  plants  and  talked  aboul 
commitment  to  being  green.  She  agj 
to  the  deal. 

Measuring  a  celebrity's  influencl 
course,  is  as  much  art  as  sciencf 
scores,  the  measure  traditionally 
to  track  stars'  popularity,  doesn't  il 
at  how  good  they  are  at  persuaj 
consumers  to  buy.  Will  Ferrelllf 
instance,  is  funny,  and  Angelina  Joj 
beautiful,  but  a  company  might  wc 
whether  anyone  would  take  eili| 
endorsement  seriously. 

Davie  Brown  Talent,  which  is^ 
owned   by   Omnicom,   surveys 
1,000    respondents    to    calculate { 
relative  appeal  and  influence  of: 
than   1,500   celebrities.   (Tom  F| 
and  Oprah  Winfrey  are  the  two 
influential.)  While  most  people  | 
comedian   Ferrell   more  likable 
Jolie,  she  is  the  more  persuasive) 
their  research  found.  Jolie  is  curi 
earning  some  $12  million,  plus  p  | 
mance  incentives,  to  be  the  face 
John  Knits  International  Inc.  ■ 
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Join  us  in  celebrating  the 
37th  National  Salute  to  Black  Achievers  in  Industry  Awards  Dinner 


The  Harlem  YMCA  and  Con  Edison  cordially  invite 

your  company  to  participate  in  the 

37th  National  Salute  to  Black  Achievers  in  Industry  Awards  Dinner. 

Partner  with  us  to  make  sure  organizations, 
employees  and  communities  are 

Alive,  Strong  and  Successful! 


Keynote  Speaker 

Bruce  S.  Gordon 

President  and  CEO 

NAACP 

Dr.  Leo  B.  Marsh  Award  Recipient 

Emcee 

Allan  Houston 

Reg  Chapman 

Former  NBA  All-Star 

Reporter 

Principal,  Allan  Houston  Foundation 

NewsChannel  4 

Thursday,  March  15,  2007   5-9:30pm 

Broadway  Ballroom  !  New  York  Marriott  Marquis  Hotel 
1535  Broadway  at  45th  Street,  New  York,  New  York 


For  information  on  how  your  company  can  become  a  part  of  this 
important  program,  call  the  Harlem  YMCA,  (212)  281.4100  x201 


Current  Participants: 

Abyssinian 'Baptist  Church 

American  Express  Compar 

Apple  Bank 

Avon  Products,  Inc. 

Bank  of  America 

Bloomingdoles 

Booz  Allen  Hamilton 

Bristol-Myers  Squibb 

Chubb  Group  of  Insurance  Companies 

Citigroup 

Coca-Cola  Enterprises 

Colgate-Palmolive  Company 

Columbia  University 

Commerce  Bank 

Con  Edison 

Delaitte  8,  Touche  LLP 

Digitus 

Disney  ABC  Media  Works 

Gap  Inc. 

Health  Plus 

HIP  Health  Plan  of  New  York 

IBM 

JPMorgan  Chase  and  Co. 

KeySpan  Energy 

LaBouef,  lamb,  Greene  &  MacRoe  LLP 

Marsh  &  McLennan  Companies 

MasterCard  International 

Merck  &  Co.,  Inc. 

Merrill  Lynch  &  Co.,  Inc. 

Metlife 

Moet  Hennessy  USA 

New  York  Life  Insurance  Company 

New  York  Power  Authority 


->ro 


conEdison 


New  cork  mock  txchange 

Pfizer,  Inc. 

Polo  Ralph  Lauren 

The  8ank  of  New  York 

The  McGraw-Hill  Companies 

,  .    Mount  Sinai  Hospital 

The  Port  Aulhority.of  New  York  $  New  Jersey 

Time  Warner  fable  of  N  ew  York  X  New  hi  sey .' 

United  WoyolNeV  York  City 

.Washington  Mutual' 


ExecutiveLife  I  Working  Out  With... 


Carl  Edwards 

The  NASCAR  driver  needs  endurance  for  every  life- 
and-death  second  of  a  four-hour  race.  BY  BRIAN  HINDO 


NASCAR  DRIVER  CARL  EDWARDS'  job  is  basically  to  sit 
in  a  car  and  make  left  turns  all  day.  But  few  outside 
the  sport  realize  just  how  grueling  that  can  be.  The 
drivers  must  navigate  bumper-to-bumper  traffic 
that's  moving  at  180  miles  per  hour  while  strapped 
into  a  seat  that  bakes  north  of  140  degrees  on  a  hot 
day.  Any  mental  lapses  can  result  in  death.  "In  a  re- 
ally hot,  long  race"  —they  usually  last  about  four  hours—"  it  pays  off  if 
you  can  be  focused  without  being  worn  out  physically,"  Edwards  says. 
J  If  s  not  that  he  needs  hyperdeveloped  leg  muscles  to  work  the 
gas  pedal.  The  NASCAR  circuit  is  more  of  an  endurance  test.  Driv- 
ers must  execute  precise,  if  repetitive,  motions  in  their  cars  for 

long  stretches  under  intense  pres- 
sure. And  they  must  do  it  amid 
the  grind  of  a  punishingly  long    i 
schedule.  The  Nextel  Cup  Series,    I 
NASCAR's  premier  race  series,  has    ^ 
36  events  on  Sunday  afternoons 
from  February  to  November,  making 
it  one  of  the  longest  seasons  of  any  major 
pro  sport.  That's  not  to  mention  the  driv- 
ers' nonstop  city-hopping  to  midweek 
obligations  for  their  corporate  sponsors. 

That's  why  Edwards,  an  affable  27- 
year-old  who  drives  the  No.  99  Office  De- 
pot Ford  Fusion,  works  hard  to  maintain 
what's  unquestionably  the  best-chiseled 
physique  in  NASCAR.  Edwards  was  a 
dirt-track  expert  by  his  late  teens  and 
was  always  athletic,  but  as  a  kid  he  made 
fun  of  gym  rats.  About  10  years  ago,  he 
says,  he  got  serious  about  fitness,  on  the 


advice  of  NASCAR  veteran  Mark  Mar- 
tin, who's  still  racing  on  the  Nextel 
Cup  Series  at  age  48.  These  days, 
Edwards'  routine  includes  plenty 
of  cardio  work— as  much  as  an  hour 
a  day,  typically  biking  or  running— 
and  weighthfting  sessions,  which  last 
about  half  an  hour,  as  many  as  four  times 
a  week. 

Having  hard  bodies  behind  the  wheel 
would  be  a  big  shift  for  NASCAR,  a  league 
whose  roots  run  back  to  moonshine  run- 
ners and  cigarette  sponsorships.  At  a 
gym  set  up  in  the  infield  of  the  Daytona 
International  Speedway,  where  Edwards 
was  practicing  for  the  season-opening 
Daytona  500,  Edwards  demonstrated  a 
typical  workout  session  for  BusinessWeek. 
"Ten  years  ago  there  might  not  even  have 
been  a  gym  at  the  track,"  says  Fox  Sports 


FLOOR  IT  Edwards'  two-part  workouj 
starts  with  an  hour-long  stationary! 
bike  ride  in  the  morning  and  finishn^ 
with  a  session  of  strength  training , 
late  in  the  day 


announcer  and  former  pit-crew  chie< 
Hammond,  who  credits  Edwards 
helping  to  raise  the  profile  of  fitne 
the  sport. 

Joined  by  fellow  racers  Jeff  Burton 
Jamie  McMurray,  Edwards  went  thr< 
a  quick  routine  focused  mostly  on 
muscles.  It  consisted  of  multiple  st' 
lateral  pulldowns,  triceps  curls,  and  s 


S 


Bumper-to-bumper 
driving  at  180  mph  can 
quickly  take  its  toll 
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hrugs  (table).  He  had  to  be  out  in  a 
'  to  get  ready  for  practice  laps  around 

fna's  2.5-mile  track  in  a  couple  of 
.  (Edwards  would  eventually  finish 
|ice  23rd  in  a  field  of  43.) 
it  summer,  Edwards  began  work- 
ith  Dean  Golich  of  Carmichael 
ng  Systems,  a  Colorado  Springs 
|any  founded  by  Lance  Armstrong's 
:r,  Chris  Carmichael.  "He  was  pretty 
,"  Golich  says,  "but  I  don't  know  if 
[is  really  fit."  Together,  they  devised 
ling  routine  that's  more  systematic 


about  when  and  how  Edwards  works  out, 
depending  on  where  he  is  in  his  race 
schedule.  Ifs  an  approach  more  com- 
mon to  endurance  sports  athletes,  such 
as  seven-time  Tour  de  France  champ 
Armstrong. 

The  training  routine  varies  according 
to  the  demands  of  each  track.  For  in- 
stance, Edwards  and  Golich  identify  races 
at  tracks  such  as  the  Bristol  Motor  Speed- 
way in  Tennessee;  it's  a  short,  half-mile 
track  with  steeply  banked  turns.  Those 
tight  conditions  create  a  lot  of  potential 


Race-Ready 

Edwards  does  the  following  routine 
on  Mondays,  Wednesdays,  Fridays, 
and  sometimes  Sundays.  He'll  get  in 
an  easy  run  or  bike  ride  other  days. 


MORNING  ROUTINE 

O  Warm  up  on 
a  stationary  bike 
(lOmin.). 

©Alternate 
three-minute 
bursts  of 
maximum 
effort  with  three 
minutes  of  easy 
pedaling. 

©  Repeat  six 
more  times, 
for  a  total  of  42 
minutes. 

©  Cool  down  (10 
min.). 


EVENING  ROUTINE 

©Using  free 
weights  or 
weight  machines, 
start  with  10  reps 
on  triceps  and 
10  reps  on 
biceps. 

©  Do  10  reps 
of  the  military 

Data:  Carmichael  Training  Systems 


press:  Position 
a  barbell  on  a 
rack  at  neck 
level;  grasp 
and  lift  until 
the  arms  are 
fully  extended 
overhead. 

©  Do  10  reps 
on  the  bench 
press,  10  reps 
of  hamstring 
exercises,  such 
as  curls,  and 
finish  the 
circuit  with 
10  leg  presses 
(left). 

©Complete 
the  lifting  routine 
two  more  times, 
resting  about 
five  minutes 
between  circuits, 
for  a  total  of 
30  reps  for 
each  muscle 
group. 

5.  Stretch  after 
the  routine 
(below,  left). 


for  contact,  which  makes  it  the  kind  of 
venue  that' s  more  taxing  physically  and 
mentally  on  a  driver.  So  in  the  week  before 
racing  there,  or  sometimes  two  weeks  in 
advance,  they'll  dial  back  on  the  heavy  lift- 
ing and  incorporate  more  rest,  especially 
during  the  hottest  days  of  summer.  "You 
have  to  know  how  to  train  through  some 
races,"  Golich  says,  "and  how  to  rest  for 
when  you  want  to  be  ready  to  go." 

That  will  be  crucial  for  Edwards, 
whose  schedule  is  demanding  even  by 
NASCAR  standards.  In  addition  to  the 
Nextel  Cup  he's  competing  in  the  sec- 
ond-tier Saturday  Busch  Series  races, 
and  he's  doing  a  handful  of  Friday  night 
truck  races.  In  all,  he'll  do  about  75  races 
this  season.  Plus,  away  from  the  track,  he 
recently  started  a  record  label,  Back  40 
Records,  in  his  hometown  of  Columbia, 
Mo.  "I  can't  [call  in]  sick,"  he  says.  Nor 
can  he  afford  to  be  totally  gassed  at  the 
end  of  a  race  he  has  won— Edwards 
punctuates  each  victory  with  a  backflip 
off  his  car.  ■ 
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Executive  Life  My  Tunes 


BY  JONATHAN  SCHWARTZ 


Harold  Aden's 
Beautiful  Sorrow 


SOMEWHERE  OVER  THE  RAINBOW.  Harold  Arlen  wrote  that  lovely, 

plaintive  melody  just  before  World  War  II.  Starting  in  the  1930s 

and  continuing  through  the  early  1970s,  Arlen  built  a  catalog 

of  melancholy  spirit  that  has  survived  time.  Stormy  Weather,  III 

Wind,  and  /  Gotta  Right  to  Sing  the  Blues  still  speak  for  a  cantor's  son  born 

in  the  glacial  February  of  1905  in  Buffalo.  J  Arlen  was  a  superb  pianist  am 

a  marvelous  singer.  In  fact,  the  first  recording  of  Stormy  Weathenmade  oni 


a  78  rpm  in  1933,  is  his. 
He  sang  in  vaudeville, 
in  clubs,  and  at  parties. 
Early  on,  he  became  a 
top-tier  composer  in  the 
ranks  of  George  Gersh- 
win, Richard  Rodgers, 
Irving  Berlin,  Cole  Porter, 
and  Jerome  Kern.  Some 
of  the  greatest  lyrics  of  all 
time,  written  by  Yip  Har- 
burg,  Ted  Koelher,  John- 
ny Mercer,  and  others, 
were  set  to  his  music. 

Harold  Arlen  was  a 
droll  and  tender  fellow, 
and  a  musician  of  excep- 
tional candor.  His  songs 
speak  of  longing  and  loss. 
Consider  One  for  My  Baby 
or  Blues  in  the  Night.  (Arlen  used  to  call 
Blues  one  of  his  "tapeworm"  melodies  be- 
cause it  didn't  have  the  usual  32-bar  struc- 
ture but  stretched  out,  wormlike,  winding 
through  two  or  three  melodies  in  the  same 
song.)  These  are  dignified  works,  honest 
music,  and  easily  identified  as  Arlen's. 
They  are  midnight  thoughts  born  of  a 
solitude  Arlen  was  unafraid  to  reveal. 

Singers  worldwide  have  paid  their 
respects.  From  jazz  artist  Tierney  Sutton, 
who  sings  two  versions  of  Get  Happy  on 
her  new  CD,  On  the  Other  Side,  to  Broad- 
way and  popular  singer  Tom  Wopat,  who 
paid  tribute  on  a  2005  all-Arlen  album, 
vocalists  embrace  his  music  today.  They 
have  always  taken  unusual  care  with 
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Arlen's  work.  Listen  to  Sinatra's  ///  Wind 
on  his  album  In  the  Wee  Small  Hours  or 
Judy  Garland's  The  Man  That  Got  Away. 
You  can  almost  reach  out  and  touch 
Harold  Arlen  after  identifying  him  in  the 
first  three  mournful  notes. 

As  a  young  man  I  wanted  to  embrace 
him.  The  closest  I  came  was  a  brief  mo- 
ment in  his  home  while  he  sat  at  the 
piano  playing  Come  Rain  or  Come  Shine. 
I  stood  behind  him  and  gently  rested  my 
hands  on  his  shoulders. 

Jazz  musicians  can  infuse  their  own 
feelings  into  Arlen's  melodies,  unlike, 
say,  Jerome  Kern's,  which  have  a  for- 
mality that  doesn't  invite  improvisation 
(think  OV  Man  River). 


Not  that  sorrow  is  Arlen's  only  bail 
ness.  Think  of  Get  Happy  and  Ha$ 
as  the  Day  is  Long— my  goodness,  s^ 
affirmative  stuff.  Get  Happy  was  i  j;i 
first  song  Arlen  wrote,  in  1930,  wheH:: 
was  a  rehearsal  pianist.  He  doodled 
out  during  a  break.  They're  wondeifr 
songs,  but  if  you  are  really  looking; 'jj 
Harold  Arlen,  lend  your  heart  to  It  • 
Written  in  the  Stars,  Blues  in  the  Nil 
and  all  the  others.  Then  you'll  know)  i 
To  learn  more,  go  to  haroldarlen.co;»  $ 
Web  site  run  by  his  son,  Samuel.  II I 

ALSO  CHECK  OUT 
THESE  RECORDINGS: 

FRANK  SINATRA:  Last  Night  When  mL 
Were  Young  on  Wee  Small  Hours  (19ih  it 
and  Blues  in  the  Night  and  One  for  M{ 
Baby  on  Only  the  Lonely  (1958) 
ELLA  FITZGERALD:  It  Was  Written  in  i  AF 
Stars  on  Ella  Fitzgerald  Sings  the  H&i  j;  •• 
Arlen  Songbook  (I960) 
TONY  BENNETT:  A  set  of  Arlen  songs? 
his  Live  at  Carnegie  Hall  (1962) 
NANCY  LAMOTT:  Out  Of  This  World/ 
So  in  Love  on  Listen  to  My  Heart  (19'. 
SYLVIA  McNAIR:  The  Morning  After 
on  her  Come  Rain  or  Come  Shine— 
The  Harold  Arlen  Songbook,  made  w 
Andre  Previn  (1996) 


I 


Ms 


Jonathan  Schwartz  hosts  High  Standarc 
a  channel  on  XM  Satellite  Radio,  as  well, 
weekend  shows  on  WNYC-FM,  a  New  Yor 
public  radio  station. 
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'arkeron  Wine 


BY ROBERT PARKER 


When  Branello 
Lives  Up  to  Its  Fame 


tUNELLO  Dl  MONTALCINO  may  be  Italy's  most  famous  wine,  but  it 
bquently  disappoints  me.  The  wine,  which  hails  from  the  Tuscan 
wn  of  Montalcino  and  is  made  from  the  sangiovese  grape,  is  aged  in 
bod  for  at  least  two  years.  Often  I  find  that  it  has  too  much  tannin  and 
lusty  oak  and  not  enough  fruit.  Since  selection  is  so  important  with 
lunello,  I  asked  my  colleague  Antonio  Galloni  for  a  list  of  his  favorites 
bm  2001,  the  best  of  the  recent  vintages.  Among  them  are: 


uta  La  Fuga 

bints.  This  is  a  fresh,  vibrant  Italian 
[displaying  attractive  notes  of  cherries, 
kco,  minerals,  and  sweet  toasted  oak. 
fcodied  and  ample 
le  palate,  it 
Is  outstanding 
■has  well 
lenty  of  style, 
iannins,  and 
liderstated  yet 
itssive  personality 
■  be  at  its  finest  between 
land  2019.  $57 

i.  ci  Piccolomini  d'Aragona 
■rosso 

I  lints.  This  stylish,  cask-aged  offering 
§ls  a  floral,  aromatic  nose  followed  by 
perfumed  red  fruit  that  blossoms 
palate  with  notable  expansiveness, 
>,  and  elegance.  It  closes  with  fine, 
le  tannins.  While  it  can  be  enjoyed  today, 
Ibe  even  better  in  a  few  years  and  should 
■or  two  decades.  $60 

Pacenti 

ints.  A  midweight,  ruby-hued  brunello, 
ine  opens  with  a  finely  nuanced, 
bouquet  followed  by  a  delicate  core 
b  fruit  that  bursts  onto  the  palate  with 
tional  elegance,  purity,  and  finesse  as 
s  silky  tannins  in  the  finish.  Enjoy  this 
jnd  wine  any  time  between  2007  and 
$70 


Costanti 

93  points.  With  its  pure,  cleanly  articulated 
notes  of  cherries,  tobacco,  and  underbrush, 
Costanti's  brunello  is  a  textbook  example  of 
sangiovese  from  Montalcino.  It  possesses 
excellent  concentration,  great  length, 
nuanced  transparency,  fine,  elegant  tannins, 
and  a  note  of  warmth  from  the  alcohol  on  the 
finish.  This  outstanding  effort  will  benefit  from 
a  few  years  in  the  cellar,  and  it  will  keep  for  at 
least  20  years.  $75 

Salicutti 

94  points.  This  wine  exhibits  nuances  of 
ripe  fruit,  earthiness,  and  tobacco  with  great 


length  on  the  palate,  firm  tannins,  and  a  fine, 

long  finish.  Although  full-bodied  and  intensely 

flavored,  it  also  has  an  ethereal  sense 

of  lightness.  This  bottle  needs  to  be 

cellared.  Its  anticipated  maturity: 

2011-2023.  $100 

Cerbaiona 

96  points.  This  superb  wine 
opens  with  a  profound,  deeply 
expressive  nose  of  licorice, 
tar,  black  cherries,  and 

y^        smoke  that  takes  on 
^- — -         new  dimensions  of 
complexity  as  it  sits 
in  the  glass.  Medium 
body,  vibrant  fruit,  and 
noble  tannins  ensure  that 
it  still  will  be  a  magical  wine 
in  15  to  20  years.  $125 

Salvioni 

95  points.  One  of  the  vintage's  top  wines,  the 
Salvioni  displays  sweet  dark  fruit,  notable 
concentration,  a  classic  structure,  and  superb 
expansiveness  as  well  as  length.  Despite  its 
four  years  of  cask  aging,  the  wine  boasts 
incredible  freshness,  richness,  and  vibrancy. 
It  will  be  at  its  finest  in  two  to  three  years  and 
should  keep  for  two  decades.  $145  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 


rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  For  more  Parker  picks,  go  to  businessweek.com/extras. 
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PersonalFinance !  Estates 


The  Insurance 
Inheritance 

Creative  new  ways  to  fund  multimillion-dollar 
policies  can  help  you  minimize  taxes-and  leave 
more  money  foryour  heirs.  BY DEBORAHL  JACOBS 


Wealthy  families  have  long  used  life  insurance 
policies  as  a  way  to  minimize  the  impact  of  es- 
tate taxes  as  they  pass  money  from  generation 
to  generation.  One  drawback:  On  a  multimil- 
lion-dollar policy,  premiums  can  run  well  into 
six  figures.  For  those  who  didn't  have  the  cash 
flow,  that  used  to  mean  liquidating  investments 
or  taking  a  loan,  or  for  high-level  executives,  relying  on  employers.  But 
now  savvy  lawyers  have  figured  out  ways  for  clients  to  finance  multimil- 
lion-dollar policies  without  going  to  the  bank  J  Such  family-funded 
insurance  strategies  are  on  the  rise  because  employers  can  no  longer 
finance  such  policies.  The  Sarbanes-Oxley  Act  prohibits  personal  loans 
from  public  companies  to  their  executives.  These  deals  generally  rely 

on  an  irrevocable  life  insurance  trust,  or  The  best  way  to    pay  the  annual  bill 

ILIT.  The  trust  buys  the  policy  and  holds      will  depend  on  your  situation.  Here  are 

the  proceeds  for  the  beneficiaries.  Why 

the  trust?  If  you  own  a  policy  that  insures 

your  life,  the  proceeds  become  part  of 

your  estate  and  possibly  subject  to  estate 

tax.  Not  so  with  the  ILIT. 

The  major  challenge  is  to  figure  out 

how  to  get  money  into  the  trust  so  it 

can  pay  the  premiums.  How  you  do  this 

will  depend  on  the  number  of  benefi- 
ciaries, the  annual  cost,  and  how  much 

you  have  to  contribute.  For  example,  a 

$10  million  guaranteed  universal  life 

policy  for  a  healthy  55-year-old  man 

would  cost  about  $150,000  a  year,  says 
P  Mark  Armstrong,  a  vice-president  at 
»  ValMark  Securities,  an  insurance  broker 
|  in  Akron.  That's  a  relatively  new  and 
5j  popular  type  of  insurance  that  offers  a 
g  guaranteed  premium  and  death  benefit, 
2   and  a  small  cash  value. 


some  options. 

You  have  plenty  of  money  and  many  heirs 
to  whom  you  want  to  give  it. 

Oddly  enough,  the  more  beneficiaries  of 
your  ILIT,  the  easier  it  is  to  fund  a  policy. 
The  goal  is  to  contribute  as  much  as 
you  can  to  the  trust  without  running  up 
against  gift  tax.  You  can  put  in  $12,000  a 
year  for  each  trust  beneficiary;  it's  called 
the  "annual  exclusion."  Your  spouse  can 
add  in  another  $12,000  for  each  benefi- 
ciary, too. 

Those  exclusions  can  give  you  a  lot  of 
bang  for  your  buck.  Take  the  case  of  a 
couple  who  used  insurance  to  make  gifts 
to  their  grandchildren  go  much  further. 
They  did  this  by  setting  up  a  trust  that 
purchased  a  $10  million  policy  on  their 
son,  a  38-year-old  father  of  eight.  To- 


gether the  couple  put  $192,000  a  year 
$24,000  for  each  child— into  the  ILI 
says  the  couple's  attorney,  Jon  Gallo, 
lawyer  with  Greenberg  Glusker  FieL 
Claman  &  Machtinger  in  Los  Angel< 
The  premium  is  $50,000  a  year,  so  t'l 
trust  can  invest  the  rest  of  the  money  ai 
build  a  nest  egg.  That  way,  the  premiur 
will  be  paid  by  the  trust  when  the  gran 
parents  are  no  longer  around. 

You  don't  have  a  lot  of  heirs,  and  paying 
that  premium  will  trigger  gift  tax. 

Don't  give  it,  lend  it.  This  loan  to  t 
trust  must  be  documented,  and  yoi 
have  to  have  an  interest  rate  that's  u 
proved  by  the  Internal  Revenue  Servi  ' 
If  you  have  the  cash,  you  can  lend  I 
directly.  If  you  don't,  you  can  born 
from  a  bank  and  then  lend  that  mor 
to  the  ILIT.  The  difference  between  I 
interest  rate  you  pay  the  bank  and  i  j 
IRS-approved  rate  you  get  from  the  tr 
amounts  to  a  tax-free  gift  to  the  trust 


You  don't  have  a  lot  of  cash,  but  your 
privately  held  business  is  flush. 

This  is  a  common  situation  among 
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reneurs.  Lawrence  Brody,  a  lawyer 
1  Bryan  Cave  in  St.  Louis,  recently 
>ed  arrange  a  loan  from  a  woman's 
ort-export  business  to  an  ILIT  that 
ght  $100  million  of  insurance  for 
naming  her  two  adult  children  as 
eficiaries.  The  business  loaned  the 
t  $2  million  to  pay  the  premium. 
t  principal  is  due  at  her  death.) 
help  the  ILIT  finance  the  yearly 
3,000  in  interest  payments,  the 
er,  who's  in  her  early  50s,  will  make 
ual  gifts  to  the  trust. 

don't  have  a  lot  of  cash,  but  you  own 
erty  that  throws  off  income. 

|  easiest  move  is  to  give  the  property 
l  e  trust.  But  if  that  would  trigger  tax, 
i  he  property  to  the  trust  in  exchange 


for  a  promissory  note  with 
interest,  says  Stephan  R. 
Leimberg,  an  insurance  ex- 
pert and  president  of  Leim- 
berg Information  Services  in 
Bryn  Mawr,  Pa. 

You  want  to  whittle  down 
the  sale  price  to  make  it  eas- 
ier for  the  trust  to  pay  off  the 
note.  One  way  to  lower  the 
price  is  with  a  family  lim- 
ited partnership  (FLP).  (This 
popular  estate-planning  tool 
can  serve  a  variety  of  functions,  not  just 
for  ILITs.)  Here's  how  it  works:  First  you 
would  put  the  property— assume  if  s  pub- 
licly traded  stock— into  the  FLP.  Next,  you 
would  sell  the  ILIT  a  share  of  that  partner- 
ship. Since  few  people  outside  the  fam- 


The  goal 
is  for  the 
insurance 
trust  one 
day  to  pay 
its  own 
premiums 


ily  would  want  an  interest  in 
such  a  partnership,  you're  al- 
lowed to  discount  the  stock's 
value  by  about  30%.  The  ILIT 
will  receive  partnership  dis- 
tributions that  it  can  use  to 
pay  premiums. 


You  have  only  enough  cash  to 
pay  part  of  the  premium. 

Get  someone  in  the  family 
to  share  the  cost  in  what's 
called  a  split-dollar  deal.  You 
give  enough  money  to  the  ILIT  to  pay  a 
portion  of  the  premium.  More  precisely, 
it  will  be  what  a  term  life  insurance  pol- 
icy would  cost.  Then  a  family  member, 
known  as  the  donor,  pays  the  balance. 

When  you  die,  the  trust  and  the  donor 
typically  share  the  proceeds.  The  donor, 
who  gets  paid  first,  must  get  back  either 
what  was  paid  out  or  the  cash  value  of  the 
policy,  whichever  is  greater.  Otherwise, 
the  arrangement  would  be  considered  an 
interest-free  loan  subject  to  gift  tax. 

You  are  setting  up  other  trusts  anyway. 

This  is  a  terrific  opportunity  to  use  pay- 
outs from  those  trusts  to  fund  the  ILIT, 
with  the  goal  of  making  it  self-sustain- 
ing. For  instance,  suppose  you  place  ap- 
preciating assets,  such  as  stocks,  into  an 
irrevocable  trust  and  retain  the  right  to 
receive  an  annual  income  for  a  period, 
usually  five  years  or  less.  If  you're  alive  at 
the  end  of  the  period,  any 
properly  left  in  the  trust 
(known  as  a  grantor  re- 
tained annuity  trust,  or 
GRAT)  could  pass  to  the 
insurance  trust. 
Before  using  a  fam- 
ily deal  to  finance  costly 
life  insurance,  ask  about 
whether  the   arrange- 
ment can  be  undone 
if  your  circumstances 
change.     Remember, 
too,  that  with  any  loan 
transaction,   "at   the 
end  you  have  to  re- 
pay the  debt"— most 
likely  out  of  the  policy 
proceeds,  warns  How- 
ard Zaritsky,  a  lawyer 
in  Rapidan,  Va.  And 
that  will  leave  less  for 
those  you  intended  to 
benefit.  The  upshot: 
Depending  on  financ- 
ing   technique,    you 
may  need  to  buy  more 
insurance.  II 
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PersonalFinance  Funds 


Pumping  Up  the 
Muni  Advantage 

Using  financial  engineering,  hedge  funds  can 
hike  returns  to  8%  or  9%.  BY  NANETTE  BYRNES 


HERE'S  THE  WAY  YOU 
used  to  invest  in  mu- 
nicipal bonds:  Buy 
$50,000  of  30-year 
Texas  highway  bonds 
with  a  4%  coupon  and 
collect  interest  of  $1,000  twice  a  year 
for  30  years.  At  the  end,  you  get  your 
$50,000  back. 

Here's  a  new  way, 
at  least  for  high-net- 
worth  investors:  Give 
$1  million  to  a  hedge 
fund.  It  will  pool  your 
money  with  others'  to 
score  $100  million  of 
bonds,  chop  up  the  in- 
terest payments,  buy  a 
derivative  instrument  to 
protect  the  investment, 
and  voila,  turn  the  4% 
into  8%  or  9%-that's 
still  tax-free. 

This  juiced-up  style  of 
investing  is  called  muni- 
bond  arbitrage  (table). 
Until  several  years  ago, 
investment  banks  and 
corporations  did  it  main- 
ly for  their  own  accounts. 
Then  the  muni  traders 
heard  the  siren  song  of 
hedge  funds,  too,  and  set 
up  their  own  shops.  Now 
there  are  about  25  hedge 
funds  with  an  estimated 
$3  billion  in  muni-bond 
arbitrage.  At  least  three 
firms,  GEM  Capital, 
Rockwater  Hedge,  and 
Fortigent,  are  repackag- 
ing their  services  in  funds 
of  funds,  some  of  which 
allow  investors  in  with  as 
little  as  $100,000. 

What  has  made  this 
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style  of  investing  suddenly  so  popular 
is  the  return  it  offers:  It  has  earned 
8%  to  12%  annually  over  the  past  few 
years,  tax-free,  on  an  investment  with 
an  AAA  credit  rating.  "This  is  a  time  of 
great  popularity"  for  the  approach,  says 
Keith  Pagan,  president  of  GEM  Capital. 
"It  is  generating  significant  cash  flow 
with   infinitesimal   credit   risk."    Still, 


that  popularity  is  starting  to  squee: 
the  returns  to  investors. 

The  hedge  funds  start  with  AAA-rati 
long-term  bond  issues,  now  paying  o 
around  4%  a  year.  They  take  a  got 
amount  of  that,  often  between  $50  m 
lion  and  $100  million,  and  put  the  bon 
in  a  specially  created  trust.  Using  i 
bonds  as  collateral,  an  investment  ba' 
creates  two  securities.  The  first,  called  t 
"A  certificate"  or  "floater,"  is  a  mom 
market-like  instrument  on  which  t 
yield  resets  every  seven  days.  The  seco: 
part,  the  "B  certificate,"  is  held  by  t 
hedge  fund  and  gets  the  4%  fixed  ra 
Today,  the  floaters  generally  pay  inten 
of  3.2%.  The  hedge  fund  collects  the  c  i 
ference  between  the  4.0%  the  municip 
ity  is  paying  and  the  3.2%  going  to  t 
money  market  fund. 

This  would  be  a  terrible  bet,  of  coui 
if  the  muni-bond  yield  curve  ever  "  j 
verts"— in  other  words,  if  short-te 
rates  were  to  exceed  long-term,  as  ra ' 
on  Treasury  bonds  do  today.  But  it  ne«j 
has.  That  is  because  muni-bond  hro' 
tors,  particularly  money-market  fuiiil 


7  Over  time,  the  return 
on  the  fund's  investment 
is  the  difference  between 
interest  from  the  municipality 
and  what  is  paid  to  the  short- 
term  investors.  Recently,  funds 
have  been  returning  8%-plus, 
tax-free, after  © 

fees.  ^^ 


Z^ 


Hull 


6  The  fund 
now  has 
a  $100  million 
asset  at  a  cost  of 
$10  million. 


High  Rates, 
No  Taxes 


Municipal-bond  arbitrage 
is  an  increasingly 
popular  investment  play 
that  has  become  available 
to  individual  investors 
through  hedge  funds. 
The  goal  is  to  generate 
a  high  rate  of  tax-free 
income. 

Here's  an  example  of 
how  it  works: 


1A  municipalii*' 
issues  a  $2(.'ft 
million  AAA-ratffe 
30-year  bond,  i? 


5  The  fund  then 
buys  a  swap  that 
will  protect  it  in  case 
interest  rates  shoot  up. 
The  cost  is  about  10% 
of  the  bonds'  value,  or 
$10  million. 


oooooo 

JOOOOOO 
DOOOOOO 

oooooo 


A  hedge  funi 
agrees  to  bu 

half  those  bonds. 

$100  million  wor 


4  A  money-market 
fund  pays  $100 
million  for  the  short-term 
certificates,  while  the 
hedge  fund  controls  the 
longer-term  paper. 


3  The  bonds  are  put 
trust,  allowing  an 
investment  bank  to  spli 
30  years  of  payments  it  . 
short-term  and  long-ter  [ 
certificates. 

Data:  Sus/nes:  -}#JJ| 

fort 
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Web  Review 


t  short-term  securities,  but  cities 
states  issue  mainly  long-term 
:  because  they  use  the  proceeds 
)uild  long-lived  assets  such  as 
is  and  schools.  The  demand  for 
short-term  munis  is  so  great  that 
money-market  funds  will  often 
for  this  sliver  a  price  close  to,  or 
etimes  even  equal  to,  what  the 
le  bond  cost. 

nee  the  trust  must  make  the  in- 
>t  payments  on  the  short-term 
:r  first,  the  hedge  fund  has  to 
•d  against  rates  going  higher.  To 
lat,  the  fund  buys  an  interest-rate 
5  from  an  investment  bank.  Dif- 
lt  funds  do  this  in  different  ways, 
it's  typical  for  that  to  cost  about 
or  less  than  the  total  value  of  the 
Is— say,  $10  million  on  $100  mil- 
lin  30-year  bonds.  Even  though 
iind  gets  4%  on  the  bonds  and 
j  3.2%  on  the  short-term  securi- 
rhe  leverage  allows  them  to  earn 
%-plus  return  a  year  after  fees. 

POPULAR? 

|  SPREAD,  OR  the  difference  be- 
ll short-term  and  long-term  rates, 
lat  makes  the  arbitrage  work, 
the  yield  curve  is  steeper  or 
there's  a  bigger  gap  between 
and  short  rates,  these  hedge  fund 
are  even  more  rewarding. 

problem  with   all  kinds  of 

age  is  that  the  more  people 

practice  it  the  less  profitable  it 

nes.  And  that  is  a  concern  now. 

rs  say  the  growing  popularity 

s  strategy  has  contributed  to  the 

ling  of  the  muni  yield  curve.  At 

nd  the  hedge  fund  demand  for 

■ated  bonds  allows  issuers  to 

the  rates  they  pay.  At  the  other 

te  funds  risk  flooding  the  mon- 

rket  with  so  much  short-term 

that  they  have  to  pay  higher 

o  attract  buyers. 

er  factors  could  spoil  these  deli- 

eals.  If  the  law  were  changed  to 

tax  rates,  munis  would  become 

■[tractive  and  their  prices  would 

■complete  loss  of  the  tax  exemp- 

would  have  an  even  more  devas- 

m  impact. 

m  worst  time  for  muni-arb  was 
■fter  September  11,  when  inves- 
Mished  to  Treasury  bonds  in  a 
■to  quality.  Treasuries  rose  faster 
«unis,  leaving  the  traders  to  pay 
■for  their  hedges.  The  arbs  lost 
m\  a  month  but  soon  recovered, 
fm't  get  8%  or  9%  tax-free  with- 
al ttle  risk.  ■ 


Stock  Trades 
Without  Borders 

Investing  on  exchanges  worldwide  is  finally 
becoming  simple-and  cheap,  by  lewis  braham 
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BUYING  STOCKS  THAT  TRADE 
only  on  foreign  exchanges 
can  be  a  hassle.  Usually  you 
have  to  call  your  broker,  who 
will  charge  as  much  as  $100 
for  the  trade,  plus  a  fee  to 
convert  your  dollars  to  euros,  yen,  or 
whatever  currency  you  need.  That's  why 
many  people  wind  up  investing  in  foreign 
companies  that  have  American  depositary 
receipts  (ADRs),  shares  that  trade  on  Wall 
Street  in  U.S.  dollars.  But  that  limits  your 
choices  to  about  500  companies.  Some 
world-class  outfits,  including  Samsung 
and  BMW  Group,  don't  even  have  ADRs. 

Well,  get  ready  to  broaden  your  in- 
vestment horizons.  On  Feb.  20,  E*Trade 
Financial  launched  its  Global  Trad- 
ing account,  which  allows  investors  to 
trade  about  14,000  foreign  stocks  online 
cheaply  and  easily.  The  Web -based  bro- 
ker is  one  of  the  first  to  of- 
fer direct,  real-time  access 
to  exchanges  in  Canada, 
France,  Germany,  Hong 
Kong,  Japan,  and  Britain. 
Commissions  are  in  local 
currencies  and  work  out  to 
about  $20  per  trade.  The 
program  is  being  offered 


A  few  clicks 
convert  your 
dollars  to 
euros  or  yen 


to  select  customers  now  and  will  be  open 
to  all  in  April. 

Getting  started  is  simple.  If  you're 
already  an  E*Trade  customer,  you  can 
open  a  Global  Trading  account  with  a 
few  clicks.  It  will  pop  up  under  the  "Ac- 
counts" tab  on  the  same  page  as  all  of 
your  other  assets.  A  few  clicks  later,  you 
fund  it  by  transferring  dollars  from  your 
main  account  and  converting  them  to 
the  currency  of  your  choice  via  the  "Cur- 
rency Exchange"  tab.  You're  then  ready 
to  trade  stocks  in  that  currency. 

The  E*Trade  site  offers  some  overseas 
information  resources,  including  Reuters 
news  on  global  markets  and  individual 
companies.  There's  also  a  daily  market- 
summary  page  for  each  bourse.  The  info 
on  individual  stocks  is  bare-bones,  such 
as  price  and  volume  data  and  the  price- 
earnings  ratio.  E*Trade  officials  plan  to 
add  more  research  tools  and  services. 

EVEN  CHEAPER 

WHILE  THE  GLOBAL  account  is  less 
cosdy  than  many  others,  it's  not  the 
cheapest.  Interactive  Brokers,  which  of- 
fers trades  in  10  markets,  has  gener- 
ally lower  commissions.  Interactive  also 
has  significantly  lower  costs  for  cur- 
rency exchanges.  E*Trade's  fee  for  buy- 
ing $10,000  worth  of  euros  is  1.25%,  or 
$125,  but  you  wouldn't  see  it  on  your 
statement.  The  fee,  which  declines  as  the 
trades  get  larger,  is  rolled  into  the  cost. 
At  Interactive,  the  same  euro  purchase 
would  cost  just  $2.50,  and  it's  indicated 
on  the  statement. 

Still,  Interactive  lacks 
E*Trade's  ease  of  use  and 
breadth  of  products  and 
services.  For  the  investor 
looking  to  expand  over- 
seas, E*Trade's  new  ac- 
count holds  a  particular 
allure.  ■ 
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BY  GENE  G.  MARCIAL 

WARREN  BUFFETT'S  BUY  HAS  BUOYED  UNITEDHEALTH  GROUP. 
THE  DRUG  PIPELINE  AT  EPIX  IS  CATCHING  THE  EYE  OF  BIG  PHARM) 
LJ  INTERNATIONAL:  RACING  TO  OPEN  MORE  STORES  IN  CHINA. 


Buf fett  and  UnitedHealth 

WARREN  BUFFETT  stirred  up  investor  excitement 
in  UnitedHealth  Group  (UNH),  the  largest  U.S. 
medical  insurer,  when  his  Berkshire  Hathaway 
reported  buying  1  million  shares  of  UNH  in  a  Feb.  15  filing 
with  the  Securities  &  Exchange  Commission.  Back  in  2006, 
UNH  tumbled  from  63  in  January  to  42  on  May  24  because 
of  an  options-backdating  scandal  that  culminated  in  the 
ouster  of  CEO  William  McGuire.  Afterward,  the  stock  inched 
up  as  pros  took  advantage  of  the  drop,  but  Buffett's  purchase 
alone  boosted  it  from  under  52  to  54.  Even  before  Buffett's 
move,  Sarat  Sethi  of  investment  firm  Douglas  C.  Lane  & 
Associates  had  bought  in  when  shares  slid  into  the  40s. 
"UNH  is  a  strong  franchise  that  is  way  undervalued,"  says 


ON  THE  RCM 
TO  RECOVER 

STOCK  PRICE  (DOLLARS' . 


Sethi,  who  puts  its  intrinsic  value  at 

more  than  70.  As  either  No.l  or  2  in  its 

markets,  UNH  is  the  low-cost  operator 

with  the  highest  margins  among  its 

peers,  notes  Sethi.  He  expects  UNH 

to  resume  its  share-buyback  program 

once  the  options  inquiry  closes. 

Melissa  Mullikin  of  Piper  Jaffray  (it 

did  banking  for  UNH),  who  rates 

it  "outperform,"  says  the  company 

"continues  to  be  a  strong  cash-flow 

generator."  In  2006  it  had  $6.5  billion 

in  adjusted  operating  cash  flow,  more  than  1.5  times  net 

income,  she  says.  For  2007,  Mulliken  sees  profits  of  $3.40 

share  on  revenues  of  $78  billion;  for  2008,  she  expects  $3 

on  $85.8  billion. 


2-0  on  the  road 


(Ford  Fusion  beat  Camry  and  Accord  twice.) 


it 
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OUT  OF 
A  TROUGH 

STOCK  PRICE  (DOLLARS) 


hat  Glaxo  Saw  in  Epix 

W  -7-HEN  EPIX  PHARMACEUTICALS  (EPIX),  a  small 
\  J  biotech,  signed  up  on  Dec.  12  with  GlaxoSmithKline 

V     for  clinical  trials  of  a  drug  for      ^^^^_^___ 
termer's  and  three  other  products, 
tock  leaped  from  5.52  to  738  in  two 
i.  It  has  since  eased  to  6.49,  but  some 
;  think  it  will  more  than  double  in  a 
.  The  deal  gave  Glaxo  14.6%  of  Epix. 
;r  funds  focused  on  biotechs  also 
I  big  positions,  including  OrbiMed 
isors,  the  No.  2  investor,  with  11.5%. 
:o  paid  Epix  an  initial  $35  million, 

a  potential  of  rising  to  $1.2  billion 
ilestone  payments.  "Its  pipeline 
ternaily  developed  compounds 
tes  Epix  attractive  at  current  prices,"  says  George  Fulop 
eedham,  who  has  a  12-month  target  of  13.  Max  Jacobs  of 
ta  Capital,  which  owns  shares,  says  Epix  could  hit  20  in  two 
ree  years  based  on  the  potential  of  its  products. 

Sparkling  Hong  Kong  Jeweler 

OME  OF  THE  SHINE  at  top  U.S.  jewelers  such  as  Fred 
Meyer  Jewelers  and  Helzberg  Diamonds;  at  specialty 
stores  Zales  and  Kay  Jewelers;  and  at  Wal-Mart  and 
fs  comes  from  little-known  LJ  International,  a  maker  of 


JULY  10,  '06       FEB.  21.  '07 
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quality  jewels  in  Hong  Kong.  Its  stock,  which  trades  on  the 
NASDAQ  with  ticker  symbol  JADE,  has  shot  straight  up  from 
4.20  in  mid-December  to  11.03  on  Feb.  21.  With  its  retail  and 
wholesale  business  growing  fast,  LJ  International  plans  to 
increase  the  number  of  stores  in  China  to  at  least  100  before 
the  2008  Olympics  opens,  says  Chairman  and  CEO  Yu  Chuan 
Yih.  Right  now  it  has  45  oudets  in  China,  Hong  Kong,  and 
Macau,  and  it  uses  a  variety  of  designers  in  China.  Albert  Lee 
of  Maxim  Group,  who  rates  LJ  International  a  buy,  raised 
his  earnings  estimates  and  12-month  target  price  to  12  after 
posting  better- than-expected  fourth-quarter  results.  "My  12 
target  may  still  be  inexpensive,"  he  says,  based  on  his  2007 
earnings  forecast  of  57<t  a  share  on 
sales  of  $154.7  million,  compared  with 
2006's  33<t  on  $123  million.  For  2008, 
he  expects  to  see  84<t  on  $192  million. 
Gordon  McBean  of  Roth  Capital 
Partners  says  LJl's  wholesale  and 
retail  business  present  "solid  growth 
prospects  as  more  U.S.  and  European 
retailers  look  to  low- cost,  high-quality 
makers  overseas."  LJI  is  positioned 
to  benefit  from  the  strong,  growing 
demand  in  China,  he  adds.  ■ 
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ONLINE:  Gene  Marcial's  Inside  Wall  Street  is  posted  at  businessweek.com/ 

investor  at  5  p.m.  EST  on  the  magazine's  publication  day.  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 


A  RUNUP  FOR 
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fly  in  Los  Angeles,  Camry  and  Accord  got  a  second  chance  to  prove  themselves 
t  the  all-wheel-drive  Ford  Fusion.  Road  &  Track  invited  car  enthusiasts  to  test- 
lie  midsize  sedans  back-to-back-to-back.  And  just  like  a  month  earlier,  when 
id  Driver  hosted  the  same  kind  of  competition  in  Washington,  DC,  drivers 
ed  the  handling,  performance  and  styling  of  the  Fusion  to  the  other  two  cars. 
g  the  imports  in  their  own  backyard.  If  that  surprises  you,  find  out  what 
■ding  drivers  on  both  coasts  have  already  discovered. 

lit  out  yourself.  Visit  a  Ford  Dealer  or  go  to  fusionchallenge.com. 


FUN  TO  DRIVE 


PERFORMS  WELL 


from  400  drivers  in  L.A.,  who  were  asked  if  the  cars  were  attractive,  fun  to 
Isrformed  well  and  handled  with  precision.  "Yes"  responses  scored  one  point, 
fsponses  scored  zero.  The  results  speak  for  themselves. 


FUSION 

CHALLENGE 


PersonalFinance  I  Figures  of  the  Week 


STOCKS 


COMMENTARY 

The  markets  looked  ready  to 
rocket  to  new  highs  before 
petering  out  at  the  end  of  the 
week,  as  the  Fed's  worries 
over  inflation  dampened 
investors'  spirits.  Profits  at 
Wal-Mart  jumped  this  quarter, 
pushing  shares  up  4%.  News 
that  Spanish  megabank  BBVA 
plans  to  gobble  up  Compass 
Bancshares  boosted  the  stock 
of  the  regional  player  by  13%. 

Data:  Bloomberg  Financial  Markets.  Reuters 

MUTUAL  FUNDS 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  FEB.  20 
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THE  WEEK  AHEAD 


DURABLE  GOODS  ORDERS 

Tuesday,  Feb.  27,  8:30  a.m.,  EST 
» Durable  goods  orders  probably 
retreated  2.8%.  That's  the  median 
forecast  of  economists  surveyed 
by  Action  Economics.  Orders  in 
December  jumped  2.9%. 
GROSS  DOMESTIC  PRODUCT 
(REVISED)  Wednesday,  Feb.  28, 
8:30  a.m.,  EST » Fourth-quarter 
real  GDP  is  expected  to  be  cut 
to  an  annualized  growth  rate  of 
2.5%,  due  mostly  to  a  smaller- 


U.S.  MARKETS 

FEB.  21 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P 500 

1457.6 

0.2 

2.8 

13.6 

Dow  Jones  Industrials 

12,738.4 

0.0 

2.2 

15.1 

NASDAQ  Composite 

2518.4 

1.2 

4.3 

11.3 

S&P  MidCap  400 

S667 

1.3 

7.7 

12.2 

S&P  SmallCap  600 

422.5 

1.8 

5.6 

12.5 

DJ  Wilshire  5000 

SECTORS 

14.723.0 

0.4 

3.6 

14.0 

BusinessWeek  50* 

824.7 

0.2 

3.3 

8.5 

BW  Info  Tech  100" 

451.8 

0.3 

1.0 

17.5 

S&P/Citigroup  Growth 

667.7 

0.2 

2.3 

10.0 

S&P/Citigroup  Value 

7887 

0.1 

3.2 

17.3 

S&P  Energy 

446.5 

-1.2 

-2.0 

11.3 

S&P  Financials 

508.1 

03 

2.6 

171 

S&P  REIT 

221.1 

0.9 

11.2 

32.4 

S&P  Transportation 

279.8 

-0.6 

6.1 

6.9 

S&P  Utilities 

193.3 

-0.6 

3.6 

18.1 

GSTI  Internet 

211.1 

0.6 

57 

9.5 

PSE  Technology 

911.0 

0.5 

4.0 

5.2 

GLOBAL  MARKETS 

FEB  21 

WEEK 

%  CHANG 
YEAR  TO     LA 

DATE       MO 

S&P  Euro  Plus  (U.S.  Dollar) 

2056.5 

-0.6 

3.4       Z 

London  (FT-SE 100) 

6357.1 

-1.0 

2.2        i 

Paris  (CAC  40) 

5694.6 

-0.5 

2.8       1< 

Frankfurt  (DAX) 

6941.7 

-0.3 

5.2        l1 

Tokyo  (NIKKEI  225) 

17,913.2 

0.9 

4.0       j| 

Hong  Kong  (Hang  Seng) 

20,651.4 

2.2 

3.4      3; 

Toronto  (S&P/TSX  Composite) 

13,330.3 

1.0 

3.3      i; 

Mexico  City  (IPC) 
FUNDAMENTALS 

28,716.0 

0.6 

FEB  20 

8.6       5! 

WEEK  AGO      rEAF 

S&P  500  Dividend  Yield 

1.75% 

1.76%       1.78 

•March  19. 1999=1000   "February  7. 2000=1000 


S&P  500  P/E  Ratio  (Trailing  12  mos.)  18.0 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.5 

First  Call  Earnings  Revision*  -2.62% 

TECHNICAL  INDICATORS  feb  20 

S&P  500  200-day  average  1339.9 

Stocks  above  200-day  average  81.0% 

Options:  Put/call  ratio  0.80 

Insiders:  Vickers  NYSE  Sell/buy  ratio  7.26 


178         18 

15.3         15 

-3.08%    -2.00 

•Firstl 

WEEK  AGO      YEAI 

1337.0  Positi 

80.0%  Negati 

0.76  Positi 

6.27  Negati  , 


1: 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH  % 


LAST  12 
MONTHS  % 


WORST-PERFORMING  LAST 

MONTH  % 


GROUPS 


u 

MOI 


Constr.  Materials 

26.0 

Tires  &  Rubber 

75.3 

Steel 

19.8 

Steel 

71,8 

Constr.  &  Farm  Mchnry. 

15.4 

Constr.  Materials 

57.7 

IT  Consulting 

15.3 

Department  Stores 

47.2 

Personal  Products 

13.2 

Divsfd.  Metals  &  Mining 

44.8 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %         52-WEEK  TOTAL  RETURN 
LEADERS                                                          LEADERS 

% 

Real  Estate 

6.2 

Real  Estate 

36.0 

Small-cap  Growth 

5.5 

Pacific/Asia  ex-Japan 

35.3 

Latin  America 

5.1 

Latin  America 

30.9 

Technology 

LAGGARDS 

5.0 

Europe 

LAGGARDS 

28.4 

International  Hybrid 
Health 

Domestic  Hybrid 
Natural  Resources 


2.0 

2.1 
2.1 

2.3 


Health 

Japan 

Natural  Resources 

Technology 


Spclzd.  Cnsmr.  Serv.           -9.1 

Homebuilding 

Food  Wholesalers               -4.9 

Education  Services           , 

Biotechnology                  -4.0 

Gold  Mining 

Broadcasting                    -4.0 

Electric  Mfg. 

Svcs. 

Systems  Software              -3.9 

Spclzd.  Cnsmr.  Serv. 

INTEREST  RATES 

KEY  RATES 

FEB  21 

WEEKAGO      YE/  -  j 

Money  Market  Funds 

4.86% 

4.86%    '  J 

90-Day  Treasury  Bills 

5.17 

5.15       -  I 

2-Year  Treasury  Notes 

4.84 

4.87       I  | 

10-Year  Treasury  Notes 

4.69 

4.74        •  I 

30-Year  Treasury  Bonds 

4.79 

4.83 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXn.  Mid  Cap  Bull  2.5X  13.8 

DireXn.  Sm.  Cap  Bull  2.5X  12.7 

ProFunds  Internet  Inv.  12.4 
ProFunds  UltraMid  Cap  Inv. 

LAGGARDS 

DireXn.  Sm.  Cap  Bear  2.5X  -11.4 
ProFds.  USh.  Mid  Cap  Inv.  -9.8 
Rydex  Dyn.  Russell  2000  H  -91 
ProFds.  USh.  Small  Cap  Inv.  -91 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

Dreyfus  Prem.Grtr.  China  A  717 
Oberweis  China  Opport.  62.1 
E.I.I.  Int.  Property  Instl.  60.1 
OldMut.ClayFinlayCh.A    59.9 

LAGGARDS 

DireXn.  Emrg.  Mkts.  Short  -40.7 
DireXn.  Dev.Mkts.  Bear  2X  -36  2 
DireXn.  Sm.  Cap  Bear  2.5X  -284 
American  Heritage  Grth.    -25.0 


30-Year  Fixed  Mortgage  t 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10-YR.  BOND 

30-YR.h 

General  Obligations 

3.82% 

w 

Taxable  Equivalent 

5.46 

5 

Insured  Revenue  Bonds 

3.96 

1 

Taxable  Equivalent 

5.66 

6f 

than-expected  rise  in  inventories. 
The  initial  increase  was  3.5%. 
NEW-HOME  SALES  Wednesday, 
Feb.  28,  8:30  a.m.  EST » New- 
home  sales  are  forecast  to  have 
remained  virtually  unchanged 
at  an  annual  rate  of  1.1  million 
in  January  from  a  pace  of  1.12 
million  in  December. 
PERSONAL  INCOME  Thursday, 
Mar.  1,  8:30  a.m.,  EST » Personal 
income  most  likely  grew  0.3% 
in  January,  after  a  0.5%  gain  in 


December.  Consumer  spending  . 
most  likely  rose  0.4%,  following  a 
solid  0.7%  rise  in  the  prior  month. 
PURCHASING  MANAGERS' 
INDEX  Thursday,  Mar.  1, 10  a.m., 
EST » The  Institute  for  Supply 
Management's  February  factory 
activity  index  likely  edged  up  to 
50%,  from  49.3%  in  January. 
CONSTRUCTION  SPENDING 
Thursday,  Mar.  1, 10  a.m.  EST » 
January  building  outlays  probably 
held  steady  after  falling  0.4%. 


The  BusinessWeek  production 
improved  to  293.4  for  the  weel* 
ended  Feb.  10,  an  8.5%  gain  frc 
year  ago.  Before  calculation  of 
four-week  moving  average,  the 
index  edged  up  to  294.8. 


BusinessWeek  .com 


For  the  BW50,  more  investmei 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras 
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CALCULATE 
YOUR  SAVINGS 

TO  THE  ENVIRONMENT. 
TO  YOUR  BOTTOM  LINE. 


For  logistics  managers, 
SmartWay  can  add  up 
to  7%  in  fuel  savings. 

SmartWay  Transport  helps  shippers 

and  for-hire  carriers  lower 

greenhouse  gases  and  other 

emissions,  while  at  the  same  time 

giving  the  average  truck  a  fuel 

savings  of  $2,000  per  year. 

To  find  out  more  about  this  new 

partnership,  call  for  your  info  kit 

at  1-734-214-4767  or  log  onto 

www.epa.gov/smartwaylogistics. 


^%SmartWay" 

Transport  Partnership 

Getting  There  With  Cleaner  Air 


A  new  voluntary  program  from  the 
U.S.  Environmental  Protection  Agency 


IdeasBooks 


In  Search  of  Joe  Sixpack 

THE  AVERAGED  AMERICAN  Surveys,  Citizens,  and  the  Making  of  a  Mass  Public 

By  Sarah  E.  Igo;  Harvard  University  Press;  398pp;  $35 


With  all  of  the  data  now  available  on 
consumers'  wants  and  needs,  it's  hard 
to  imagine  that  less  than  a  century  ago 
market  research  consisted  of  little  more 
than  knowing  the  number  of  widgets 
your  business  sold  in  Muncie.  Then,  in 
the  years  after  World  War  I,  commerce 
was  revolutionized  by  the  dawning 

of  modern  social  science  research  and 
scientific  polling  techniques.  A  fascinating 
glimpse  of  the  upheaval  that  forever  altered 
the  way  Americans  see  themselves,  sell 
products,  and  operate  election  campaigns 
may  be  found  in  The  Averaged  American: 
Surveys,  Citizens,  and  the  Making  of  a 
Mass  Public  by  University  of  Pennsylvania 
historian  Sarah  E.  Igo. 

It  was  a  rocky  road  to  social 
transformation.  In  the  early  years  of 
scientific  research,  Igo  writes,  it  took  a  lot  of 
work  "to  persuade  business  owners... that 
collecting  information  about  their 
customers'  buying  habits  was  worthwhile." 
Many  did  not  believe  that  citizens  would 
answer  prying  questions  about  personal 
habits  or  political  views  from  strangers 
knocking  on  their  doors.  And  a  large 
number  of  skeptics,  she  observes,  did  not 
"trust  the  assembled  answers  as  either 
trustworthy  or  true." 

Igo,  a  rising  star  among  American  historians,  presents 
detailed  analyses  of  three  milestones  in  the  emerging  field 
of  survey  research:  Robert  and  Helen  Lynd's  best-selling 
Middletown  studies  of  1929  and  1937,  which  dissected  the  lives 
of  residents  of  an  unnamed,  average  town  in  Middle  America 
(Muncie,  Ind.);  the  creation  by  George  Gallup  and  Elmo  Roper 
of  the  first  public  opinion  polls  in  1935;  and  Alfred  Kinsey's 
shocking  sexual-behavior  reports  of  1948  and  1953. 

The  key  for  the  survey-research  industry  was  defining 
"the  average  American."  That's  the  everyman  (yes,  in  those 
days,  marketers  wanted  to  appeal  to  "the  man  of  the  house") 
who  will  buy  your  products  or  vote  for  your  candidate.  As 
Newsweek  noted  in  1947,  "a  shadowy  figure  [is]  beginning  to 
emerge... American  majority  man." 

But,  as  Igo  wisely  notes,  the  search  for  the  average 
American  intentionally  excluded  large  swaths  of  the 
population.  The  Lynds'  Middletown  research  excluded 
African  Americans  and  immigrants,  and  Kinsey  limited 
his  sexual  studies  to  Caucasians.  Early  polling  often 
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undersampled  the  poor,  racial  minorities,  immigrants, 
Southerners,  and  others  seen  as  less  likely  to  purchase 
consumer  goods  or  vote.  "Even  if  [the  portrait]  was  never 
particularly  accurate  or  representative,"  Igo  writes,  the  ne\ 
typical  Americans  played  "a  vital  role  in  consolidating  the 
[concept  of  a]  national  public." 

The  world  of  surveys  spawned  businesses  that  were 
designed  to  explain  these  average  Americans  and  "the 
public"  to  those  who  would  buy  the  data,  from  politician: 
to  companies.  Business  Week  in  1934  called  the  Lynds' 
work  "a  godsend  to  marketers."  Gallup  saw  similarities 
in  how  people  think  "from  politics  to  toothpaste."  Roper 
predicted  that  the  science  of  polling  would 
become  "a  veritable  gold  mine  if  we  could 
learn  fast  enough  how  to  use  it  in  all  of  its 
ramifications." 

It  did  become  a  gold  mine  for  Roper,  as 
he  signed  up  companies  that  were  eager  to 
sell  their  products  to  average  Americans. 
Among  the  first  to  embrace  the  new  way  of 
doing  business:  Ford  Motor,  Standard  Oil, 
the  American  Meat  Institute,  the  National 
Broadcasting  Co.,  RCA  Victor,  and  the  Spiegt 
catalog  company. 

As  the  polling  business  became  more 
sophisticated,  Gallup  and  others  began  to  s\ 
gender,  class,  and  geographical  differences- 
to  help  clients  appeal  to  groups  once 
"routinely  ignored,"  including  housewives.- fg 
Southerners,  and  blue-collar  workers.  Withtk 
the  coming  of  the  civil  rights  movement 

and  the  sexual  revolution  of  the  s| 
1960s,  "pollsters  recalibrated  t 
their  strong  majoritarian  framei  B, 
detecting  new  significance  in  buy ;, 
men  and  women,  young  and  ol«l;  m 
Latinos  and  Asian  Americans  >{ 
assessed  presidents  and  purcha;  „j 
differently."  Niche  markets  anci  j, 
microtargeting  became  buzzwoL 
on  Madison  Avenue. 
At  the  dawn  of  the  21st  century,  survey  research  is 
continuing  to  evolve.  Using  state-of-the-art  technology, 
pollsters  examine  brain  scans  to  determine  which  produ 
pitches  or  political  platforms  cause  flashes  of  neural  actr 
The  growth  of  Internet  polling  has  raised  debates  over  tr 
scientific  validity  of  Web-based  survey  techniques. 

Polling,  once  considered  a  scandalous  invasion  of  privL,, 
is  now  an  accepted  practice.  More  than  20%  of  Americai 
were  polled  at  least  once  in  the  past  year.  As  Igo  aptly 
concludes,  "we  will  continue  to  live  in  a  world  shaped  bj 
perceived  through,  survey  data."  ■ 

-By  Richard  S.  Du 
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BY  DAN  SAFFER 


lie  Cult  of  Innovation 


lood  of  recent  articles,  books,  podcasts,  and  blogs  offers  the  following 
vice  to  businesses  in  today's  global  marketplace:  To  remain  competitive, 
11  must  innovate,  innovate,  innovate.  You  must  spread  innovation 
:oughout  your  company  like  fertilizer,  the  experts  exhort.  And  everyone 
thin  the  organization— custodians  and  executives  alike— had  better 


race  innovation  lest  they  imperil  the  company  itself.  The 
rd  is  everywhere,  becoming  this  generation's  "efficiency" 
btal  Quality  Management."  Indeed,  BusinessWeek's 
;st  supplement  calls  itself  in:  Inside  Innovation. 
s  not  hard  to  see  where  this  deification  may  lead:  innovation 
[novation's  sake.  For  proof,  simply  walk  down  the  aisles  of 
lupermarket  and  take  note  of  all  the  "New  and  Improved!" 
>.  What  it  gets  us,  in  other  words,  is  purple  ketchup  and 
al  Pepsi— products  that  no  one  needs  and  few  actually  desire. 
fie  problem  is  a  widespread  misunderstanding  of  the  true 
ling,  or  benefit,  of  innovation.  Innovation  is  traditionally 
rstood  as  a  combination  of  insight  and  invention,  with 
nt  being  the  "Aha!"  moment  and  invention  being 
anpany's  muscle  to  make  it  happen.  This  is  all 
ind  good,  but  one  crucial  aspect  of  the  definition 
sing:  the  ability  to  judge  the  inspiration  and 
mine  whether  it  is  worthwhile  to  spend  the 
anys  resources  on  the  invention.  Without  this 
lent,  innovation  is  just  The  New,  and  new  isn't 
s  better.  If  s  a  louder  sizzle,  not  a  juicier  steak  For 
fation  to  be  truly  important,  it  needs  to  resonate 
»nsumers.  Insights  need  to  be  derived  from  the 
t  needs  and  desires  of  people,  not  simply  the 
an/s  feeling  that  it  needs  to  innovate. 
e  reason  we  covet  certain  objects  has  little 
with  how  "innovative"  they  are.  Instead,  we 
certain  products  because  they  meet  our  needs, 
If  they  are  needs  we  didn't  know  we  had.  The 
l  so  many  of  us  love  our  iPods,  the  No.  1  example  cited 
lovation  gurus,  isn't  because  they  are  innovative.  We  love 
because  they  allow  us  to  listen  to  music  and  manage  our 
collections  as  never  before.  TiVo  offers  a  similar  benefit 
vision  viewers.  Finally,  I  can  subscribe  to  my  favorite 
jws  and  watch  them  at  my  leisure.  I  didn't  know  I  even 
d— no,  needed— TiVo  until  I  had  it.  In  other  words,  it  has 
leaning  for  me  and  for  millions  of  other  consumers, 
lovation-obsessed  companies  can  fall  into  another  trap: 
f  discarding  or  neglecting  perfectly  fine  products  to 
lut  new  ones.  Some  products,  especially  breakthrough 

xpressed  in  Outside  Shot  are  solely  those  of  contributors. 


products,  often  take  time  to  reach  mass  adoption.  (Remember 
when  critics  claimed  "iPod"  stood  for  "Idiots  Price  Our 
Devices?")  If  you  are  constantly  seeking  the  new,  then  the 
established,  no  matter  how  useful  or  usable  it  is,  will  seem 
dull  by  comparison,  in  need  of  sprucing  up.  But  this  is  false 
innovation,  driven  by  the  company,  not  by  customer  needs. 

What's  needed  isn't  always  the  new  or  the  unique,  and 
it  certainly  isn't  always  more,  as  in  more  features,  more 
gizmos,  more  newness.  Sometimes  it's  less.  Nintendo's  Wii, 
for  instance,  has  far  fewer  features  than  Sony's  PS3,  and  yet 
the  Wii  is  such  a  joy  to  use  that  it  has  been  far  outselling 
the  PS3.  So,  sometimes  it  requires  answering  the  simple  but 
all-important  question:  Do  people  really  need 
this?  Or,  more  important,  would  this  product 
enrich  someone's  life? 

This  is  where  Design  comes  into  play.  As 
a  designer,  I'm  pleased  by  the  recent  move 
by  business  to  involve  designers  in  the 
innovation  process.  I'm  worried,  however, 
that  Design  (with  a  capital  D,  which  is  more 
than  just  product  styling)  will  conveniently 
be  labeled  as  innovation,  only  to  be  relegated 
to  the  bench  once  the  I-trend  has  subsided, 
as  all  trends  do. 

Design  as  a  discipline  and  as  a  way  of 
working  has  so  much  more  to  offer— methods 
for  research,  brainstorming,  conceptualizing, 
making  products,  and,  yes,  thinking. 
Innovation,  at  least  in  its  popular  usage,  has  none  of  these. 
Most  important,  it  has  no  history,  only  a  present  and  a  future: 
the  never-ending  quest  for  the  new  and  the  unique,  and,  only 
occasionally,  the  better.  But  without  context  for  consumers, 
the  cult  of  innovation  will  eventually  be  forgotten  along  with 
any  important  lessons  learned,  including  the  most  important 
one:  Just  because  you  can  do  something  doesn't  mean  you 
should.  Rather  than  simply  making  novel  products  and 
services,  we  should  strive  to  make  better,  more  meaningful 
ones.  Now  that  would  be  a  true  innovation.  ■ 

Dan  Saffer  is  an  interaction  designer  at  San  Francisco  design 
and  user-experience  consultancy  Adaptive  Path. 

March  5,  2007  I  BusinessWeek  I  89 


Consumers 
don't  need 

Eurple 
etcnup  or 
Crystal  Pepsi. 
Theyneect 
meaning 


IdeasFaceTime 


WITH  MARIA  BARTIROMO 


Neeleman  Explains  Himself 


AND  YOU  THOUGHT  you've  had  some  bad 
weeks.  In  the  space  of  six  days,  CEO  David 
Neeleman  saw  JetBlue's  customer-friendly 
image  get  buried  by  an  ice  storm  in  New 
York  that  turned  the  airline  into  bedlam 
central.  Neeleman  has  since  been  making 
almost  Japanese-style  gestures  of  corporate 
contrition,  issuing  a  Customer  Bill  of  Rights 
and  even  apologizing  on  the  Late  Show  with 
David  Letterman.  I  talked  with  Neeleman 
about  how  JetBlue  can  rebuild  its  once-loyal, 
almost  fanatical,  following. 

Where  is  JetBlue  in  terms  of  recovering? 

We're  back  to  normal,  but  no  one's  resting  and. ..I'm  just  like 
poking  everybody  as  hard  as  I  can,  saying,  "Ice  storm's  coming 
tomorrow,  everybody.  Ice  storm's  coming.  How  do  we  make 
sure  this  never  happens  to  us  again?"  And  I'm  convinced  if  it 
happened  tomorrow,  we  would  be  maybe  as  good  as  we  have 
been  in  the  past  on  snowstorms.  But  I  am  convinced  if  it  hap- 
pens two  weeks  from  now  that  we're  going  to  be  10  times  bet- 
ter than  we've  ever  been.  And  if  it  happens,  let's  see,  Apr.  1,  it's 
going  to  be  amazing  how  we'll  be  able  to  deal  with  it. 

Mm-hmm.  So  tell  me  again,  how  did  things  go  so  wrong? 

[Valentine's  Day]  was  all  messed  up,  and  it  was  really  difficult 
because  ice  was  just  caking  QFK]  Airport.  At  that  point,  we 
had  to  cancel  flights.  And  with  250  flights  with  an  average  of 
5  crew  members  per  flight,  we  had  1,200  crew  members  who 
were  displaced  from  their  next  line  of  flying.  Now  you  have 
planes  and  people  displaced  and  you  have  to  figure  out... how 
do  I  put  Humpty  Dumpty  back  together  again.  So  we  canceled 
more  flights  on  Thursday  and  tried  to  set  up  for  Friday.  At  that 
point,  we  had  started  running  behind,  and  things  were  becom- 
ing more  complicated  and  it  was  more  difficult  to  find  crew 
members....  And  when  one  thing,  like  the  crew  services  thing, 
gets  overwhelmed,  it  just  has  a  trickle-down  effect. 

Have  you  reached  out  to  other  executives  or  management 
gurus  for  advice? 

Well,  no,  I  haven't.  Certainly,  there  was  a  question  of,  where 
did  we  get  our  crisis  management  training  from  and  who 
helped  me  decide  what  to  do.  Basically,  [it  was]  nobody.  I 
mean,  we've  been  through  similar  crises  before. ..and  it's  a 
pretty  simple  formula.  When  you  mess  up,  you  just  apologize 
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and  fix  what  it  was  that  you  did  wrong  and  explain  w»j 
won't  happen  again. 

Did  you  consider  stepping  down? 

No.  Absolutely  not. 

Do  you  think  this  crisis  was  a  failure  of  training,  a  lack  of 
contingency  planning,  or  a  flawed  business  model? 

Lack  of  a  contingency  plan.  When  you  run  as  good  as  we 
run,  I  don't  think  you're  as  good  at  [crisis  management]. 


How  damaged  is  your  brand? 

I'm  getting  a  lot  of  e-mails,  obviously— a  lot  of  suppc 
e-mails  but  a  lot  of  "You  jerk,  you  ruined  my  vacation"  e-r 

Who  will  ultimately  take  the  fall  for  how  this  was  handled? 

Our  president  is  also  our  chief  operating  officer,  and  w 
already  decided  before  this-  event  to  bring  in  a  really  s 
COO.  One  thing  you  have  to  keep  in  mind  is  that  we'v 
the  best  airline  for  the  last  seven  years,  so  we  had  a  reall 
event,  disappointed  a  lot  of  people,  and  hurt  our  branc 
that  doesn't  mean  that  our  people  aren't  good... and  I'm  < 
bit  reluctant  right  now  to  throw  them  all  out.  But  I  do  thi 
need  additional  bench  strength. 

Is  there  any  reason  to  believe  that  all  this  is  going  to  have 
impact  on  more  than  the  first  quarter? 

Well,  I  hope  not.  I  mean,  I  don't  know." 

Maria  Bartiromo  is  the  anchor  of  CNBC  s  Closing  Bell. 
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River  North  Chicago  Dance  Company  is  inspired  by 
the  places  and  things  around  us.  Everything  from 
seeing  the  Chicago  sunset  to  hearing  the  waves  of 
Lake  Michigan  crash  on  the  shore  inspires  us  to  create 
these  passionate  and  vibrant  performances.  We  want 
to  share  our  inspiration  with  you. 


rivernorthchicago.com 


in  collaboration  with 
the  sights  and 
sounds  ofChicago 


River  North  Chicago  Dance  Company's 
Chicago  Collaborations 

Featuring  Underground  Movements,  with 
live  vocals  by  the  Chicago  Children's  Choir, 
plus  other  audience  favorites. 


Three  performances  only 

Friday,  March  9, 8:00pm 
Saturday,  March  10,  8:00pm 
Sunday,  March  11,  3:00pm 

Harris  Theater  for  Music  and  Dance 
in  Chicago's  Millennium  Park 

Tickets $25-$50 

312.334.7777 
harristheaterchicago.org 
theater  box  office 

(205  E.  Randolph,  across  from  the  Aon  Building) 

■  20%  off for  groups  of  6  or  more,  call  GWiffix  for 
more  information:  877-4-GRP-TIX  (877-447-7849). 
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rivernorthchicago 

dance  company 

Frank  Chaves,  Artistic  Director 


Presenting  Sponsor: 
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BY  JACK  AND  SUZY  WELCH 


The  Blame  Game  —Forget  It 


Using 
corporate 
as  a  crutch 
is  just  bad 
leadership 


How  do  I  protect  my  entrepreneurial  team  from  corporate?  It's 
always  trying  to  micromanage  us  from  above,  handing  down 
everything  from  the  marketing  spend  to  inventory  targets.  The 
interference  really  hurts  our  speed  and  morale. 

—Anonymous,  San  Francisco 

You'd  think  the  cliche  about  corporate  stiffs  showing  up 
and  smarmily  announcing,  "We're  here  to  help  you,"  would 
be  dead  by  now,  but  it  still  happens  all  the  time,  and  it's 
still  god-awful.  When  you're  on  the  front  lines,  fighting  for 
customers,  wrestling  with  suppliers  and  distributors,  and 
all  the  while  deflecting  competition  from  every  direction, 
the  last  thing  you  need  is  senior 
management  stuffing  you  with  pie- 
in-the-sky  targets.  It's  enough  to 
make  you  turn  to  your  great  little 
entrepreneurial  team  and  scream. 

And  that  is  exactly  what  you  cannot 
do.  Ever,  ever,  ever. 

Look,  corporate  is  not  the  enemy, 
even  though  it  can  too  often  seem  that 
way,  with  outsize  demands  or  out-of- 
touch  targets.  It's  just  that  corporate 
has  a  job  to  do,  and  sometimes  it 
actually  knows  some  things  you  don't.  On  its  best  days, 
then,  corporate  is  not  trying  to  micromanage  you.  It's  trying 
to  balance  your  needs  with  the  needs  of  other  parts  of  the 
organization.  It's  trying  to  manage  short-term  results  and 
long-term  investments.  It's  trying,  basically,  to  make  the 
whole  greater  than  the  sum  of  its  parts,  a  worthy  cause 
underneath  it  all. 

But  even  if  corporate' s  intentions  are  good— beware. 
You  as  a  leader  must  relentlessly  shield  your  team  from  its 
interference.  To  do  otherwise  is  a  fast  track  to  losing  your 
team's  confidence  and  respect.  Every  time  you  groan  that 
"Jim  says  we  have  to  cut  10%  of  inventory,"  or  complain 
that  "Helen  is  forcing  me  to  get  rid  of  Steve  because  he's  so 
bad  at  meetings,"  you  make  yourself  look  like  a  marionette. 
In  fact,  you  actually  make  yourself  a  marionette.  That's 
career  suicide  for  you  and  not  much  better  for  your  team. 
Very  soon,  instead  of  looking  to  you  for  direction,  your 
people  will  be  looking  around  you,  searching  for  signs  from 
the  "real  boss."  If  you  think  speed  and  morale  are  taking  a 
hit  now,  watch  out. 

So,  back  to  your  problem— which  happens  to  be 
extremely  common.  Obviously,  we're  not  going  to  suggest 
you  become  a  corporate  apologist,  trying  to  sell  every  edict 
to  your  people  as  if  it  were  ice  cream.  By  all  means,  push 
back  hard  on  behalf  of  vour  business.  Challenge  nonsense 
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targets.  Negotiate  for  resources.  But  keep  that  process    i 
behind  closed  doors,  and  when  it  is  over,  whether  you'v 
made  gains  or  not,  own  corporate's  final  decision  as  yoi 
own.  Take  it  to  your  people  as  your  plan. 

Remember  Jim's  inventory  cut?  Say  he  won't  budge, 
even  after  you've  made  the  case  that  it's  stupid  in  your 
business'  high-demand  environment.  At  that  point,  yov 
need  to  buck  up  and  move  on.  Get  with  your  team  and  | 
figure  out  a  way  to  deliver  the  additional  net  income  orr 
cash  that  corporate  wants  without  whacking  inventory 
levels  and  disappointing  customers. 

As  for  poor  Steve,  whom  Helen  wants  fired— that's 
another  case  for  you  to  own.  If  Steve's  a  solid  contribuj 
instead  of  pulling  the  trigger  while  blaming  Helen,  qui 
work  your  tail  off  to  improve  his  presentation  skills.  Ire 
other  words,  make  it  your  job  to  manage  the  interface 
between  corporate  and  your  team.  And  when  corporati 
makes  that  interface  thorny,  don't  share  your  pain- 
absorb  it. 

If  that  sounds  a  bit  unnatural,  that's  because  it  is.  It  is 
perfectly  human  for  managers  to  want  to  blame  "up  ther ' 
for  how  hard  it  is  "down  here."  But  real  leaders  can't  do  t 
And  they  don't. 


I  just  said  no  to  an  excellent  business  opportunity  because 
didn't  trust  the  person  in  charge,  even  after  he  doubled  thei 
salary  to  keep  me  from  walking.  I'm  still  having  pangs  of  re; 
because  I  was  passionately  in  love  with  the  product.  Did  I  d\ 
right  thing? 

—Wendy  Garfield,  New 


Double  the  money  is  very  nice,  we'll  give  you  that.  But  tf. 
facts  are  you  just  cannot  work  long  with  people  you  don' 
trust,  because  trust  is  the  foundation  for  everything  goo( 
that  happens  in  organizations,  like  candor,  collaboration; 
feedback,  debate,  and  creativity. 

Now,  there  certainly  are  times  when  you  will  join  a 
company  not  because  you  particularly  like  the  people 
but  because  you  love  the  product  so  passionately,  to  ui 
your  phrase,  or  because  it  just  offers  so  much  career 
opportunity.  But  trust  is  different  from  like,  and  the  b 
is  different  from  people  in  general.  You  saw  a  red  flag 
and  you  heeded  it.  Stop  feeling  those  pangs  and  feel  § 
about  your  call.  ■ 

Jack  and  Suzy  Welch  bok  forward  to  answering  your  questiot 
about  business,  company,  or  career  challenges.  Please  e-mail  t  j 
afthewelchway@businessweek.com.  For  their  weekly  poc  j 
go  to  www.businesssweek.com/search/podcasting.htm. 
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Ihallenge#4: 

•eliver  business  intelligence  that  inspires  everyone,  even  your  CEO. 


Solution: 

Hyperion — your  management  system  for  the  global  enterprise. 

lere's  the  paradox:  If  you  give  every  department  the  Bl  they  want,  nobody 
ets  the  Bl  they  really  need.  So  how  do  you  transform  Bl  into  a  strategic  tool 
hat  guides  the  enterprise  at  every  level?  Only  Hyperion®  System™  9  BI+'" 
>ts  you  produce,  manage  and  deliver  strategic  Bl  that  integrates  your 
nancial  and  operational  data.  The  result:  information-rich  reports  that 
How  management  to  more  accurately  predict  the  future.  More  insights, 
iwer  reports.  Isn't  that  what  smart  Bl  is  all  about? 


FIND  OUT  HOW  TO  PUT  THE  BUSINESS 

IN  BUSINESS  INTELLIGENCE. 

Co  to  http://smartbi.hyperion.com 


#  Hyperion 

The  future  in  sight 


1007  Hyperion  Solutions  Corporation.  All  rights  reserved.  "Hyperion,'  the  Hyperion  logo,  and  Hyperion's  product  names  are  trademarks  of  Hyperion.  References  to  other  companies  and  their 
3roducts  use  trademarks  owned  by  the  respective  companies  and  are  for  reference  purpose  only. 
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THE  ALL-NEW  VOLVO  S80. 

If  you  consider  life  the  greatest  luxury,  you'll  want  a  luxury  car  that  makes  protecting  life  its  first  priority.  The  all-new  Volvo  S80 
does  exactly  that  with  new  Pre-Emptive  Technologies  that  can  actually  detect  dangerous  situations  before  they  happen.  These 
world-firsts  ensure  that  for  people  both  inside  and  outside  the  car,  the  luxury  of  life  calmly  goes  on.  And  with  the  power  of  an 
available  311-hp  V8  and  elegant  Scandinavian  design,  the  driver  experiences  a  perfectly  struck  balance  of  performance  and  luxury 
WHO  WOULD  YOU  GIVE  A  VOLVO  TO?  The  all-new  Volvo  S80,  starting  at  $38,705.* 
visit  us  at  volvocars.us 
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c  2007  Volvo  Cars  of  North  America,  LLC.  The  Iron  Mark  and  "Volvo,  for  life"  are  registered  trademarks  of  Volvo.  Always  remember  to  wear  your  seat  belt. 
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READ  ANY  GOOD 
BOOKS  LATELY? 


You  probably  haven't.  In  fact,  the  only  things  you've  read 
lately  are  stacks  of  presentations  detailing  the  options 
for  your  next  strategic  move.  But  that's  why  we're  here. 
We  can  pair  your  dedication  with  the  integrated  power  of 
our  entire  institution-focused  on  emerging  and  mid-sized 
companies  in  select  industries-to  help  you  identify  and 
successfully  execute  on  your  best  opportunities.  Then  we 
can  all  catch  up  on  a  little  light  reading. 


KeyBanc 

Capital  Markets 


For  more  information,  call  Christopher  M.  Gorman,  EVP,  at  216.689.3300,  or  go  to  key.com/kbcm. 


Raising  Capital 


Strategic  Advice 


Capital  Commitment 


Managing  Risk 


yBanc  Capital  Markets  is  a  division  of  McDonald  Investments  Inc.,  member  NYSE/NASD/SIPC,  and  a  trade  name  under  which  corporate  and  investment 
Inking  services  of  KeyCorp  and  its  subsidiaries,  including  McDonald  Investments  Inc.  and  KeyBank  National  Association,  are  marketed.  It  is  not  a  legal  entity. 
Kcurities  products  and  services  are  offered  by  McDonald  Investments  Inc.  and  its  licensed  securities  representatives,  who  may  also  be  employees  of  KeyBank 

rial  Association.  Banking  products  and  services  are  offered  by  KeyBank  National  Association.  ©2007KeyCorp. 


Are  cell  phones 

getting  smarter 

or  are  we  getting 
? 

The  whole  market 

is  driven  by 

It's  not  really  about 
any  longer. 

Welcome  to  a 
place  where 
opinions  are  aired. 
Voice  yours  at 
businessweek 
.com/debateroom. 


welcome 
to  the 
human 
network. 

•  1 1 1  •  1 1 1  a 

CISCO 


■w 


What's  Hot  This  Week^ 

BusinessWeek.con 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/07_ll/online.htm. 
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They  Do  It  Their  Way 

The  dearth  of  women  in  high-ranking  positions  in  American 
business  has  long  been  a  subject  of  concern  and  debate.  The 
reasons  are  many,  of  course,  including  work-family  life  conflict 
and  other  barriers  to  advancement.  But  an  elite  group  of  ]| 

corporate  achievers  is  leaving  for  another  reason:  These  womei 
want  to  do  things  their  way.  A  BusinessWeek.com  Special  Report  )r 
on  Women  Entrepreneurs  looks  at  18  women  who  gave  up  jobs  in  if 
large  corporations  to  start  a  company  or  take  the  helm  of  an     ij 
existing  business.  Get  their  candid  advice  for  would-be  entrepreneur 
in  our  audio  slide  show.  You  can  also  catch  a  video  panel 
discussion  on  the  myths  and  realities  of  the  work-life  balance 
And  be  sure  to  tune  in  to  Making  the  Leap,  our  new  weekly 
series  of  podcasts  with  some  of  the  featured  entrepreneurs.  We 
also  welcome  e-mail  questions  for  this  cadre  as  well,  as  your 
suggestions  of  other  women  who  have  left  the  world  of  big 
business  to  go  out  on  their  own.  We'll  profile  a  selection  of  you 
picks  online.  Go  to  www.businessweek.com/go/07/womenentrepreni 
for  all  this  and  more. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Stock  market  outlook  I  Storing  and  insuring  wine  I  ft 
packaging:  Why  do  manufacturers  make  products  so  hard  to  unwrap?  I  Check  your  local  TV  listings  k 
program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 
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i  the  human  network,  a  remote  village  is  included.  In 
)lace  where  books  don't  usually  exist  the  Library  of 
)ngress  can.  Technologies  such  as  wireless  mesh 
tworking  are  bringing  rural  schools  and  villages 
the  rest  of  the  world.  Leveling  playing  fields, 
ittening  geographies.  And  reinventing  everything, 
story  continues  at  cisco.com/humannetwork. 


welcome  to  .iji.tji. 

the  human  network.    Cisco, 


n 
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BETTER  CONTROL  OF 
YOUR  INFORMATION 


SunGard  provides  uncommonly  strong  techniques  to 
keep  your  IT  systems  available.  You're  always  in  control, 
with  a  broad  range  of  hosting  and  recovery  services  at 
your  command.  You're  always  confident,  because 
SunGard's  extensive  redundancy,  highly  experienced 
people,  and  100%  recovery  success  rate  are  working 
in  your  favor. 

With  access  to  some  of  the  industry's  most  extensive 
IT  resources,  you're  able  to  achieve  precise  levels  of 
Information  Availability  across  the  enterprise.  Prioritize 
the  availability  of  each  critical  application — from  "always 


on"  to  advanced  recovery — while  knowing  that  your 
solution  can  seamlessly  scale  as  your  business  evolve 
To  the  exact  degree  you  demand.  At  the  exact  time 
you  need  it. 

You  set  the  levels,  we'll  do  the  rest.  SunGard  keeps 
you  in  control  with  a  more  precise  approach  to 
Information  Availability. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected^ 


BE  PREPARED.  FOR  A  FREE  COPY  OF  "SUNGARD'S  PANDEMIC  PREPAREDNESS  CHECKLIST 
VISIT  WWW.AVAItABILITY.iuNGARD.COM/PANDEMIC  OR  CALL  1-800-468-7483. 
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"I  don't  thinkyou  can  call  it  a 
perfect  storm . . .  but  certainly 
the  market  was  in  need  of 
a  break." 

-Johnson  Research  Group  CEO  and  Chief  Market 

Strategist  Chris  Johnson  on  the  33%  decline  in  the 

Dow  Jones  industrial  average  on  Feb.  27 


ED  BY  DEBORAH  STEAD 


SSIPMONGERS 


he  Sweet  Smell 
ifSuccess 


THE  DAY  after  the  Oscars,  and 
ditional  celebrity  wags  are  gaga 
r  Scorsese,  Gore,  and  what  was 
hing  around  Meryl  Streep's  neck? 
y  Levin,  however,  wants  to  know 
the  condition  of  Anna  Nicole 
s  body,  as  her  family  squabbles 
ler  burial. 

ion  is  managing  editor  of  TMZ.com, 
leerfully  sleazy  celebrity  site  that, 
ured  by  viewers,  has  zoomed  past 
ites  from  People,  E!  Entertainment 
ision,  and  Entertainment  Weekly. 
ite  generates  more  than  6  million 
le  monthly  users,  nearly 
e  the  number  of  a  year 
ccording  to  comScore 
Metrix. 
w  TMZ,  a  joint  venture  of 
Warner  units  AOL  and  TV 
iction  studio  Telepictures, 
ining  to  bring  its  take- 
isoners  paparazzi  videos 
des  from  Hollywood  waiters  to  TV. 
all  it  will  go  up  against  mainstays 
ccess  Hollywood  and  Entertainment 
ht.  The  show  will  air  in  about  80% 
U.S.,  including  Fox  Entertainment' s 


TMZ's  down- 
and-dirty 
celeb  scoops 
are  big  on  the 
Web.  Will  they 
play  on  TV? 


35-station  group  in  the 

big  markets. 

The  competition  isn't 

quivering.  "We  know 

our  mission— to  get  big 

exclusive  interviews 

and  solid  Hollywood 

entertainment  news," 

says  Rob  Silverstein, 

executive  producer  of 

Access  Hollywood,  whose 

ratings  rose  10%  this 

year.  "Others  can  dip  their  toes  into  what 

will  get  them  quick  ratings." 

But  TMZ  hopes  advertisers 
take  note  of  its  audience, 
which  is  younger  than  the 
competition's  45-ish  median 
viewer  age.  Working  from 
a  nondescript  Burbank 
warehouse,  Levin's  25-person 
staff  has  been  generating  buzz 
since  it  broke  Mel  Gibson's 

drunken  anti-Semitic  meltdown  last 

summer.  TMZ  also  led  the  pack  in 

reporting  comedian  Michael  Richards' 

racist  club  rant  and  Britney's  return 

to  rehab.  Among  the  site's  regular 


BARE TRUTH 

Following 
Britney  Spears 


advertisers:  Verizon,  Blockbuster,  and 
J.C.  Penney.  Some  clients  still  ask  for 
distance  from  some  of  TMZ's  racier 
topics,  says  Eric  Bader,  senior  vice- 
president  for  digital  connections  at 
MediaVest  USA,  which  buys  online 
ads.  (Hershey  asked  for  an  ad  to 
be  dropped  from  a  spot  adjacent  to 
coverage  of  Richards'  tirade.)  But  any 
anxiety  advertisers  once  had  about 
such  celebrity  tabloids  "has  really 
burned  off,"  Bader  says.  "The  audience 
numbers  are  just  too  big." 

-Ron  Grover  and  Burt  Helm 


E  BIG  PICTURE 

HERE  CREDIT  IS  DUE 


SECRET  THAT  Americans  love  their  plastic.  The  average     Percent  of  U.S.  Consumers  Who 


consumer  has  four  credit  cards,  according  to  a  recent 
onwide  sampling  of  3  million  consumer  credit  files.  The 
t  credit-happy  states:  New  Hampshire  and  New  Jersey, 
re  20%  of  consumers  carry  10  cards  or  more.  Meanwhile, 
e  17%  of  credit-card  users  in  Alaska  and  Hawaii  exhaust 
ast  half  of  their  available  credit  limit.  Here  are  some 
nal  averages.  -Lindsey  Gerdes 


Have  at  least 
two  credit  cards 

51 

Have  at  least 
10  credit  cards 

14 

Use  at  least  50% 
of  available  credit 

14 

3nan  National  Score  Index 
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FILE-SHARING 


BATTLING 
THE  CAMPUS 
PIRATES 

They're  No.  1,  but  don't  get  out 
the  big  foam  finger. 

Athens-based  Ohio 
University  tops  the 
Recording  Industry 
Association  of  America's 
music  piracy  list,  with  the 
most  copyright  warnings 
received  about  students' 
illegal  file-sharing:  1,287 
so  far  this  academic  year. 
RIAA  says  such  warnings 
are  up  dramatically,  and  on 
Feb.  28,  CEO  Mitch  Bainwol 
announced  the  RIAA  will 
replace  warnings  with  pre- 
lawsuit  notices  for  students. 

Federal  law  requires  the 
roughly  800  schools  notified 
to  stop  repeat  offenses  or 
face  liability.  At  No.  2  Purdue, 
with  1,068  notices,  multiple 
violations  lead  to  a  warning 
and  possible  loss  of  Web 
access,  but  spokeswoman 
Jeanne  Norberg  says 
Purdue's  wireless  network 
can't  easily  match  students 
with  their  IP  addresses. 
Ohio  U's  interim  CIO  Shawn 
Ostermann  says  the  school 
cuts  Web  access  at  offending 
addresses,  sending  students 
(ID'd  when  they  report  the 
problem)  to  a  judicial  board. 
Consequences  are  yet  to  be 
decided.    -Paula  Lehman 


GENDER  GAP 

A  TALE 
OF  TWO 
INFLATIONS 

ARE  PRICES  rising  faster 

for  women  than  for 

men?  Recent  research 

by  David  Rosenberg, 

chief  North  American  economist  for  Merrill 

Lynch,  identifies  a  male-female  split  in  the 

inflation  rate. 

Crunching  CPI  data  for  the  past  year, 
Rosenberg  found  that  goods  and  services 
geared  toward  women  (including  clothes  and 
shoes,  cosmetics,  jewelry,  housekeeping,  and 
appliances)  are  posting  bigger  price  rises  than 
those  catering  to  men  (clothing,  shoes,  sporting 
goods,  TVs,  and  auto  parts  and  repairs). 

While  the  gender  gap  isn't  new, 
Rosenberg  says  the  divergence  has  "widened 
considerably"  in  the  past  few  months. 
Calculated  separately,  the  "female  inflation 
rate"  is  now  3.6%  year  over  year,  18  times  the 
0.2%  rate  for  men. 

What's  behind  the  disparity?  In  part, 
shifting  demographics  and  job  trends,  which, 
in  turn,  affect  demand— and  thus  prices. 


Women  currently  enjoy  greater  employmea 
growth  than  men,  and  their  consumer 
confidence  is  at  a  six-year  high.  They  are  all 
marrying  later  or  not  at  all.  That  matters,  sa; 
Rosenberg,  because  single  women  spend  a 
higher  percentage  of  their  income  than  sinj 
men  do,  and  spend  more  on  themselves,  I 
according  to  the  latest  Census  Bureau's 
Consumer  Expenditure  Survey. 

All  this  helps  explain  why  prices  for 
women's  clothing  and  jewelry  are  growini 
at  their  fastest  pace  in  over  a  decade  whi 
those  for  auto  parts  are  holding  steady 
prices  for  big-screen  TVs  are  declining. " 
you're  an  investor  with  a  stake  in  the  U.S. 
consumer,"  Rosenberg  says,  "your  portfol 
should  somehow  reflect  these  demograp! 
and  economic  forces." 

-Elizabeth  Wc 


STOCK  ANSWERS 

SEEKING  WISDOM  IN  A  CROWD 


CONSIDERING  A  major 

strategic  move,  a  CEO  might 
go  to  a  few  trusted  advisers 
for  guidance  or  bring  in  an 
investment  banker.  David 
Cummings,  the  iconoclastic 
founder  of  BATS  Trading,  is 
asking  about  1,500  of  his 
closest  friends. 

Cummings,  whose  fast- 
growing  Kansas  City  (Mo.) 
electronic  market  is  nibbling 
into  NASDAQ'S  volume, 
wants  to  develop  a  European 
strategy.  So  in  a  Feb.  27  e-mail 
to  Wall  Street  types— everyone 
from  traders  to  NYSE  and 
NASDAQ  executives— he 
asked  for  advice:  Should 
BATS,  which  stands  for  Better 
Alternative  Trading  System, 
tie  up  with  existing  markets? 
License  technology?  Start  a 


A 


A 


subsidiary?  Set  up  a  cross- 
ownership  deal?  Stay  home? 

Cummings  frequently 
sends  out  "Dear  Trading 
Community"  e-mails  in  which 
he  simply  opines.  Is  he  serious 
about  soliciting  ideas?  Quite, 
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he  says,  adding:  "If  they  a 
really  good  ideas,  a  job  offer! 
possible." 

The  issue  of  going  into  : 
Europe  arose  when  he  reait 
erroneous  British  press    I 
reports  that  BATS  was  look* 
to  buy  into  Plus  Markets  Gro 
a  British  electronic  market  | 
that  he  "had  hardly  heardc; 
Then  he  looked  at  its  Websi 
and  realized  the  idea  might: 
not  be  a  bad  one,  he  wrote 
in  the  Feb.  27  e-mail,  urgin  C( 
his  readers  to  help  him 
contact  the  company.  Takir 
a  jab  at  NASDAQ's  failed 
hostile  bid  for  the  London 
Stock  Exchange,  Cumming 
added  that  he  won't  make: 
unwelcome  run.  What  d 
folks  at  Plus  say?  Londoi 
based  executives  would 
"happy  to  put  the  ketde 
and  have  a  cup  of  tea  wii 
him,"  a  spokesman  says, 

-JosephV/i^ 


A  selection  of  delicious  gourmet  meals. 
A  seat  designed  to  relax  the  body  and  mind 
Comfort  that  carries  you  to  faraway  places. 
All  for  this  one  moment. 


lenus  created  by  world-renowned 
lets  to  extensive  entertainment 
i  and  more,  Lufthansa  truly  brings 

Mass  service  to  international  travel. 

Ithansa.com. 


There's  no  better  way  to  fly. 


Lufthansa 


A  STAR  ALLIANCE  MEMBER 
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SILVER  LININGS 

A  PRIME  DEAL 

FORBEAR 

STEARNS 

HOW  BAD  is  business  for 
subprime  lenders?  As 
defaults  mount  from 
mortgage  borrowers 
with  shaky  credit 
histories,  some  of 
these  lenders  are 
shuttering.  Others   < 
are  being  bought  by 
Wall  Street  firms. 

First  Franklin 
Financial  was 
snapped  up 
by  Merrill  Lynch 
for  $1.3  billion  in 
December.  Then 
there's  the  case  of 
Encore  Credit  Corp.,  an 
Irvine  (Calif.)  mortgage 
bank  with  a  subprime 
specialty. 

On  Feb.  12,  Bear  Stearns 
closed  a  deal  to  buy  Encore 
for  $26  million,  an  amount 
that  turned  out  to  be  less 


than  what  Encore's  parent, 
ECC  Capital,  owed  Bear 
Stearns  for  financing  the 
subprime  loans.  To  make 
up  the  difference,  ECC  gave 
$7  million  to  Bear  Stearns, 
the  buyer,  as  the  loans 
ECC  sold  in  the  market 
fetched  less  than 
anticipated. 

ECC  Capital  officials 
declined  to  comment, 
but  the  deal  wasn't 
a  total  loss  for 
ECC  staff,  some 
of  whom  are 
migrating  to 
Bear  Stearns 
r    to  head 
subprime-loan 
underwriting. 
Thomas  Marano, 
Bear  Stearns'  head  of 
mortgage  and  asset- 
backed  securities, 
says  he  values  the  ECC 
staffers'  expertise  while 
noting  that  the  investment 
bank's  "exposure 
to  subprime  is  not 
particularly  large." 

-Matthew  Goldstein 


DIVERSIONS 

E-TOONS  IN  MOTION  I 

THE  NEW  YORKER'S  iconic  cartoons  as  Web  videos?  I 
They're  now  available  as  animations  at  Apple's  iTunesB 
Store,  and  they'll  soon  be  on  newyorker.com.  Thefrefl 
videos  run  15  to  20  seconds  (including  an  ad)  and  adc  | 
sound,  movement,  and  color.  Each  takes  six  weeks  tol 
adapt,  using  independent  artists  and  actors,  say  Jim 
Cox  and  Michael  Fry,  who  head  RingTales,  the  Santa  I 
Monica  (Calif.)  new-media  outfit  that  licensed  the  rigti 
to  animate  and  distribute  the  70,000-plus  cartoons. 
Besides  Web  sites,  RingTales  sees  a  market  in  mobile] 
phone  and  e-mail  "cartoon  of  the  day"  subscriptions. 
It  soon  expects  to  add  animations  of  three  "householi 
name"  comic  strips.  -Elizabeth  Wo\ 


BLOGSPOTTING 

JOB LORE 

www.cheezhead.com 

» SEARCHING  FOR job 

openings— or  candidates— 
on  the  Web  can  feel  like 
casting  a  net  into  an  abyss. 
This  blog  about  online 
recruiting,  written  by  Joel 
Cheesman,  has  an  industry- 
insider  feel  at  times.  But 
it'll  help  you  understand 
the  cyber-job  world  and  the 
search  engines  that  pair 
candidates  with  recruiters. 
Cheesman,  who  advises 
employers  on  their  Web-based 
talent  hunts,  has  the  scoop  on 
everything  from  coding  tricks 
that  can  put  an  unknown 
site  on  Google's  radar  to 
the  latest  on  the  upcoming 
partnership  between  Jobster 
and  Facebook. 

-Lindsey  Gerdes 
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FOREIGN  INVASION 

An  Office  Party 

THEY'LL  TAKE  MANHATTAN  -for  starters.  Foreigners  spent  a  record  $37.7 
billion  on  U.S.  commercial  property  in  2006,  says  a  report  by  real  estate 
firm  Jones  Lang  LaSalle.  All  major  metro  markets  except  San  Francisco 
and  LA  had  gains  in  foreign  investment.  Why  the  Left  Coast  snub?  Asian 
investors  are  buying  closer  to  home,  and  California  is  too  long  a  plane  ride 
for  Europeans,  says  JLL.    -Michael  Arndt 


TOP  5  U.S.  MARKETS  FOR 
FOREIGN  INVESTMENT 


FOREIGN 

INVESTMENT 
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PERCENT  CHANGE 
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WASHINGTON 
49.6% 


SAN  FRANCISCO 
-14.5% 


CHICAGO 
80.4% 


BOSTON 
450.2% 
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mm 
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MANHATTAN 
60.4%. 
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ew  technology  can  optimize  your  office  performance. 
And  your  outlook  in  the  office,  too. 


>ple    MacBook 


jitel®  Core"'  2  Duo  Processor  (1 .83GHz) 

4emory:512MB 

D-RW/DVD-ROM  combo  drive 

uilt-in  AirPort®  Extreme  and  Bluetooth® 

uilt-in  iSight ""  camera 

ront  Row  and  Apple®  Remote  included 

3.3"  widescreen  display 


SinQQ  NOTEBOOK 
l\JJ3  CDW 1087687 


S670  INSTANT  SAVINGS' 

Apple®  MacBook™  Pro 


•  Intel®  Core ™  Duo  Processor  (2GHz) 

•  Memory:  512MB 
•80GB  hard  drive 

•  Built-in  AirPort  Extreme®  and  Bluetooth® 

•  Built-in  iSight®  camera 

•  1 5.4"  WXGA+ display 


51  "2*50  NOTEBOO 

\J£.ZJ  CDW 98242 

-200  TRADE-IN 


ni29 


Apple®  MacBook™  Pro 


•  Intel®  Core'"  2  Duo  Processor  (2.16GHz) 

•  Memory:  1GB 

•  120GB  hard  drive 

•  Slot-loading  SuperDrive™ 

•  Built-in  AirPort®  Extreme  and  Bluetooth® 

•  Built-in  iSight®  camera 

Front  Row  and  Apple*1  Remote  included 
1 5.4"  WXGA+ display 


S1QQQ  NOTEBOOK 
\JJJ  CDW1073990 


*1799 


e  There  With  The  Technology  Solutions  You  Need. 

the  benefits  of  today's  improved  technology,  there's  never  been  a  better  time  to  upgrade  your  systems. 

>W,  we're  there  with  a  dedicated  personal  account  manager  who  has  all  the  notebook  solutions  you 

ito  help  you  become  more  efficient  in  the  office.  And  with  best-of-breed  products  from  the  top  names 

industry,  you  not  only  get  what  yog  need,  you  get  it  whenever  you  need  it.  So  call  CDW  today  and  get 

i  Ichnology  you  need  to  make  the  most  of  your  day. 


;  AMD  processors  do  not  qualify;  trade-in  values  are 
I.  onlyf actual  trade-in  values  may  vary  from  S100  to  S500;  all  products  must  be  in  good  working  condition  and  have  a  fair  market  value;  call  your  CDW  account 
for  details;  offer  ends  6/30/07.  'Price  reflects  S670  instant  savings;  contact  your  CDW  account  manager  for  complete  details;  special  price  valid  while  supplies 
J07  CDW  Corporation 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ,  M.D. 


Your  Procrastinatin'  Heart 


I  procrastinate,  and  always  have.  When  I 
had  a  corporate  job,  I  would  put  off  work 
that  was  challenging,  then  cram  to  make 
the  deadline  as  my  stress  level  soared.  Now 
I  own  a  small  business,  and  the  pattern 
remains.  If  I'm  to  give  a  presentation  to 
potential  clients,  for  instance,  I  prepare  only 
at  the  last  minute,  my  anxiety  mounting  as 
the  day  approaches  and  I  do  nothing.  How 
can  I  change? 

M.L,  New  York 

FINISHING  THIS  column  with  only 
moments  to  spare,  I— and  presumably 
many  readers— can  relate  to  your  problem. 
While  almost  everyone  puts  things 
otf  occasionally,  as  an  expression  of 
annoyance  or  ambivalence  about  a  task, 
chronic  procrastinating  can  be  a  symptom 
of  a  psychological  problem. 

Since  procrastination  is  rarely  rational 
(Why  would  anyone  want  to  experience 
the  anxiety  you  report?),  it's  important 
to  uncover  the  hidden  motivations  and 
meanings  that  allow  it  to  have  such  an 
iron  grip.  For  some  people,  it  is  a  kind  of 
behavioral  retention-action  being  withheld 
to  the  point  of  extreme  discomfort.  For 
others,  it  represents  a  way  to  provoke  an 


authority  figure  (real  or 
imagined)  from  whom 
disappointment  or 
punishment  is  expected  if 
there's  a  failure  to  deliver. 
Procrastination  can  even 
be  a  way  of  flirting  with 
self-destructiveness: 
People  can  receive  an 
addictive  thrill  from 
completing  tasks  just 
under  the  wire,  as  if 
they've  just  gotten  away 
with  something. 

In  your  case,  especially 
now  that  you're  the  boss, 
preparing  presentations  at  the  last  minute 
ensures  that  you  never  feel  relaxed  and 
may  even  signal  an  underlying  conflict 
about  being  successful  or  feeling  like  a 
real  adult.  If  you  feel  guilty  about  success 
or  fearful  of  the  hard-earned  freedom  that 
comes  from  running  your  own  company, 
then  procrastination  is  a  sure  way  to  clip 
your  wings. 

The  first  step  to  making  a  change:  Ask 
yourself  what  you  might  be  getting  out  of 
this  high-risk  behavior.  As  an  experiment, 
just  once  muster  the  will  necessary  to 


s 


prepare  earlier.  As; 
working,  pay  attentioj 
to  any  anxieties  that 
emerge.  Does  acting 
like  an  adult  in  this 
way  engender  feel  in* 
of  abandonment  or 
isolation?  Is  prepari* 
something  thorough 
scary  for  you  becauai 
might  produce  a  high 
level  of  quality  you'd 
have  to  match  agairj 
and  again? 

Whatever  emotiofl 
come  up  will  provide 
clues  as  to  why  your  instincts  all  point  I 
toward  delay.  This  kind  of  introspection  j 
about  hidden  motivations  is  hard  to  da 
your  own,  but  it  can  unlock  more  adapt  I 
behavior.  If  the  attempt  at  self-help  fail!  i 
and  you're  a  chronic  procrastinator  in  I 
contexts,  too,  it  might  be  worth  explorij  i 
the  issue  with  a  therapist. 


Kerryl  Sulkowicz,  M.D.,  a  psychoanalyst  am 
founder  of  the  Boswell  Group,  advises  execl 
on  psychological  aspects  of  business.  Sencf 
questions  at  analyzethis@businessweek.ct 


QUESTION  OF 
THE  WEEK 

If  you  could  carve 
one  mean,  lean  auto 
machine  out  of  The  Big 
Three,  what  five  U.S. 
car  brands  would  that 
imaginary  company 
sell  to  compete  with 
Toyota? 


"Ford's  Europe  division 
has  compelling  designs. 
Chevy  still  has  the  world's 
most  recognizable  brand 
and  great  trucks.  Jeep 
is  the  genuine  article. 
Cadillac's  upward 
trajectory  is  its  own  to 
squander.  Aston  Martin 
is  a  Cinderella  story. 

Michael  Spinelli,  editor,  Jalopnik.com 


"I'd  take  Jeep  because 
it's  an  icon,  Cadillac 
because  it's  successful, 
and  Chevy  and  Ford  for 
the  sales  volume  and 
truck  business.  I'd  also 
stick  to  my  allegiance 
and  keep  the  Chrysler 

brand."  Thomas  Stallkamp, 

former  Chrysler  president;  partner. 

Ripplewood  Partners 


"Cadillac,  for  luxury. 
Chevrolet  and  Ford  as 
standard  bearers  in 
cars,  trucks,  and  new 
technologies.  Chrysler, 
reenergize  and  continue 
to  dominate  the  minivat 
market.  Jeep,  to  take  on 

SUVS."  DavidDii 

editor-in-chief,  WindingRoad.Cf 

founder,  Automobile  maga&i 
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Soothing  Rest  For  Mind  And  Body.  J^UX  K3oL 

i,    «.        ,    ,  •     «     r,  .         L  .   T,    ,    ,    ■     ^ ^pszopiclQr 

It  s  what  you  ve  been  craving.  Peaceful  sleep  without  a  struggle.  That  s  what  uand  uk,;, 

!TA*  is  all  about:  helping  most  people  fall  asleep  quickly,  and  stay  asleep  all  through  the  night.  It's  nor  o 

.arcotic,  it's  approved  for  long-term  use.  So  you  can  feel  comfortable  taking  it  night  after  night.  Talk  to  your 

tor  first  before  using  sleep  aids  for  extended  periods.  Tonight,  just  close  your  eyes,  and'  leave  the  rest  to  I.  tttrijg 

Find  out  how  to  improve  your  sleep  habits  at  www.lunesta.com.  Or  call  l-rJ'OO-Luncstn. 

RTANT  SAFETY  INFORMATION:  Lunesta  works  quickly*  and  should  be  taken  right  before  bed.  Be  sure  you, h<nx  :u  |j 
lours  to  devote  to  sleep  before  becoming  active.  Until  you  know  how  you'll  react  to  prescription  Lunhsta,  you  should  not  d 
rate  machinery.  Do  not  use  alcohol  while  taking  Luntsta.  Most  sleep  medicines  carry  some  risk  of  dependency.  Side  effects  i 
■  -•  unpleasant  taste,  headache,  drowsiness  and  dizziness.  See  important  patient  information  on  the  next  page* 


Lunesta 


(eszopiclone)e 

1,2  AND  3  MG  TABLETS 


Please  read  this  summary  of  information  about  LUNESTA 
before  you  talk  to  your  doctor  or  start  using  LUNESTA.  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  If 
you  have  any  questions  about  LUNESTA  tablets,  be  sure  to 
ask  your  doctor  or  pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems, 
such  as  difficulty  in  falling  asleep,  difficulty  in  maintaining 
sleep  during  the  night,  and  waking  up  too  early  in  the  morning. 
Most  people  with  insomnia  have  more  than  one  of  these 
problems.  You  should  take  LUNESTA  immediately  before 
going  to  bed  because  of  the  risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  1 0  days  up  to  2  weeks.  If  your 
insomnia  does  not  improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine. 
However,  you  should  not  use  these  medicines  for  long  periods 
without  talking  with  your  doctor  about  the  risks  and  benefits 
of  prolonged  use. 

Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 

To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day.  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA  or 
any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause 
drowsiness  and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by 
your  doctor.  Never  change  your  dose  without  talking 
to  your  doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 

Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine. 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  taken  while  traveling,  such 
as  during  an  airplane  flight  and  the  person  wakes  up  before 
the  effect  of  the  medicine  is  gone.  This  has  been  called 
"traveler's  amnesia."  Memory  problems  have  been 
reported  rarely  by  patients  taking  LUNESTA  in  clinical 
studies.  In  most  cases,  memory  problems  can  be  avoided  if 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 

Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than  a 
few  weeks,  they  may  lose  their  effectiveness  in  helping  you 
sleep.  This  is  known  as  "tolerance."  Development  of  tolerance 
to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally 
not  necessary.  Some  people,  though,  have  chronic  sleep 
problems  that  may  require  more  prolonged  use  of  sleep 
medicine.  If  your  sleep  problems  continue,  consult  your  doctor, 
who  will  determine  whether  other  measures  are  needed  to 
overcome  your  sleep  problems. 

Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to 
avoid  withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have  a 
higher  chance  of  becoming  addicted  to  sleep  medicines.  This 
possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 

Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the  medicine  has 
been  used  for  only  a  week  or  two.  In  mild  cases,  withdrawal 
symptoms  may  include  unpleasant  feelings.  In  more  severe 
cases,  abdominal  and  muscle  cramps,  vomiting,  sweating, 
shakiness,  and,  rarely,  seizures  may  occur.  These  more 
severe  withdrawal  symptoms  are  very  uncommon.  Although 
withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA, 
there  is,  nevertheless,  the  risk  of  such  events  in  association 
with  the  use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the  medicine. 
If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  its  own 
after  1  or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your 
own.  Always  follow  your  doctor's  directions. 

Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior.  These 
effects  are  not  common.  However,  they  have  included: 

More  outgoing  or  aggressive  behavior  than  normal 

Confusion 

Strange  behavior 

Agitation 

Hallucinations 

Worsening  of  depression 

Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 
such  as  a  person's  general  health,  the  use  of  other  medicines, 
and  which  sleep  medicine  is  being  used.  Clinical  experience 
with  LUNESTA  suggests  that  it  is  rarely  associated  with 
these  behavior  changes. 

It  is  also  important  to  realize  it  is  rarely  clear  whether  these 
behavior  changes  are  caused  by  the  medicine,  are  caused  by 
an  illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems 
that  do  not  improve  may  be  due  to  illnesses  that  were  present 
before  the  medicine  was  used.  If  you  or  your  family  notice 


any  changes  in  your  behavior,  or  if  you  have  any  unus 
disturbing  thoughts,  call  your  doctor  immediately. 

Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  po 
effects  in  the  unborn  baby  when  used  during  the  last  > 
of  pregnancy.  Be  sure  to  tell  your  doctor  if  you  are  prei 
if  you  are  planning  to  become  pregnant,  or  if  you  be 
pregnant  while  taking  LUNESTA. 

In  addition,  a  very  small  amount  of  LUNESTA  may  be  p 
in  breast  milk  after  use  of  the  medication.  The  effects  c 
small  amounts  of  LUNESTA  on  an  infant  are  not  k 
therefore,  as  with  all  other  prescription  sleep  medicine 
recommended  that  you  not  take  LUNESTA  if  you  are  t 
feeding  a  baby. 

Safe  Use  Of  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  an* 
sleep  medicine,  you  should  observe  the  following  ca 

1.  LUNESTA  is  a  prescription  medicine  and  sho 
used  ONLY  as  directed  by  your  doctor.  Follov 
doctor's  instructions  about  how  to  take,  when  t 
and  how  long  to  take  LUNESTA. 

2.  Never  use  LUNESTA  or  any  other  sleep  medic 
longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing  th  i 
or  behavior  during  treatment  with  LUNESTA 
other  sleep  medicine,  contact  your  doctor. 

4.  Tell  your  doctor  about  any  medicines  you  r 
taking,  including  medicines  you  may  buy  wi 
prescription  and  herbal  preparations.  You  shoi 
tell  your  doctor  if  you  drink  alcohol.  DO  NOT  use 
while  taking  LUNESTA  or  any  other  sleep  medi  | 

5.  Do  not  take  LUNESTA  unless  you  are  able  to  < 
more  hours  of  sleep  before  you  must  be  activ 

6.  Do  not  increase  the  prescribed  dose  of  LUNI) 
any  other  sleep  medicine  unless  instructed 
doctor. 

7.  When  you  first  start  taking  LUNESTA  or  an 
sleep  medicine,  until  you  know  whether  the  n 
will  still  have  some  effect  on  you  the  next  < 
extreme  care  while  doing  anything  that 
complete  alertness,  such  as  driving  a  car,  o 
machinery,  or  piloting  an  aircraft. 

8.  Be  aware  that  you  may  have  more  sleeping  p 
the  first  night  or  two  after  stopping  any  sleep  n 

9.  Be  sure  to  tell  your  doctor  if  you  are  prei 
you  are  planning  to  become  pregnant,  if  you 
pregnant,  or  if  you  are  breastfeeding  a  ba 
taking  LUNESTA. 

10.  As  with  all  prescription  medicines,  neve. 
LUNESTA  or  any  other  sleep  medicine  witf 
else.  Always  store  LUNESTA  or  any  other  sleep 
in  the  original  container  and  out  of  reach  of  i 

11.  Be  sure  to  tell  your  doctor  if  you  suffer  from  den 

12.  LUNESTA  works  very  quickly.  You  should  i 
LUNESTA  immediately  before  going  to  bed. 

13.  For  LUNESTA  to  work  best,  you  should  not  te 
or  immediately  after  a  high-fat,  heavy  meal. 

14.  Some  people,  such  as  older  adults  (i.e.,  age: 
over)  and  people  with  liver  disease,  should 
the  lower  dose  (1  mg)  of  LUNESTA.  Your  dt  I  m 
choose  to  start  therapy  at  2  mg.  In  gener  ■ 
under  age  65  should  be  treated  with  2  or  3  | 

15.  Each  tablet  is  a  single  dose:  do  not  crush 
the  tablet. 


Note:  This  summary  provides  important  informal 
LUNESTA.  If  you  would  like  more  information,  | 
doctor  or  pharmacist  to  let  you  read  the  Pi 
Information  and  then  discuss  it  with  him  or  her. 

Rx  only 
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The  bogeyman  I 
am  now  chasing 
is  the  structure 
of  American 
corporations." 

-Carl  Icahn 
New  York 
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ICAHN:  ON  ACTIVIST  INVESTORS 
AND  PRIVATE  EQUITY  RUN  WILD 

I  FOUND  THE  article  "Just  don't  call  him  a 
raider"  (People,  Mar.  5)  somewhat  humor- 
ous. In  it,  writer  Ronald  Grover  discusses  in 
detail  the  large  sums  of  money  I  have  made 
as  an  activist  investor.  However,  while  his 
facts  are  accurate,  he  completely  misses  the 
essence  of  my  argument  concerning  the 
need  for  activists.  Early  on,  Grover  states 
that  I  told  him  that  private  equity  investors 
go  after  companies  and  their  mounds  of 
cash,  rip  them  apart,  and  enjoy  the  spoils. 
"  How  different  is  that  from  Icahn?"  Grover 
wonders.  His  answer:  "Not  much." 

I  vehemently  disagree.  The  difference 
is  enormous.  Today's  activist,  by  cam- 
paigning against  management,  greatly 
enhances  the  value  of  a  company  for  the 
benefit  of  all  shareholders,  while  private 
equity  firms  keep  most  of  the  spoils 
for  themselves  when  they  purchase  a 
company.  On  Feb.  26,  almost  on  cue, 
Temple-Inland  Inc.  (a  company  I  re- 
cently announced  I  would  challenge  in 
a  proxy  fight)  announced  it  was  splitting 
into  four  parts.  The  stock  immediately 
jumped  seven  points.  Since  I  announced 
my  intention  to  mount  a  proxy  fight  with 
Temple-Inland  on  Jan.  22,  the  stock  has 


increased  34%,  creating  $1.6  billion  in 
value  for  all  shareholders.  When  I  con- 
gratulated Temple-Inland  CEO  Kenneth 
M.  Jastrow  II,  we  both  agreed  that  if  the 
company  had  entered  into  a  transaction 
with  private  equity  rather  than  doing 
the  restructuring,  most  of  this  increased 
value  would  have  gone  to  third  parties 
rather  than  the  shareholders.  At  times, 
there  is  a  need  for  private  equity,  but  to- 
day it  has  gotten  completely  out  of  hand. 

What  is  troubling  about  the  Business- 
Week article  and  other  articles  about  ac- 
tivist investing  is  that  journalists  overlook 
or  even  deny  how  much  activist  investing 
helps  the  average  investor  (referred  to 
by  Grover  as  the  "common  man").  For 
example,  the  article  states  that  my  fund 
made  $370  million  on  Kerr-McGee  but 
fails  to  note  that  as  a  result  of  my  activism, 
the  share  price  of  KMG  increased  from 
30.06  to  70.50  and  that  total  shareholder 
value  increased  by  almost  135%,  or  $10 
billion.  In  the  case  of  Time  Warner,  the  ar- 
ticle accurately  points  out  that  I  made  ap- 
proximately $250  million  but  again  fails 
to  note  that  shareholder  value  increased 
by  almost  $15  billion  since  I  first  invested 
in  the  company. 

A  study  of  all  of  my  public  investments 
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since  November,  2004,  shows  an  increase 
in  total  shareholder  value  in  excess  of  $55 
billion.  If  prodding  boards  and  CEOs  can 
attain  such  results,  what  does  this  tell  us 
about  the  level  of  management  in  our 
country  and  how  much  value  is  being 
wasted?  Grover  states  that  I  have  been 
chasing  "bogeymen  for  much  of  my  life." 
I  agree,  but  he  goes  on  to  state  that  the  bo- 
geyman I  am  now  chasing  is  "private  eq- 
uity." That  is  inaccurate.  The  bogeyman  I 
am  now  chasing  is  the  structure  of  Ameri- 
can corporations,  which  permit  manage- 
ments and  boards  to  rule  arbitrarily  and 
too  often  receive  egregious  compensation 
even  after  doing  a  subpar  job.  Yet  they 
remain  accountable  to  no  one. 

If  corporate  democracy  is  not  restored 
so  that  managements  and  boards  can 
be  removed  when  they  prove  to  be  inad- 
equate, we  will  lose  our  ability  to  com- 
pete in  global  markets.  This  will  prove 
disastrous  for  the  value  of  the  dollar,  our 
credit  markets,  and  our  economy.  Unfor- 
tunately, activism  is  the  only  means  we 
now  have  to  hold  our  boards  and  CEOs 
accountable  because,  sadly,  corporate  de- 
mocracy is  nonexistent. 

-Carllcahn 
New  York 


CORRECTIONS  &  CLARIFICATIONS 

"The  21st  century  meeting"  (Future  of  Tech, 
Feb.  26)  mischaracterized  PictureTel's 
relationship  with  IBM  in  1991.  PictureTel 
was  not  a  subsidiary  of  IBM  but  had  a  joint 
marketing  agreement  with  IBM  to  develop 
a  desktop  video  system. 

"The  real  scandal  at  Citi"  (News  & 
Insights,  Feb.  26)  incorrectly  identified 
Jay  S.  Fishman  as  a  former  Citigroup 
board  member,  rather  than  as  a  former 
Citigroup  executive. 


OF  SMALL-BUSINESS  TAXES, 
PORK,  AND  THE  MINIMUM  WAGE 

PORK,  AS  MAX  B.  SAWICKY  [Economic 
Policy  Institute  economist]  himself  points 
out  in  "Minimum  wage,  maximum  pork" 
(Outside  Shot,  Feb.  19),  involves  taxpay- 
ers' money  going  to  specific  representa- 
tives' districts  for  projects  such  as  Ohio's 
National  Packard  Museum,  Alabama's 
statue  of  Vulcan,  and  Alaska's  bridge  to 
nowhere.  Tax  breaks,  unless  they  are  tar- 
geted to  large  defense  contractors  that  op- 
erate out  of  Pennsylvania,  are  not  pork. 
Sawicky  equates  letting  people  keep 


their  money  with  giving  them  m\ 
But  letting  people  keep  their  moi  j 
not  the  same  as  giving  tax  reven ! 
contractors  that  line  senators'  po  ; 
Also,  the  tax  cuts  in  question  will  b 
people  in  all  50  states.  To  me,  thi  j 
qualifies  these  tax  cuts  as  pork. 

-Wendell  C.  j  \ 
Newark  i 


SAWICKY  MAKES  a  good  point  i 
serving  that  tax  relief  for  small 
ness,  which  is  holding  up  passj 
the  federal  minimum  wage  incre. 
bad  policy.  It  confers  benefits  on 
nesses  that  may  not  employ  any 
mum  wage  workers.  The  same 
tion,  however,  can  be  made  agair 
minimum  wage  increase  itself, 
of  the  people  it  would  help  are  nn 
ing  in  poverty.  I  would  argue  thi 
damage  done  by  the  small-busimi 
break  is  nothing  compared  wii 
damage  done  in  the  labor  mar 
having  politicians  dictate  wage 
minuscule  loss  in  taxes  just  meai 
politicians  have  somewhat  fewc 
lars  to  squander,  while  the  mai 
increase  in  labor  costs  will  throv 
people  out  of  work  and  make  it 


ler  for  low-skilled  laborers  to  find 
at  all. 

-George  C.  Leef 
Raleigh,  N.C. 

TIME  TO  REDUCE  C02 

5SI0NS.N0  matter  what 

INSIDER  YOUR  "Question  of  the 
f  (Up  Front,  Feb.  19),  asking  skep- 
jf  global  warming  their  opinion  of 
J.N.  report,  completely  disingenu- 
The  responses  ignored  the  real  im- 
tion  of  the  report. 

the  scientific  consensus  on  the  human 
ct  on  global  warming  is  totally  wrong 
ve  spend  billions  of  dollars  reducing 
>n  dioxide  emissions  needlessly,  the  ef- 
rill  probably  be  a  modest  slowdown  in 
1  economic  growth.  If  we  do  nothing 
:  C02  emissions  and  the  scientific  con- 
is  is  correct,  the  result  will  be  global 
trophe.  Choosing  the  former  over  the 
isn't  a  hard  choice  to  make.  We  do  it 
day  in  business.  We  call  it  insurance. 
-James  A.  Wirth 
Pittsburgh 

fAINLY  IF  WE  only  look  at  re- 
trends  like  warm  summers,  severe 
is,  and  melting  glaciers,  we  could 


be  looking  at  normal  variability  that  was 
not  caused  by  human  actions.  But  the 
question  we  should  ask  ourselves  is  why 
the  current  concentration  of  atmospher- 
ic carbon  dioxide  is  more  than  20% 
higher  than  it  ever  was  in  the  600,000 
years  prior  to  the  Industrial  Age.  Those 
data  were  contained  in  the  U.N.  report 
on  global  warming.  Is  that  not  a  strong 
indicator  of  human  causation? 

-Richard  Wanat 
Southfield,  Mich. 

NEWSPAPERS  ARE 
ALIVE  AND  KICKING 

IT  WAS  CERTAINLY  refreshing  to  read 
"Hot  news  in  Nowheresville"  (Media, 
Feb.  19).  Lately,  I  have  taken  to  checking 
my  pulse  after  every  "declining  circula- 
tion and  revenue"  big- city  newspaper 
story  or  MediaCentric  column. 

Yes,  newspapers  are  evolving,  and 
yes,  the  newspapers  most  in  jeopardy 
are  those  that  depend  on  big-money 
advertisers.  But  there  are  other  stories, 
too.  Eleven  years  ago  my  friends  and 
I  began  a  free  hometown  weekly,  and 
distribution  has  increased  from  zero 
to  52,500  papers  about  60  pages  deep. 
We're  successful,  but  we've  never  had 


the  pleasure  of  meeting  a  20%  profit 
margin.  We  shake  customers'  hands 
more  and  wring  our  hands  less.  And 
there  are  hundreds,  if  not  thousands,  of 
us  across  the  U.S. 

For  us,  there  is  change  in  the  wind,  and 

tomorrow's  newspapers  will  embrace  it 

today.  Please  don't  bury  newspapers  yet. 

-Thomas  V.  Ward,  Publisher 

The  Valley  Breeze 

Cumberland,  R.I. 
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BY  STEPHEN  H.  WILDSTROM 


Goodbye  to  Office?  Not  Yet 

The  notion  that  cheap  or  free  Web-based  word  processing  or  spreadshet 
programs  could  replace  traditional  software  like  Microsoft  Office  is 
becoming  more  realistic  all  the  time.  Outfits  like  Google,  ThinkFree,  an 
Zoho  have  new  and  better  services  every  day.  And  now  startup  Transmt 
has  come  out  with  Glide  OS  2.0,  a  package  that  aims  to  replace  nearly  a 


the  software  on  your  computer. 

At  the  moment,  Glide's  ambitions 
exceed  its  ability  to  deliver  by  a  fair 
margin.  If  s  still  officially  only  in  beta 
(a  state  Google's  Gmail  has  been  in 
for  three  years)  and  is  clearly  a  work 
in  progress.  But  as  a  demonstration 
of  where  Web-based  software  may  be 
headed,  Glide  (www.glidedigital.com) 
is  a  fascinating  experiment. 

The  suite  covers  most  things 
consumers  do  on  their  computers. 
There's  a  word  processor,  a  photo 
editor,  a  drawing  program,  a 
presentation  program,  and  a  blog- 
writing  tool  along  with  e-mail,  calendar,  contact  list,  chat,  and 
file-sharing.  And,  of  course,  you  can  play  music  and  videos, 
read  news  feeds  from  Web  sites,  and  check  the  weather. 

All  of  this  is  done  within  a  Web  browser,  and  the  data  are 
stored  on  Glide's  servers,  not  your  hard  drive.  Pricing  is  based 
on  storage:  A  free  basic  account  offers  300  megabytes  of 
storage,  not  a  lot  if  you're  going  to  do  much  with  photos  or 
other  media.  Paid  accounts  start  at  $4-95  a  month  or  $49.95  a 
year  for  2  gigabytes  of  storage.  Once  your  information  is  in  the 
Glide  system,  you  can  get  to  it  from  anywhere.  The  applications 
are  based  on  Adobe's  Flash  9  software,  meaning  they  will  work 
on  any  system  that  can  run  Flash.  A  mobile  version  formats 
Glide  for  the  small  screens  of  handheld  devices. 

I  TRIED  GLIDE  ON  A  VARIETY  OF  SYSTEMS,  large  and  small: 
Windows  XP  and  Vista  PCs  and  a  Mac,  with  24-inch  displays; 
laptops,  a  Samsung  Ql  ultramobile  PC  with  a  7-inch  screen, 
Palm  Treos,  even  a  BlackBerry.  The  experience  varied 
dramatically.  In  all  cases,  though,  I  had  access  to  my  data  and 
could  use  at  least  some  of  the  applications  with  any  of  the 
devices,  wherever  I  happened  to  be. 

Glide's  main  shortcoming  is  that  it  tries  to  do  too  many 
things  and  doesn't  do  many  of  them  particularly  well  yet.  The 
home  screen  is  a  jumble,  often  providing  a  couple  of  ways 
to  do  something  when  one  is  all  you  need.  And  the  quality 
of  the  applications  varies  greatly.  The  word  processor  is 
straightforward  and  reasonably  full-featured.  It  normally  stores 


t 


documents  in  Web-page  (H1 
format,  but  also  can  save  the 
Word  or  PDF  files.  Yet  I  couli 
find  a  way  to  open  an  existin 
document  from  within  the  v 
processing  program;  I  had 
to  the  document  list,  select 
I  wanted,  and  click  "edit."  T 
photo  editor  is  both  remarks 
full-featured  and  fast.  But  I 
the  media  player  hopelessly 
confusing.  And  so  it  goes, 

One  major  drawback  of 
Web -based  software  suite 
that  it  works  only  when  yo 
are  connected  to  the  Interr 
To  get  reasonable  perform 
with  Glide  on  a  PC,  you  ne 
a  relatively  fast  broadband 
connection.  That's  no  prot 
for  many  home  users,  but 
work  for  lots  of  business  u 
who  need  to  work  on  airpl 
at  hotels  with  slow  connec 
All  of  the  many  compan 
working  on  Web-based 
■■■m^nna  applications  are  struggling 

this  issue.  Glide  provides  a 

separate  program,  called  G 

Sync,  for  exchanging  data  between  online  storage  and  £ 

hard  drive.  And  Adobe  is  working  on  a  project,  called  Apo 

will  let  Flash-based  applications  work  without  a  Web  con 

So  Glide  has  a  ways  to  go  before  I  would  be  willing  tc 

Microsoft  Office,  Adobe  Photoshop,  or  even  Gmail.  But 

that  becomes  a  serious  option  may  not  be  all  that  far  ofl 

E-mail:  tech&you@businessw 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to  technology 
businessweek.com/go/techmaven/ 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  www.businessweek.com/search/podcasting.htm 


Glide  offers 
a  peek  at 
where 
Web-based 
tools  may 
be  headed 
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The  T.  Rowe  Price  SmartChoice  IRA5M. 

Consider  a  T.  Rowe  Price  SmartChoice  IRA  this  year,  a  smart  yet  easy 
solution  for  your  retirement  savings. 

With  a  T.  Rowe  Price  SmartChoice  IRA,  just  choose  the  date  that's  closest 
to  the  year  you  plan  to  retire  and  you'll  get  a  Retirement  Fund  that  we'll 
adjust  over  time  to  become  more  conservative  as  the  target  retirement 
date  approaches.  Based  on  the  Retirement  Funds'  low  expenses  and  high 
allocation  to  stocks,  Kiplinger's  magazine  said  T.  Rowe  Price  has  the 
"Best  Target-Retirement  Fund."*  Investors  should  note  that  the  higher 
the  fund's  allocation  to  stocks,  the  greater  the  risk. 

Our  Investment  Guidance  Specialists  can  help  you  decide  if  a 
SmartChoice  IRA  is  right  for  you.  They  can  even  help  you  open  an 
account  or  transfer  your  IRA  right  over  the  phone. 


Just  choose  the  fund 
closest  to  your 
retirement  date: 

Retirement  2010  Fund 
Retirement  201 5  Fund 
Retirement  2020  Fund 
Retirement  2025  Fund 
Retirement  2030  Fund 
Retirement  2035  Fund 
Retirement  2040  Fund 
Retirement  2045  Fund 


Act  by  April  1 7  for  your  2006  IRA  contribution. 


The  more  you  (< 

the  more  we're  different. 


ira.troweprice.com     1.800.366.5910 


T.RoweRice 

INVEST    WITH    CONFIDENCE 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 

The  funds'  investment  in  many  underlying  funds  means  that  they  will  be  exposed  to  the  risks  of  different 
areas  of  the  market.  There  are  many  considerations  when  planning  for  retirement.  Your  retirement  needs, 
expenses,  sources  of  income,  and  available  assets  are  some  important  factors  for  you  to  consider  in 
addition  to  the  Retirement  Funds.  Before  investing  in  one  of  these  funds,  also  be  sure  to  weigh  your 
objectives,  time  horizon,  and  risk  tolerance.   November  2006. 


MediaCentric 


BY  JON  FINE 


Old  Media's  New  Math 

If  you  wanted,  you  could  create  the  laboratory  conditions  for  a  spate  of 
risky  media  deals.  You'd  want  a  market  flooded  with  money  from  private 
equity,  hedge  funds,  and  bankers  eager  to  lend  at  ever-increasing  multip| 
of  cash  flow.  You'd  want  a  bunch  of  operating  guys  (and  they  remain 
almost  exclusively  guys)  grumpy  about  life  in  previously  conceived 


media  conglomerates  and  starry-eyed 
at  the  prospect  of  equity  stakes  that 
could  turn  into  eight-figure  fortunes. 
And  you'd  want  a  media  world  in  flux, 
in  which  profits  from  once-steady 
sectors  and  properties  cannot  be 
presumed  to  be  stable. 

Actually,  you  don't  have  to 
construct  it.  You're  soaking  in  it. 

"IT'S  BEEN  PRETTY  AMAZING  that 

investment  bankers  haven't  made 

more  stupid  deals,"  says  one  active 

player  in  this  market.  The  math 

for  media  deals— we're  talking 

about  traditional  media  deals, 

since  those  for  Web  properties  like  MySpace  and  YouTube 

defy  any  standard  metrics— is  based  on  the  cash-flow 

indicator  EBITDA;  that  is,  earnings  before  interest,  taxes, 

depreciation,  and  amortization.  Earlier  this  decade,  say 

executives  involved  in  the  deal  markets,  those  seeking  to 

buy  a  media  property  could  borrow  about  five  times  an 

acquisition's  EBITDA.  Today,  they  can  borrow  seven  times. 

It's  no  surprise  that  lenders  like  this  can  jack  up  the  price  of 

a  potential  deal. 

Meanwhile,  more  money  keeps  targeting  this  market. 
On  Feb.  21  media-focused  Providence  Equity  Partners 
announced  it  had  raised  $12  billion  for  another  buyout 
fund— its  sixth.  None  of  this  automatically  spells  doom  for 
media  transactions,  and  no  deal  vehicles  are  being  driven 
off  the  cliff  just  yet.  But  it  is  safe  to  say  that  the  potential  for 
dumbness  is  mushrooming.  "We've  seen  this,  and  it  doesn't 
work  out  well,"  offers  one  deal-side  executive.  At  current 
maximum  debt-to-EBITDA  ratios,  operating  a  company 
"doesn't  leave  a  lot  of  room  for  error....  If  you  start  running 
into  problems— and  you  will,  and  there  will  be  a  recession— 
you  won't  be  able  to  service  the  debt." 

What  sparked  Wall  Streef  s  romance  with  media  decades 
ago  was  the  realization  of  just  how  much  cash  the  companies 
of  yore  threw  off.  Some  investors  feel  "media,  as  a  consumer 
product,  has  some  stability  to  it.  And  most  media  companies 
don't  have  a  lot  of  capital  spending  needs,"  explains 
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CreditSights  senior  analyst  Jake  Newmai  1 
"They  can  generate  pretty  good  cash  flov  I 
long  as  their  business  model  is  sound."  T 
coupled  with  the  ease  of  borrowing,  has 
rise  to  highly  leveraged  deal  proposals  fc 
Clear  Channel  and  Univision.  BusinessWt 
corporate  sibling  Standard  &  Poor's  note 
in  a  report  downgrading  Univision's  crec 
outlook  that  the  potential  deal  would  lea, 
the  company's  total  debt  at  12  times  its  2. 
EBITDA 

Neither  deal  is  necessarily  heading  for 
a  crack-up.  But  ponder  this  portion  of 
Newman's  comment:  "as  long  as  their 
business  model  is  sound."  This  is  an  era  j 
which  long-held  media  reveni 
calculations  have  to  be  refigu:i 
practically  weekly.  If  s  not  tha; 
Web  will  destroy  all  tradition;: 
media  businesses.  If  s  that  yo 
can't  pinpoint  which  sector  w 
next  face  dismemberment  by 
fast-blossoming  newcomer. 

In  retrospect,  the  spectaci 
implosion  of  tech  player  Zifl 
Davis— bought  by  Willis  Ste 
&  Partners  in  2000  for  $78C 
million,  and,  after  much  tumult,  widely  believed  to  be 
worth  a  fraction  of  that— sterns  preordained.  But  I  woul 
never  have  guessed  that  magazines  aimed  at  new  paren 
would  be  hit  hard  by  message  board-y  sites  like  Johnson 
Johnson's  BabyCenter.com,  even  though  thaf  s  exactly  v 
has  happened.  (Two  executives  familiar  with  Time  Inc.'i 
Parenting  Group  properties,  which  were  just  sold  to  Sw« 
Bonnier  Magazine  Group,  says  their  EBITDA  was  rough 
halved  from  2005  to  2006.  A  Time  Inc.  spokeswoman 
declined  to  comment.)  The  risks  keep  mounting.  But  th< 
money  keeps  flowing.  ■ 


BusinessWeek  .com 


I  For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
www.businessweek.com/innovate/FineOnMedia 


Why  bloated 
deals  could 
sink  under 
their  own 
weight 
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HERE'S  TO  THE  ROAD  WARRIORS  WITH  SPINES  OF  STEEL. 

AND  DELICATE  BACKS. 

Toting  briefcases  and  carrying  barely  carry-onable  luggage  through 

a  hundred  airports.  It's  enough  to  make  a  business  traveler  tough  as  nails. 

And  weak  as  a  kitten.  Courtyard's  thicker  new  mattresses,  and  softer  new 

pillows  and  sheets  are  designed  to  soothe  and  support  them  every  night. 

So  they  can  get  up  every  day  and  conquer  the  world. 

NEW  BEDS  AND  BEDDING  AT  COURTYARD? 

REDESIGNED  BY  BUSINESS  TRAVELERS  FOR  BUSINESS  TRAVELERS?* 


>r  reservations,  call  1-800-MARRIOTT  or  visit  Marriott.com/courtyard. 


COURTYARD 
Harriott 
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REGISTER  NOW  FOR  THIS  YEAR'S 


BUSINESS  &  DESIGl 


CONFERENCE 


APRIL 


DE  YOUNG  MUSEUM,  SAN  FRANCISCO 


What  makes  a  successful  design  project?  The  nation's  leading  corporate 
and  d@si.gn  experts  share  their  views  and  provide  candid,  real-life 
exampleP&'f  what  worked  and  what  didn't  at  the  second-annual 
tissue  Business  and  Design  Conference,  offered  by  Corporate  Design 
FounclatiortSSpecial  nextjday  option:  An  exclusive  "behind-the-scenes 
tour  ot  Pixar  Animation" 


sappi 


JAMES  C.  COOPER 


nventory  Swings  Are 
Vhipsawing  the  Economy 

it  an  adjustment  in  stockpiles  has  the  potential  to  generate  a  rebound 
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U.S.  ECONOMY 


There's  a  new  dynamic  at  work  in  the  outlook.  J  E 

5  the  ebb  and  flow  of  business  inventories,  and  it  has  the  potential  Q 

generate  some  ups  and  downs  this  year  that  could  greatly  affect  Q 

rceptions  of  the  economy's  strength.  The  downside  of  the  inventory  J** 
de  is  happening  right  now,  and  it's  at  least  partly  to  blame  for  the 


p  sell-off  in  the  U.S.  stock  market  on  Feb.  27 
he  initial  spark  was  the  plunge  in  Chinese  equities, 
worries  about  the  U.S.  economy  fanned  the  fires. 
e  of  those  concerns  reflected  several  weak  economic 
its  of  late,  almost  all  of  which  have  come  from  the 
istrial  sector,  which  has  been  hit  hard  by  the  efforts 
jsinesses  to  bring  inventories  into  better  alignment 
sales.  Comments  by  former  Federal  Reserve 
innan  Alan  Greenspan  that  a  U.S.  recession,  while 
<ely  in  2007,  was  "possible,"  only  added  fuel. 
rw  if  any  economists  anticipated  the  extent  of  the 
ntory  adjustment  that  was  already  well  under  way 
e  end  of  last  year.  Production  cutbacks  have  been 
h  greater  than  expected.  Those  cuts  have  weakened 
ndustrial  sector  considerably,  and  they  resulted  in  a 
3  downward  revision  on  Feb.  28  to  the  government's 
sure  of  fourth-quarter  economic  growth, 
le  Bureau  of  Economic  Analysis  now  pegs  last 
ter's  growth  in  real  gross  domestic  product  at  only 

well  below  the  3.5%  advance  originally  reported. 

tiess  inventories,  which  had  grown  by  $55  billion  in 

lird  quarter,  after  adjusting  for  inflation,  rose  only 

billion  in  the  fourth  (chart).  That  slowdown  caused 
rtraction  from  GDP  growth  of  1.4  percentage  points, 
ad  of  only  0.7,  as  the  BEA  first  estimated.  January 
its  on  new  factory  orders  and  industrial  surveys 
ests  the  inventory  realignment  will  be  a  further  drag 
rowth  in  the  first  quarter. 

STUNG  INVENTORIES  into  better  shape  has  had 
ggest  and  most  visible  impact  on  manufacturing, 
ever,  if  s  important  to  keep  in  mind  that  the 
trial  sector  accounts  for  less  than  a  quarter  of  all 
products  produced  in  the  U.S.  Real  GDP  in  the  much 
Jer  service  sector,  which  employs  about  80%  of  all 
te-sector  workers,  grew  a  healthy  3.8%  last  quarter. 
le  required  adjustment  in  stockpiles  is  neither 
sive  nor  broad.  The  trimming  appears  concentrated 
tos,  construction  supplies,  and  retail  oudets  that 
i  on  building  supplies  and  home  goods.  That's 
from  the  recent  pattern  in  GDP  growth  outside  the 
and  residential  construction  sectors.  The  economy 


A  SHARP  SLOWDOWN 
IN  INVENTORY  GROWTH 

BILLIONS  OF  2000  DOLLARS 


averaged  only  2.1%  growth  in  the  second  half  of  2006, 
but  excluding  those  two  categories,  which  are  only  8%  of 
GDP,  the  second-half  pace  was  3.8%. 

Compare  what's  happening  now  with  the  recession 
in  2001.  Back  then,  inventories  swung  from  an 
accumulation  rate  of  about  $100  billion  per  quarter  to  a 
liquidation  rate  of  almost  $90  billion.  That  $190  billion 
swing  over  the  period  of  a  year  and  a  half  cut  deeply  into 
economic  growth.  The  current  downdraft  is  much  tamer. 

Still,  the  blow  to  manufacturing  has  been  heavy. 
Manufacturing  output  has  already  declined  at  a  2.2% 
annual  rate  in  the  fourth  quarter,  the  largest  quarterly 
drop  since  the  2001  recession.  Auto  production  fell  3.9%, 
after  plunging  9.8%  in  the  third  quarter.  Construction 
supplies  declined  9.3%,  and  appliances  and  furniture 
dropped  8.8%.  Those  three  sectors,  which  make  up 

20%  of  factory  output, 
accounted  for  almost 
45%  of  the  overall 
fourth-quarter  loss. 

Plus,  the  weakness 
continued  into  the  first 
quarter:  Both  January 
manufacturing  output 
and  new  orders  began 
the  quarter  below  the 
fourth-quarter  level. 
New  orders  taken  by 
producers  of  durable 
goods  dropped  7.8%  in 
January.  That  report  on  Feb.  27  helped  to  fuel  the  stock 
sell-off,  and  it  suggested  factories  may  struggle  through 
the  first  quarter.  Although  much  of  that  fall  reflected  a 
huge  60%  plunge  in  civilian  aircraft,  mainly  at  Boeing 
Co.,  orders  outside  the  transportation  sector  also  fell. 

THERE'S  A  BRIGHT  SIDE  to  the  current  inventory  cycle, 
but  there  are  risks.  Further  into  2007,  the  cycle's  upside 
has  the  potential  to  generate  a  powerful  rebound  in  the 
economy.  As  long  as  overall  demand  remains  resilient, 
the  necessary  cutbacks  will  soon  run  their  course,  setting 
up  a  good  chance  for  a  sharp  snapback  in  economic 
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Data:  Bureau  ol  Economic  Analysis.  Global  Insight  Inc. 
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growth  this  summer,  as  businesses  gear  up  production 
again  and  begin  to  rebuild  their  inventories. 

The  biggest  risk  to  the  rebound  scenario  lies  in  the 
corporate  sector.  Business  outiays  for  equipment  fell 
unexpectedly  in  the  fourth  quarter,  by  2.4%,  and  a  big  6% 
drop  in  January  capital-goods  orders  outside  of  defense 
and  aircraft,  the  largest  decline  in  three  years,  suggests 
more  weakness.  If  businesses  pull  back  on  both  capital 
spending  and  hiring,  then  the  economy  would  lack  the 
oomph  it  needs  to  restart  a  new  upswing  in  production. 

Housing  is  the  other  wild  card.  The  market  for  new 
homes  slumped  further  in  January,  with  sales  tumbling 
16.6%  from  December  to  the  lowest  level  in  almost  four 
years  (chart).  Weather  differences  in  December  and 
January  may  have  played  a  big  role  in  that  result.  Some 
good  news:  Sales  of  existing  homes  rose  in  January, 
suggesting  that  lower  prices,  low  financing  costs,  and 
solid  job  markets  are  reducing  the  stock  of  unsold  homes. 
One  plus  from  the  latest  market  turmoil  is  the  drop  in 
long-term  interest  rates,  which  will  lower  mortgage  rates 
and  add  further  support  to  housing  demand. 

DESPITE  THE  RISKS,  resilient  consumer  spending  is 
the  best  reason  to  believe  the  inventory  correction  will 
not  be  a  heavy  or  extended  drag  on  the  overall  economy. 
Demand  is  soft  mainly  in  the  housing  and  auto  areas,  and 
ongoing  cutbacks  in  production  and  price  discounting 
to  move  out  excessive  stockpiles  have  already  whittled 
down  the  problem  substantially. 

The  revised  GDP  numbers  show  overall  demand  rose 
3.6%  in  the  fourth  quarter,  much  faster  than  the  2.2% 


LABOR  MARKETS 


JANUARY  HOME  SALES 
TAKE  A  TUMBLE 

MILLIONS,  ANNUAL  RATE 


gain  in  GDP.  The  difference  in  those  two  increases  refle 
the  sharp  slowdown  in  inventory  growth,  suggesting  a 
lot  of  those  excess  stockpiles  were  sold  last  quarter. 

Consumer  demand,  in  particular,  appears  to  have 
remained  strong  in  the  first  quarter.  Based  on  the 
solid  gain  in  January  retail  sales,  even  moderate 

spending  increases  ir 
February  and  March 
would  yield  another 
quarter  of  growth  in 
real  consumer  spendi 
in  the  neighborhood 
3.5%,  close  to  the  pac 
for  all  of  2006. 

Moreover,  consume) 
remain  in  good  spirits  | 
The  Conference  Boarc 
index  of  consumer 
confidence  rose  in 
February  to  the  highei 
level  in  more  than  five  years,  buoyed  by  favorable 
assessments  of  job  markets  and  income  growth.  Most 
notably,  the  proportion  of  households  describing  jobs 
"hard  to  get"  fell  to  the  lowest  level  since  2001. 

For  now,  there's  still  no  solid  evidence  of  any  broad 
severe  weakness  in  the  economy,  and  based  on  the  Fel 
27  market  plunge,  stock  investors  appear  overly  beari; 
on  U.S.  economic  prospects.  If  this  inventory  cycle 
follows  the  pattern  of  those  in  the  past,  there  is  a  gooc 
chance  the  economy  will  look  a  lot  stronger  in  the  seen 
half  of  the  year  than  it  does  right  now.  ■ 
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Data:  U.S.  Census  Bureau,  Global  Insight  Inc. 


A  Makeover  for  a  Key  Jobs  Report 


AN  OVERHAULED  version  of 

Automatic  Data  Processing  Inc.'s 
National  Employment  Report  is  due 
on  Mar.  7  The  changes  should  get 
monthly  results  a  little  closer  to  the 
Labor  Dept.'s  initial  monthly  payroll 
figure.  But  the  report's  more  valuable 
contribution  may  be  a  better  picture  of 
the  labor  market  in  real  time. 

After  being  far  off  the  mark  a  few 
times  last  year,  the 
markets  will  be  eager 
to  see  if  the  new  ADP 
National  Employment 
Report  does  a  better 
job  of  foreshadowing 
the  government's 
monthly  measure 
of changes  in 
private  payrolls. 
According  to  ADP 
and  Macroeconomic 
Advisers,  the  report's 
creators,  historical 


AN  IMPROVED  GAUGE 
OF  EMPLOYMENT 
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Data:  ADP  Inc.,  Macroeconomic  Advisers, 
Bureau  of  Labor  Statistics 


data  show  that  whenever  the  ADP 
estimate  exceeds  or  undershoots  the 
consensus  expectation,  the  Labor 
Dept.  number  will  do  the  same 
thing  about  70%  of  the  time.  So  the 
ADP  data  can  be  used  to  improve 
upon  the  consensus  forecast.  The 
changes  also  improve  the  accuracy 
of  the  monthly  report  relative  to  the 
government's  results  by  about  17%. 
The  ADP  report 
now  looks  at  nearly 
400,000  businesses 
with  payrolls  totaling 
close  to  23  million 
workers.  That's 
larger  than  the  initial 
pool  used  by  the 
Labor  Dept.  Plus,  the 
data  are  now  being 
collected  weekly,  vs. 
monthly,  and  a  more 
advanced  seasonal 
adjustment  is  in  place. 


MONTHLY  CHANGES 
IN  PRIVATE  N0NFARM 
PAYROLLS 

■  LABOR  DEPT. 

■  ADP 


The  two  measures  will  still 
diverge  from  time  to  time.  When 
that  occurs,  early  evidence  show! 
the  ADP  numbers  come  closer  to 
the  government's  final  annual 
employment  revisions,  released 
in  early  February,  than  the  initial 
Labor  Dept.  jobs  data.  One  reaso 
is  that  the  ADP  report  includes 
businesses  not  in  the  governmer 
initial  survey.  That  makes  the  re) 
"particularly  powerful  if  you  are 
trying  to  understand  what  truly 
happened  to  employment,  as  it 
will  eventually  be  reported  by  th 
[government],"  says  Macroecon 
Advisers  Chairman  Joel  Prakken 

It  will  take  time  to  convince  th 
financial  markets,  but  if  the  revisi 
ADP  report  proves  to  be  a  reliable 
real-time  estimate  of  true  labor 
market  conditions,  it  will  end  up 
being  quite  valuable.  ■ 

-By  James  Mehring  in  New  Yor 
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THE  MARKETS  TURN  TAIL 

Higher,  higher,  higher,  then  blam !  For  no  obvious  reason,  Shanghai's  pumped -up  stock 
market  fainted  dead  away  on  Feb.  27.  Contagion  then  circled  the  globe,  infecting  bourses 
from  France  to  Brazil  to  the  U.S.  After  months  in  which  markets  rose  at  a  stately  pace,  the 
sell-off  reminded  investors  that  stocks  sometimes  go  down,  too.  Shanghai  fell  8.8%,  France 
and  Germany  3%,  and  the  Dow  3.3%,  or  416  points  (photo,  the  Big  Board  trading  f  bor). 

Fed  Chairman  Ben  Bernanke  testified  on  Feb.  28  that  he  couldn't  see  any  single  trigger  for 
the  panic,  but  that  didn't  stop  the  pundits.  Some  blamed  a  speech  by  his  predecessor,  Alan 
Greenspan,  who  said  he  couldn't  rule  out  a  2007  recession  in  the  U.S.  Others  fingered  rumors 
of  a  new  tax  to  discourage  stock  speculation  in  China.  Or  rising  global  interest  rates,  or  U.S. 
subprime  mortgage  woes.  Others  pointed  to  a  much-worse-than-expected  durable  goods 
production  number.  Some  markets  recovered  a  bit  on  Feb.  28,  so  the  pain  maybe  short-lived. 
But  investors  won't  forget  the  shock  for  a  while,  and  may  have  to  get  used  to  greater  volatility. 
See  "Preparefor  turbulence,"  page  34 


A  Titanic  Offer  for  TXU 

How  do  you  sell  the  biggest 
leveraged  buyout  in  history? 
Give  everyone  a  piece  of  the 
pie.  Private  equity  giants  Kohl- 
berg  Kravis  Roberts  and  Texas  Pa- 
cific Group  on  Feb.  26  proposed 
to  buy  Dallas  utility  TXU  for  an 
electrifying  $45  billion.  TXU 
Chairman  and  CEO  C.  John  Wilder 
will  probably  stick  around. 
The  company  would  drop 
plans  to  build  8  of  the  11  new 
coal  plants  that  had  inflamed 


greens.  Utility  customers  will 
get  something,  too— a  10%  cut 
in  their  bills  through  Septem- 
ber, 2008.  Still,  regulators  and 
lawmakers  in  Washington  and 
Austin  may  balk,  and  other  bid- 
ders could  jump  in. 
See  "Hugging  the  tree  huggers," 
page  66 


WellPoint's  New  Boss 

This  one  merits  double  super- 
latives: On  Feb.  26,  WellPoint 


announced  that  Angela  Braly,  45, 
will  take  over  on  June  1.  That 
will  make  WellPoint,  the  na- 
tion's No.  1  health  insurer,  also 
the  largest  publicly  held  com- 
pany to  be  run  by  a  woman. 
Braly  is  general  counsel  of  the 
$60-billion-a-year  Blue  Cross  & 
Blue  Shield  marketer.  Outgoing 
CEO  Larry  Glasscock,  who  made 
acquisitions  that  built  Well- 
Point into  an  insurer  for  34.1 
million  Americans,  plans  to 
stay  on  as  chairman. 


.... 


Chasing  Chrysler 

There's  little  doubt  General  Rfr 
tors  is  keen  to  snap  up  its  en  'I 
town  rival,  Chrysler  Group,  frc  ■' 
German  parent  DaimlerChrysl 
The  Financial  Times  reporte 
on  Feb.  26  that  GM  is  eager 
for  a  deal  and  would  consid 
giving  the  Germans  an  equi 
stake  in  return.  Neither  con 
pany  will  comment,  but  one 
GM  source  says  the  compan 
would  only  take  Chrysler  fo 
next  to  nothing.  Canadian  r 
maker  Magna  International  als 
seems  interested.  A  source  ( 
to  the  situation  says  Magna 
has  looked  at  Chrysler's  pla 
Expect  Chrysler  to  be  sold  t 
someone  by  late  summer. 
EEBEE>  "Which  mad  for  Chrysn 
www.businessweek.com/ 'go/t 
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Citi's  Money  Guy  ' ftt 

Citigroup  CEO  Charles  Prince  m 

good  on  his  promise  to  nanr  :n 
a  CFO  within  45  days  of  re 
placing  Sallie  Krawcheck,  who 
returned  to  her  post  as  hea* 
wealth  management  on  Jar    . 
By  hiring  American  Express  C(  ^ 
Gary  Crittenden,  Prince  bring 
on  a  respected  straight-sho 
who  will  better  navigate  a  c 
interest  rate  environment  a 
manage  the  balance  sheet, 
Crittenden,  however,  wasn 
instant  hit:  Citi  stock  fell 
the  day  the  news  broke. 


A  Leak  at  UBS? 

Businessweek.com  reports 
Feb.  26  that  federal  prosec- 
tors and  securities  watchdi 
would  soon  file  charges  ag.| 
a  New  York  employee  of  Sv 
bank  UBS  for  allegedly  sell 
advance  notice  of changes 
analysts'  ratings  to  traders 
See  "When  hedge  funds  cms 
line,"  page  46 
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Microsoft  Says  "Ouch 

In  what  could  be  the  stiffe 
patent  infringement  judgr 
ever— if  it  holds— a  federal 
jury  in  San  Diego  on  Feb. '. 
ordered  Microsoft  to  pay  $ 
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in  to  Alcatel-Lucent  in  a  case 
ving  MP3  audio  technolo- 
he  MP3  compression  stan- 
was  created  by  Lucent's 
abs  along  with  scientists 
Fraunhofer,  a  German  think 
Microsoft  had  licensed  the 
lology  from  Fraunhofer, 
Jcatel-Lucent  argued  the 
se  covered  different  intel- 
al  property.  Microsoft  says 
1  ask  for  a  review. 
An  idea  incubator  tries  to 
cash,"  page  61 


lion  to  make  150,000  vehicles 
a  year.  Toyota,  which  just 
opened  a  plant  in  San  Antonio, 
says  strong  growth  justifies 
more  production.  But  since 
Honda  and  Nissan  can  boast  that 
a  greater  portion  of  their  sales 
come  from  North  American 
factories,  and  Toyota  is  para- 
noid about  a  backlash  in  the 
States,  the  company  also  fig- 
ures it  must  build,  build,  build. 
GMBEfr  "Toyota's  'Born  in 
USA.'  blitz  rolls  on," 
www.businessweek.com/go/tbw 


jltz's  Mea  Culpa 

idid  Valentine's  Day  note 
Starbucks  Chairman 

i-d  Schultz  sent  shares  down 
on  Feb.  26  after  it  was 
d  and  posted  on  the 
ucksgossip.com  blog.  In 
lemo,  Schultz  laments 
moves  to  streamline 
:e  led  to  "what  some 
t  call  the  commoditiza- 
)f  our  brand."  Among  the 
its:  automatic  espresso 
ines  and  vacuum-sealed 
:  packs,  two  innova- 
that  boost  efficiency  but 
ve  the  pleasant  sights 
mells  customers  used  to 
:t  with  their  $4  latte. 


Gap  Snips  Away 

Paring  back  to  its  core  busi- 
nesses, Gap  on  Feb.  26  said  it 
will  give  up  on  Forth  &  Towne,  its 
18-month-old  clothing  chain 
aimed  at  women  over  35.  The 
tattered  retailer  said  Forth  & 
Towne,  which  runs  19  stores 
and  competes  with  established 
outfits  like  Talbots  and  Chico's, 
"was  not  demonstrating 
enough  potential." 


ant  Grows  in  Tupelo 

ding  more  evidence  that 
ydng  to  win  over  the  red 
Toyota  said  on  Feb.  27 
twill  build  a  new  SUV 
near  Tupelo,  Miss.,  hiring 
'  and  investing  $1.3  bil- 


Airbus'  Flight  Plan 

The  planemaker  finally  laid 
out  its  route  to  recovery.  CEO 
Louis  Gallois  on  Feb.  28  unveiled 
a  plan  that  involves  laying  off 
10,000  and  divesting  six  plants 
in  France  and  Germany  to  save 
$2.8  billion  over  four  years. 
French  unions  lambasted  the 
proposal  as  "an  act  of  war." 
BJilSKi*  "Airbus:  Restructuring 
at  full  throttle." 
www.businessweek.com/go/tbw 


ITCH  OF  THE  WEEK 

dalists,  the  folks  on  the  floor  of  the  New  York  Stock  Exchange 
help  settle  chaotic  markets,  have  long  been  derided  as 
isaurs.  Advocates  of  superfast  computerized  stock  trading 
have  had  their  way  at  the  Big  Board  and 
other  markets  worldwide  in  making  the 
floor  almost  irrelevant.  But  with  com- 
puter glitches  helping  turn  the  Feb.  27 
slide  into  a  416-point  rout,  the  dinosaurs 
are  getting  their  revenge.  Without  them, 
"the  decline  would  have  been  far  worse," 
says  Robert  Fagenson,  chairman  of  one  of 
the  biggest  specialist  firms,  Van  der  Moolen. 

They  were  buying  as  investors  were  rush- 

m  HATTAN  TICKER      mg  t0  sell,  keeping  prices  from  plunging 
pier.  He  and  other  specialists  are  likely  now  to  get  a  better 
ling  as  NYSE  officials  and  regulators  mull  more  computeriza- 
I  The  NYSE  recendy  began  implementing  a  hybrid  system 
■puts  computers  largely  ahead  of  specialists,  and  technolo- 
I  argue  it's  only  a  matter  of  time  before  the  human  touch  is 
■inated.  But  the  meltdown,  Fagenson  says,  amounts  to  "a 
e  good  argument  for  manual  intervention." 
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WHAT  THE  MARKE1 
1ST  LUNG  US      ' 


Volatility  is  back  Ominous  signs  loom.  But  the  outlookfor 

U.S.  markets  is  surprisingly  upbeat  BY  roben  farzad  and  david  henry 


n  the  parlance  of  Thomas  Friedman,  the  world  never  looked  flat- 
ter than  it  did  this  week.  A  9%  stock  market  sell-off  in  China  on 
Feb.  27  prompted  sharp  drops  almost  everywhere  else  around 
the  globe.  Suddenly,  money  managers  and  traders,  lulled  into  a 
trance  by  seven  months  of  steadily  rising  share  prices,  felt  like 
they'd  been  hit  over  the  head  with  a  best-selling  hardcover.  With 
one  big  thwack,  they  were  reminded  that  stocks  are  risky  and 
t  emerging  markets  are  riskier. 

n  hindsight,  no  one  should  have  been  surprised.  China  surged  an 
azing  130%  last  year  and  13%  in  the  week  ahead  of  the  plunge,  as 
lions  of  newbie  day  traders  punched  in  buy  orders  on  rumors  about 
res  they'd  never  heard  of.  Stocks  zoomed  in  other  overseas  markets 
half  a  year;  U.S.  shares,  which  have  lagged  the  rest  of  the  world  since 
)0,  rose  steadily  and  with  little  volatility.  Something  had  to  give, 
he  question  is  what  happens  next.  This  latest  episode  of  jitters 
Id  be  the  opening  shock-and-awe  campaign  of  something  more 
ing.  The  U.S.  economy  is  suddenly  looking  weaker  than  it  has  in  a 
g  time.  Fears  are  mounting  that  troubles  in  the  mortgage  market 
Id  spread  to  other  sectors.  And  profit  growth  seems  to  be  slowing 
rkedly— a  troublesome  sign,  to  be  sure. 


But  a  stronger  case  can  be  made  that 
Feb.  27  will  turn  out  to  be  more  of  a  tremor 
than  an  earthquake.  Notably,  U.S.  indexes 
gained  on  Feb.  28.  That's  in  part  because 
powerful  forces  are  undergirding  stocks 
now  in  a  way  they  weren't  in  earlier  bear 
markets.  The  last  bear  came  on  the  heels 
of  a  long  bull  market  that  included  the 
biggest  five-year  run-up  since  the  1920s. 
Share  prices  are  only  now  beginning  to 
revisit  their  2000  levels.  The  amount  of 
cash  sitting  on  the  sidelines  is  at  a  record. 
Individual  investors  haven't  jumped  into 
the  market  en  masse. 

What5 s  more,  private  equity  is  now  a 
major  factor.  Buyout  firms  have  raised 
billions  in  the  past  two  years.  Furious 
dealmaking  is  keeping  asset  prices  buoy- 
ant and  also  cutting  the  supply  of  shares 
available  to  investors.  That  squeeze  is 
being  magnified  by  activist  hedge  funds, 
which  are  badgering  companies  into 
stock  repurchases  like  never  before.  With 
the  inventory  of  equities  down  and  so 
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much  money  already  on  the  sidelines, 
the  market  appears  to  have  a  steady  floor 
underfoot. 

AMERICAN  ADVANTAGE 

ONE  THING  IS  FOR  SURE:  Volatility  is 
back.  Bulls  and  bears  will  battle  it  out 
over  the  next  few  weeks  and  months,  not 
only  in  the  U.S.  but  also  abroad.  That 
could  actually  be  good  news  for  U.S. 
stocks,  at  least  relatively  speaking.  As 
fund  managers  and  traders  recalibrate 
their  risk  appetites,  U.S.  stocks  stand  to 
look  more  attractive  than  their  overseas 
counterparts.  In  fact,  the  riskier  those 
markets,  the  safer  the  U.S.  will  seem. 
In  short,  the  world  could  seem  a  lot  less 
flat— in  a  hurry. 

The  biggest  support  for  the  U.S.  mar- 
ket has  been,  and  will  likely  remain,  pri- 


Maria  Bartiromo  talks  with  China  expert 
Don  Straszheim.  FaceTime  page  106 


vate  equity  firms  and  hedge  funds.  The 
$45  billion  privatization  of  utility  TXU 
announced  on  Monday— the  biggest  of 
all  time— was  the  second  record-setting 
deal  in  three  months.  Eight  of  the  top  10 
LBOs  in  history  have  been  inked  since 
June;  in  2006  alone  some  $420  billion  in 
leveraged  buyouts  took  place,  a  record. 
And  yet  private  equity  firms  still  wield  as 
much  as  $2  trillion  in  combined  buying 
power,  enough  to  take  out  fully  a  10th  of 
the  entire  U.S.  stock  market. 

The  fuel  for  all  the  buying— low  long- 
term  interest  rates— remains  in  the  tank. 
In  fact  rates  have  been  falling  in  the  past 
few  weeks  and  fell  even  more  Tuesday, 


making  the  debt,  or  leverage,  that 
vate  equity  firms  wield  even  che; 
"The  difference  between  cost  of  cai 
and  return  on  equity  is  so  enornrj 
that  if  you're  a  leveraged  player 
just  have  to  buy,"  says  market  watu 
Jason  D.  Trennert  of  Strategas  Rese: 
Partners.  He  goes  so  far  as  to  sug. 
that  the  Standard  &  Poor's  500-s 
index  itself,  if  it  could  be  packaged 
a  single  entity,  would  be  a  scream 
LBO   candidate.   Hence  what  vet    | 
market  strategist  Edward  E.  Yan   i 
has  taken  to  calling  the  "private  ec    i:: 
put"— for  put  option,  a  floor  price  u    toi 
a  security.    In  this  case  it's  undeM  b 
whole  market. 

At  the  same  time  activist  hedge  f  l  m 
are  helping  to  reduce  the  suppp  k 
shares  available  to  investors  by  "en 


{buzzer} 


'  companies  with  lengthy  lists  of 

lands  that  usually  include  buybacks. 

yVe  helped  compel  29  of  the  30 

nbers  of  the  Dow  Jones  industrial 

•age  to  repurchase  shares  in  recent 

-s.  According  to  Thomson  Financial, 

year's   $370  billion  in  buybacks 

more  than  four  times  the  total  of 

3.  All  told,  Strategas  calculates  that 

;cord  $600  billion  in  U.S.  shares 

i  removed  from  the  public  market 

in  the  first  nine  months  of  2006. 

city  bolsters  the  value  of  the  shares 

remain. 

here's  another  important  reason 
the  bulls  aren't  sanding  down  their 
is:  Mom-and-pop  enthusiasm  for 
J.S.  stock  market  has  been  anything 
overwhelming,  sparing  the  market 
i  retail- driven  froth.  While  the  so- 
d  smart  money  is  gorging,  ordinary 
stors  are  only  nibbling.  Consider  an 
dote  by  way  of  Michael  A.  Dubis, 
adison  (Wis.)  financial  planner.  Af- 
ending  clients  an  e-mail  to  reas- 
them  following  Tuesday's  market 
ip,  he  reports,  "I  haven't  gotten  a 
e  call."  Citigroup  equity  strategist 
as  Levkovich  notes  that  his  propri- 
"  blend  of  indicators  had  investors 
oanic"  mode  well  before  Tuesday's 
ge;  many  still  haven't  gotten  over 
:000  bear  market. 

leanwhile,  individual  investors  are 
ig  on  mounting  cash.  Year-end 
>ral  Reserve  data  showed  just  un- 
$5  trillion  is  stockpiled  in  savings 
money  market  accounts  and  retail 
acates  of  deposit,  a  record  stash, 
rast  that  with  China,  India,  and 
I-  emerging  markets  where  the  eq- 
rulture  is  spreading  like  locusts.  Day 
rig,  a  distant  memory  in  the  U.S.,  is 


surging  in  exotic  locales. 

To  the  extent  that  U.S. 
mutual  fund  investors  are 
interested  in  stocks  at  all, 
they're  interested  in  foreign 
ones.  According  to  fund- 
flow  tracker  TrimTabs  Investment  Re- 
search, last  year  saw  U.S.  funds  draw 
just  $20  billion  in  inflows,  compared 
with  nearly  $150  billion  dedicated  to 
hot  foreign  investments.  If  there  are 
excesses  in  global  markets,  they're  far 
more  pronounced  overseas  than  they 
are  in  the  U.S.  And  if  history  is  a  guide, 
the  U.S.  market  is  where  investors  will 
run  if  and  when  emerging  markets  get 
choppier. 

There's  also  a  good  old-fashioned 
valuation  argument  to  be  made  for  the 
U.S.  Stocks  are  trading  at  17  times  earn- 
ings—roughly what  they  changed  hands 
for  in  1995-  This  is  another  floor  under 
the  market  explains  Stuart  T  Freeman, 
chief  equity  strategist  at  AG.  Edwards 
&  Sons  Inc.  "It  tells  you  that  there  are 
reasons  why  value  investors  will  step  in 
on  rough  days  at  these  levels." 

That's  not  to  say  Feb.   27  wasn't 


OH,  WHAT  A  DAY 

An  NYSE  trader 
watches  the  market 
close  on  Feb.  27 


frightening.  Chinese  regulators  jarred 
investors  by  raising  concerns  over  the 
ease  with  which  investors  were  borrow- 
ing money  to  buy  stocks.  And  former 
Federal  Reserve  Chairman  Alan  Green- 
span warned  of  excessive  risk-taking 
and  hinted  at  the  possibility  that  the 
U.S.  economy  might  slip  into  recession 
by  the  end  of  2007— a  prediction  bol- 
stered by  fresh  economic  data  (chart, 
left).  Those  twin  events  sent  all  of 
emerging  marketdom  plunging.  Eu- 
ropean stocks  slid  by  2.6%  in  sympa- 
thy. The  Dov/s  one-day  plunge  of  416 
points  was  its  steepest  point 
loss  since  the  market  opened 
after  September  11. 

The  bears,  emboldened 
by  $583  billion  in  evapo- 
rated U.S.  market  wealth— 
which  wiped  out  gains  for 
-came  out  of  a  prolonged 
hibernation  to  growl  a  chorus  of  I-told- 
you-so's.  "It  was  a  wake-up  call  from 
the  complacency  of  a  mature  economic 
expansion,"  says  James  B.  Stack,  presi- 
dent of  InvesTech  Research,  an  invest- 
ment advisory  service  based  in  White- 
fish,  Mont.  "When  you  have  a  market 
that  basically  goes  up  and  up  over  what 
has  been  a  four-year  period,  investors 
tend  to  lose  the  perspective  that  stocks 
are  not  riskless." 

Over  the  years  there  have  been  far 
bigger  market  drops  in  percentage 
terms.  In  1987  the  S&P  500  plunged 
21%  in  a  single  day;  it  dropped  just 
3.5%  this  time.  And  the  U.S.  mar- 
ket is  still  far  from  an  official  correc- 
tion, much  less  bear  market  territory: 
Through  Wednesday,  the  S&P  500  was 
down  just  4%  from  its  recent  high.  A 
full-fledged  correction  is  defined  as  a 
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10%  slide;  a  bear  market,  a  20%  drop. 

Nevertheless,  Tuesday's  rout  shook 
investors  from  a  cocoon  of  complacen- 
cy. It  ended  the  longest  stretch  in  107 
years  that  the  Dow  had  not  declined 
by  2%  or  more  in  a  single  day.  The  last 
time  the  market  fell  2%  was  May  19, 
2003,  two  months  after  the  U.S.  went  to 
war  in  Iraq.  The  pullback  had  investors 
contemplating  their  appetite  for  global 
risk  and  weighing  hazards  at  a  time  of 
unprecedented,  and,  some  would  argue, 
untested  financial  interconnectedness. 

In  some  ways,  China's  one-day  de- 
scent wasn't  so  worrisome.  Its  market  is 
still  up  9%  this  year.  Dissecting  investor 
sentiment  in  Shanghai  is  a  bit  like  psycho- 
analyzing a  roulette  wheel.  A  return  to 


some  semblance  of  normalcy  was  very 
much  in  order.  "People  were  talking 
about  a  bubble,  so  the  government  was 
quite  worried  before  this  correction," 
says  Chun  Chang,  professor  of  finance 
at  China  Europe  International  Business 
School.  "[The  sell-off]  was  pretty  big, 
but  we  needed  it." 

Much  more  troubling  for  the  bears 
was  Greenspan's  speech.  The  R-word 
isn't  thrown  around  lightly  in  market 
circles;  coming  from  Greenspan  (even 
in  retirement)  it  sounds  thunderous. 
Now  the  idea  that  the  U.S.  is  about  to 
fall  into  recession— its  first  in  six  years- 
is  gaining  traction.  Stockbroker  Peter 
D.  Schiff,  author  of  the  just-released 
book  Crash  Proof:  How  To  Profit  From 


The  Coming  Economic  Collapse  and 
eter  of  precious  metals,  dispenses 
euphemism    altogether:    "We've 
like  heroin  addicts;  a  recession  wi! 
cleansing." 

There's  no  doubt,  for  example, 
the  multiyear  U.S.  housing  boor 
over.  Stock  prices  certainly  seem  tc 
gur  trouble.  Shares  of  subprime  len 
such  as  New  Century  Financial  C 
and  NovaStar  have  crashed  in  the 
month  (below).  Higher  up  on  the  1 
ing  food  chain,  British-based  ban 
giant  HSBC  Holdings  PLC  recentlj 
mitted  it's  feeling  pain.  And  many  n 
U.S.  banks  are  quietly  increasing 
loan-loss  reserves.  Wall  Street  ana 
and  economists  have  emptied  box< 


HOUSING 


LENDER  WOES  GO  BEYOND  SUBPRIME 


BY  MARA  DER  HOVANESIAN 

FEW  ARE  FEELING  THE 
hangover  from  housing's 
heyday  as  much  as  sub- 
prime  lenders  that  cater 
to  risky  borrowers.  The 
stocks  of  such  players  as 
New  Century  Financial 
Corp.  and  NovaStar  have  been  slashed, 
50%  and  63%  respectively,  since  Feb- 
ruary. But  even  diversified  lenders 
and  mainstream  banks  have  headaches. 
Countrywide  Financial  is  off  13%,  Wash- 
ington Mutual  has  slipped  6%,  and  Eu- 
rope's HSBC  is  down  5%  since  it  re- 
vealed that  its  2006  charges  for  bad  debts 
would  exceed  forecasts  by  $1.76  billion. 


Last  year  underwriters  of  all  stripes 
loosened  their  standards  despite  a  weak 
housing  market.  Now  adjustable-rate 
mortgages  are  resetting  to  higher  rates, 
and  homeowners  are  falling  behind  on 
payments.  So  some  big  banks  and  bro- 


kerages are  exercising  their  optioi 
sell  risky  loans  back  to  their  origins 
usually  small,  private  mortgage  bro 
and  lenders— and  plenty  of  these  sn 
outfits  have  gone  belly  up. 

Even  so,  big  banks'  loans  are 
ing.  Bad  loans,  so-called  nonperfori 
loans  that  include  mortgages,  rose  l: 
December,  2006,  vs.  December,  20(> 
banks  with  more  than  $10  billion  in  a 
says  SNL  Financial.  Some  are  setting 
money  aside  or  buying  extra  insurari 
cover  losses.  Countrywide  plans  tc 
insurance  on  up  to  $19  billion  in 
roughly  a  fourth  of  its  portfolio.  0. 
like  Freddie  Mac,  are  finding  religki 
instituting  tougher  underwriting  ruli 


MENACING  LOANS 


BANK  /  ASSETS  (BILLIONS) 

BANK  OF  AMERICA  ($1,459.0) 
WACHOVIA  (707.1) 
WELLS  FARGO  (481.9) 
SUNTRUST  BANKS  ( 182.2) 
BANK  OF  NEW  YORK  (103.4) 
FIFTH  THIRD  BANCORP  (100.7) 
NORTHERN  TRUST  (60.7) 
COMERICA  (58.0) 
M&T  BANK  (57.0) 
MARSHALL  &  ISLEY  (56.2) 

•Nonpertormmg  loans  **At  56  banks  with  more  than  $10  billion  in  assets      Data:  SNL  Fir 
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BANK  /  ASSETS  (BILLIONS) 

COMMERCE  BANCORP  ($45.3) 
TD  BANKNORTH  (40.2) 
FIRST  HORIZON  NATIONAL  (37.9) 
HUNTINGTON  BANCSHARES  (35.3) 
COMPASS  BANCSHARES  (34.2) 
SYNOVUS  FINANCIAL  (31.9) 
ASSOCIATED  BANC-CORP  (21.0) 
MERCANTILE  BANKSHARES  (17.72) 
W  HOLDING  (172) 
AVERAGE**  (149.30) 
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toner  cartridge  in  recent  weeks  opining 
on  what  might  lie  beneath  the  balance 
sheets  of  banks  and  brokerage  houses. 
There's  growing  fear  that  the  subprime 
rot  will  spread. 

Even  if  you  don't  subscribe  to  this 
systemic  worry,  market  fundamental- 
ists stand  next  in  line  to  warn  of  an 
earnings  slowdown.  Corporate  profits 
have  increased  by  double-digit  per- 
centages for  19  consecutive  quarters. 
But  Deutsche  Bank  points  out  that 
first-  and  second-quarter  earnings  for 
U.S.  companies  are  expected  to  grow 
by  less  than  5%,  year-over-year.  And  ac- 
cording to  TrendMacrolytics,  forward 
earnings  growth  could  clock  in  at  less 
than  4%.  The  last  time  that  kind  of 
decline  happened  was  April,  2000,  a 
month  after  the  start  of  the  bear  market 
and  11  months  before  the  economy  fell 
into  recession. 

What's  more,  this  bull  market  is  get- 
ting long  in  the  tooth.  The  48  months 
it  has  gone  without  a  10%  correction  is 
the  second  longest  in  at  least  78  years, 
according  to  Stack.  Bearish  hedge  fund 
manager  Doug  Kass  notes  that  four- 
year  bull  markets  that  follow  deep 
bear  markets,  like  the  one  from  2000 
to  2002,  "often  morph  into  disaster." 
He  points  to  the  1937,  1962,  and  1987 
crashes,  and  the  fact  that  the  sixth  or 
seventh  year  of  every  decade  in  the 
20th  century  experienced  a  crash  or 
steep  pullback. 

Still,  the  bulls  are  hardly  ready  to 
repent— and  apparently  with  good  rea- 
son. Expect  a  two-front  war  in  the 
coming  months.  In  the  U.S.  it'll  be 
a  contest  between  recession-spooked 
worriers  and  stockpickers  with  visions 
of  high-priced  buyouts.  A  parallel  fight 
will  pit  the  freewheeling  global  markets 
against  the  safety  of  the  U.S.  Indeed, 
the  events  of  this  week  just  might  spark 
a  resurgence  in  U.S.  shares.  "Tuesday 
could  be  the  shot  across  the  bow  for 
the  end  of  the  flow  of  funds  to  over- 
seas markets  and  back  to  the  U.S.," 
says  Bernie  Schaeffer  of  Schaeffer's 
Investment  Research  Inc.  One  market- 
agnostic  growth  fund  manager  says 
he  just  got  those  very  marching  orders 
from  his  supervising  investment  com- 
mittee: "We're  in  the  process,  even  if  it 
doesn't  necessarily  finalize  next  week 
or  next  month." 

And  that  would  show  that  the  world 
might  not  be  so  flat  after  all.  ■ 

-With  Mara  Der Hovanesian  in 

New  York,  Chris  Palmeri  in  Los  Angeles, 

Dexter  Roberts  in  Beijing,  and 

Frederik  Balfour  in  Hong  Kong 


COMMENTARY 


BY  CHRISTOPHER  FARRELL 


How  Alan  Helped  Ben 

He  sounded  an  alarm  the  Fed  couldn't 


WHAT  DOES  FEDERAL 
Reserve  Board  Chair- 
man Ben  S.  Bernanke 
think  of  his  illustrious 
predecessor  now?  For 
weeks,  Bernanke  has  been  reassur- 
ing Washington  and  Wall  Street  that 
the  economy  is  healthy  and  inflation 
pressures  are  diminishing.  Yet  Alan 
Greenspan  comes  along  and  helps 
ignite  a  global  market  firestorm  by 
talking  about  the  risks  of  recession  in 
America.  Is  Bernanke  feeling  dissed 
by  a  living  legend? 


"Risk  is  no  longer 
perceived  as 
major  risk, 
at  least  as  it 
was  in  years 
past,  and  that, 
I  must  say,  I 
find  disturbing." 


I  doubt  it.  Of  course,  I  don't  know  for 
sure,  and  neither  Greenspan  nor  Ber- 
nanke is  talking  about  their  relationship. 
Yet  I  bet  Bernanke  is  mouthing  a  silent 
thank-you  to  his  predecessor.  Greenspan 
just  made  Bernanke's  job  a  bit  easier. 

The  reason  lies  with  a  four-let- 
ter word:  risk.  Pension  funds,  hedge 
funds,  private  equity  pools,  and  other 
investors  are  scouring  the  globe  seek- 
ing higher  returns.  A  tidal  wave  of 
foreign  investment  has  poured  into 
Brazil,  China,  India,  and  Russia.  But 
it  isn't  just  emerging-market  giants 
th;  t  have  attracted  money.  Vietnam's 


stock  market  is  one  of  the  fas 
growing  in  the  world,  up  52% 
to  date.  Bernanke  and  the  other 
governors  have  crisscrossed  the  c 
try  openly  worrying  about  exce 
risk  taking  and  investor  complact 
to  no  avail. 

Maybe  investors  will  pay  more  £ 
tion  to  Greenspan.  In  the  speech  v 
he  talked  about  recession,  he  also 
"We  have  extraordinarily  low  risk  pr 
urns  now.  Risk  is  no  longer  perceive 
major  risk,  at  least  as  it  was  in  years 
and  that,  I  must  say,  I  find  disturbinr 
The  Fed  has  I 
ded    for   years 
how  to  react  whi 
seems  an  asset-i 
bubble   is   emeri 
In    1996,    Greem 
fretted    about    ' 
tional      exubers 
in  the  stock  ms 
buthisjawboninj 
little   impact.   SJ 
soared  into  recorn 
ritory  until  crashii 
2000.  Greenspan 
criticized  for  now 
ing  interest  ratal 
burst  the  bubble.' 
This  time  an" 
investor    enthus. 
for  assets  is  g 
and  the  danger  is  that  risks  ar 
ing  'systematically    underestiir; 
Yet  Bernanke  is  in  a  tight  spot, 
hikes  interest  rates,  he  risks  turni 
implosion  in  the  subprime  mor 
market  into  a  housing  market  col! 
The  economy  wouldn't  be  far  be 
It's  a  far  better  tactic  for  a  legend 
schooled  in  the  risks  of  bubbl 
sound  the  alarm. 

Certainly  everyone  has  a  bettf 
preciation  of  capital  market  risk 
the  events  of  this  week.  We'll  fin 
in  the  weeks  ahead  whether  jawb  ■ 
works  this  time  around.  ■ 


-ALAN  GREENSPAN 


1 


40  I  BusinessWeek  I  March  12.  2007 


Thoughtful,  through  and  through. 


The  Accord  Sedan 


Every  part  of  the  Accord  is  ingeniously  designed  to  bring  peace  of  mind  to  the  driver.  From  the 
standard  side  curtain  airbags  to  the  highly  efficient  engine*  every  detail  is  deeply  contemplated. 

'24  city/34  hwympg  for  AT.  26  city/34  hwy  for  MT.  honda.com  1-800-33-Honda 

Based  on  2007  EPA  mileage  estimates.  Use  for  comparison  purposes  only  Actual  mileage  may  vary.  EX-L  4-cyl.  model  shown.  ©2006  American  Honda  Motor  Co.,  Inc. 


§HONDA 


CoverStory 


GLOBAL  MARKETS 


CONTAGION? 
NO,  WAKE-UP  CALL 

It's  not  the  '90s,  but  it's  a  good  time  for 
investors  to  pull  back  from  Asian  markets 


of  global  meltdowns  IN  MUMBAI 
that  swept  Asia,  Latin  Asian  econci 
America,  and  Rus-  are  growing 
sia  in  the  late  1990s,  rnoreprudee 
True,  a  number  of 
markets  are  clearly 
overbought.  Venezuela's  market  s 
by  79%  in  the  past  12  months,  while  e 
of  Peru  and  Vietnam  are  up  a  scor 
158%  and  182%,  respectively.  Foreiji 
vestors— who  tend  to  cut  and  run  at 
moments— are  a  major  factor.  In 
$70  billion  poured  into  developint 


BY  PETE  ENGARDIO 

RETTY  MUCH  EVERYONE 
l  knows  the  Shanghai  stock 
I  exchange  is  a  casino.  So 
after  Chinese  speculators 
propelled  the  bourse  up  by 
135%,  what5 s  a  measly  9% 
dip?  To  global  markets,  it 
apparendy  matters  a  great  deal.  Minutes 
after  rumors  of  a  government  tax-policy 
shift  triggered  selling  in  Shanghai,  in- 
vestors began  fleeing  emerging  markets 
from  Mexico  City  to  Mumbai.  On  Wall 
Street,  already  jittery  over  mixed  eco- 
nomic news,  China  provided  the  spark 
for  the  steepest  one-day  dive  in  stock 
prices  since  March,  2003. 

Is  emerging  market  contagion  back? 
Yes  and  no.  Some  sharp  pullbacks  are 
certainly  way  overdue.  "We've  had  four 
straight  years  of  record  results  for  emerg- 
ing markets,"  says  Mark  W.  Headley,  a 
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portfolio  manager  at  the  Matthews  Asian 
Funds.  "Why  on  earth  should  we  expect 
a  fifth  straight  year?"  It's  been  a  smooth 
ride  for  these  markets,  and  many  forget 
that  these  are  still  immature  bourses 
lacking  a  savvy  local  investor  class  to  give 
them  a  firm  foundation. 

But  don't  expect  a  repeat  of  the  land 


•..7 


tion  stocks:  In  2002,  just  before  the 
boom,  $2  billion  was  yanked  out. 

The  similarities  with  the  go-go  '90 
there,  though.  In  times  past,  devel 
nations  were  famous  for  their  re: 
public  finances  and  balance  of  paja 
problems.  "Now,  most  of  these  cou 
are  pursuing  prudent  policies  and 
running  budget  surpluses,"  says 
Savard,  the  Institute  of  Internatior 
nance's  director  of  global  economic 


EMERGING-MARKET  RISK 

Some  potential  pitfalls  for  investors  in  2007  I 

INCOMPLETE  REFORMS  Mexico,  Brazil,  and  Turkey  must  do  more  to  curb  the  state'; 
role  in  the  economy.  Turkey  needs  to  work  on  its  trade  deficit. 


POLITICAL  PERILS  Fiscal  discipline  may  waver  as  Argentina,  Turkey,  and  the  Philipp 
face  elections.  A  Russian  Presidential  election  looms. 


DEBT  DEFAULT  Ecuador  will  likely  seek  to  restructure  its  international  obligations. 


NATIONALIZATION  Venezuela  is  stepping  up  its  drive  to  expropriate  companies 
in  key  'ndustries  and  asserting  its  role  in  the  region. 
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sis.  The  top  40  emerging  markets  last 
year  ran  current-account  surpluses  equal 
to  3.2%  of  gross  domestic  product,  com- 
pared with  0.5%  in  2002. 

Yet  even  if  we  don't  get  Asian  Crisis 
Part  II,  we  could  get  The  Year  of  Volatil- 
ity, especially  if  investors  keep  pumping 
funds  into  markets  like  China's,  where 
machinations  by  a  handful  of  players  can 
lead  to  wild  swings.  "The  Shanghai  mar- 
ket drop  is  a  reminder  that  emerging- 
market  stocks  are  a  volatile  asset  class," 
says  Donald  Elefson,  a  portfolio  manager 
of  Excelsior  Emerging  Markets  Fund. 

Chinese  stocks  certainly  seemed 
poised  for  a  hit.  China's  export  boom, 
loose-money  policies,  and  huge  inflows 
of  foreign  capital  have  produced  an  enor- 


mous liquidity  bubble.  Even  after  their 
9%  dive,  says  portfolio  manager  Ro- 
meo Dator  of  U.S.  Global  Investors  Inc., 
Shanghai  A  shares  trade  at  36  times 
earnings.  As  authorities  struggle  to  talk 
the  market  back  to  earth,  Chinese  stocks 
will  remain  high-risk  bets.  "The  fear  is 
that  they  will  take  one  step  too  far  and 
take  the  whole  market  down." 

DEFENSIVE  INVESTING 

WITH  SUCH  JITTERS  in  the  air,  if  s  a 
good  idea  for  investors  to  pull  back.  "This 
correction  will  take  time  to  unfold,"  says 
Arthur  Budaghyan,  managing  editor  of 
BCA  Research's  emerging  market  news- 
letter. Stocks  in  China,  the  Philippines, 
and  Argentina  appear  especially  vulner- 


able, he  says.  Yet  while  stocks  could 
around  10%  off  their  recent  highs  b<| 
rebounding,  thaf  s  far  less  severe 
the  25%  plunge  most  emerging  ma  I 
experienced  in  the  summer  of  2 
after  a  spike  in  10-year  U.S.  Tres 
bonds  sparked  worries  of  rising  g  j 
inflation. 

Even  the  prospect  of  a  10%  pulll  | 
though,  is  prompting  Headley  to 
defensive  action.  He  is  shunning  il 
Indian  and  Chinese  stocks,  some  of  v 
he  figures  could  still  decline  by  50% 
instead  loading  up  on  low  price-ean  | 
plays  like  Korean  banks.  "I've  been 
before,"  Headley  says.  "And  whei| 
music  stops,  it  isn't  pretty."  ■ 

-With  Christopher  Power  in  Nen\ 


CHINA 


DOING  THE 
SHANGHAI 
SHUFFLE 

The  swoon  in  stocks 
won't  slow  down 
the  Chinese  growth 
machine 


BY  BRIAN  BREMNER 

THE  BROKERAGES  IN 
Shanghai  were  packed  to 
the  gills  on  Feb.  27,  as 
anxious  small-time  inves- 
tors gathered  in  tense  si- 
lence to  watch  their  hold- 
ings dwindle. 
But  the  rest  of  China— the  China  that 
makes  shirts,  assembles  electronics,  man- 
ufactures cars,  and  forges  steel— barely 
noticed.  China's  growth  remains  intact, 
and  the  swoon  in  the  Shanghai  bourse 
will  do  little  to  slow  it  down. 

How  so?  For  starters,  China's  share- 
holder class,  though  expanding  rapidly, 
is  relatively  small,  so  a  wipeout  in  stocks 
won't  affect  broad  trends  like  consumer 
spending  and  investments  in  factories. 
Most  Chinese  have  their  savings  stashed 
in  bank  deposits  rather  than  stocks:  Only 
9%  of  household  assets  are  in  stocks. 
So    the  market  turmoil  will  have  little 


impact  on  China's  $2.7  trillion  economy. 
The  country  is  still  on  track  to  post  9.1% 
in  2007,  and  likely  will  soon  overtake 
Germany  as  the  world's  third-biggest 
economy.  China  is  not  going  to  take  the 
world  economy  down  with  it,  at  least 
not  this  time.  The  effect  of  the  Feb.  27 
plunge  "on  global  growth  is  approxi- 
mately zero,"  Standard  Chartered  Bank 
senior  economist  Stephen  Greene  wrote 
in  a  note  to  clients. 

China  still  has  plenty 
going  for  it.  Wages  have 
risen  enough  to  give  a  pro- 
jected 8%  boost  in  con- 
sumption this  year.  Yet  the 
economy  remains  compet- 
itive, with  labor  costs  still 
a  fraction  of  those  in  the 
West.  Beijing  is  booming 
as  the  capital  revs  up  for 
the  2008  Summer  Olym- 


CHINA'S  MIGHT 

GOP  Growth 

9.1%* 

Foreign  Reserves 

$1.2  trillion* 

•2007  forecast   "Yearend  2007 
Data:  HSBC  Holdings  PLC 


pics.  Chinese  corporations  are  repo| 
profit  gains  of  40%  on  average, 
sectors  are  winning  some  pricing  pcj 
In  late  January,  Baoshan  Iron  &  Ste>[ 
forecast  a  hefty  rise  in  steel  product! 
2007  and  raised  prices  by  about  5i 
strong  demand.  Finally,  the  governn 
is  spending  to  boost  incomes  and  1 1 
standards  in  the  country's  interior. 

Stock  gyrations,  however  savage  J 
little  impact  on  these  trends.  CLJ 
bourses,  in  fact,  performed  dismalll 
til  last  year— with  no  visible  effect  c  j 
country's  growth.  The  losses  of  Feb.' 
Shanghai  don't  hold  a  candle  to  thecj 
billion  trade  surplus  China  will  pro] 
record  in  2007. 

The  real  danger  to  investors  i:i 
stock  market  crash  but  a  Chinese 
omy  that  grows  so  fast  the  goverr  I 
has  to  intervene  and  slam  on  the  bl 
That  happened  in  the  1990s  undtl 
premiership  of  Zhu  Rongji,  who  1 
inflation  but  slowed  gross  domestic  J 
uct  growth  to  a  crawl.  Indeed,  c| 
the  precipitating  causes  of  the  s{ 
was  the  People's  Bank  of  China's  • 
to  drain  liquidity  from  the  econoil 
requiring  banks  to  park  more  casl| 
the  central  bank.  Monetary  authi 
are  worried  about  the  rapid  expansJ 
consumer  lending  and  other  excesn 
So  the  PBOC  ma 
low  up  with  an  ir 
rate  hike  soon.  Ani| 
government   may 
duce  capital-gains 
on  real  estate  transa  I 
to    curb    bank    lei' 
China  still  has  pie  | 
risks.  But  don't  loi  | 
the  real  trouble  to 
on  the  floor  of  the 
exchange.  ■ 
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U  Days  passed. 
Weeks  passed. 

And  then  I  saw  it: 
the  light. 


■•I     «■«»$•. 


Drawing  me  in 
with  the  promise  of  disciplin 
focus  and  maybe  an 
international  fund  or  two.  JJ 
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Look  for  the  right  lighthouse:  Van  Kampen  Investments. 

And  join  the  millions  who've  already  been  drawn  to  our 
consistency  and  long-term  track  record.  Ask  your  financial     y^  ^ 
advisor,  call  1  800  421  9098  or  visit  us  at  vankampen.com 


st  performance  is  not  a  guarantee  of  future  results.  Please  consider  the  investment  objectives,  risks,  charges 

d  expenses  of  the  fund  carefully  before  investing.  The  prospectus  contains  this  and  other  information 

|out  the  fund.  To  obtain  a  prospectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com 

Fiase  read  the  prospectus  carefully  before  investing.  ©  2006  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06  (C) 
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HOMING  IN  ON 
TRADING  ABUSES 

Do  allegations  that  a  UBS  worker  sold  info 
to  hedge  funds  signal  a  growing  problem? 


BY  MATTHEW  GOLDSTEIN 

IT'S  NO  SECRET  THAT  HEDGE  FUND 
managers  are  always  looking  for 
an  edge  before  betting  on  a  stock. 
Often  that  entails  a  lot  of  hard 
work  such  as  digging  through  pat- 
ent filings,  scouring  court  records, 
and  talking  to  former  employees 
of  a  company.  But  in  an  effort  to  score  an 
easy  profit,  some  traders,  it  seems,  may 
be  willing  to  break  the  law  by  paying  for 
confidential  information. 

Case  in  point:  the  allegation,  first  re- 
ported by  BusinessWeek.com  on  Feb.  26, 
that  federal  authorities  are  on  the  verge 
of  charging  an  employee  in  the  New  York 
office  of  Swiss  investment  bank  UBS  with 
selling  unpublished  information  about 
changes  in  analyst  ratings  on  stocks  to 
traders  at  two  hedge  funds.  UBS  declined 
to  comment.  Investigators  also  believe 
employees  at  another  big  investment 
firm  got  wind  of  the  impending  ratings 
changes  at  UBS  and  traded  on  them. 
The  alleged  inside  information  all  but 


guaranteed  a  profit  for  the  traders  given 
the  potential  power  of  ratings  changes  to 
move  stock  prices.  The  emerging  insider 
trading  scandal  comes  just  four  years 
after  10  Wall  Street  firms  paid  $1.4  billion 
to  settle  charges  that  some  analysts  had 
conspired  with  investment  bankers  to  is- 
sue favorable  ratings  on  certain  stocks. 

The  possible  misdeeds  by  a  UBS  em- 
ployee are  merely  the  latest  variation  on 
a  long-running  theme;  for  the  right  price, 
market-moving  information  can  often  be 
bought.  Several  former  exec- 
utives of  day- trading  firm  AB 
Wadey  Direct  Inc.  will  stand 
trial  this  month  in  a  federal 
court  in  Brooklyn,  N.Y.,  on 
charges  that  they  orches- 
trated a  scheme  to  eaves- 
drop on  the  chatter  at  the 
institutional  trading  desks 
of  Merrill  Lynch,  Citigroup, 
and  Lehman  Brothers.  Join- 
ing the  Watley  executives  at 
the  i  lefense  table  will  be  the 


A  fund  with 
advance 
notice  about 
a  block  trade 
can  make  a 
killing 


former  brokers  who  al 
edly  made  the  scheme  v 
by  selling  access  to  t 
firms'  "squawk  box"  c 
munications  systems,  w) 
allowed  the  day  trader 
listen  to  the  conversatioi 
Regulators  don't  be] 
those  are  isolated  cases 
fact,  the  Securities  & 
change  Commission  is 
concerned  about  the  mi 
of  confidential  trading  ii 
mation  that  in  early  Febr 
it  launched  an  inquiry  tc 
if  brokers  at  a  dozen  rr 
Wall  Street  firms  improi 
tipped  off  hedge  funds  a 
big  trades  by  institutions 
vestors.  Regulators  are 
ing  UBS,  Merrill  Lynch,  ] 
gan  Stanley,  Deutsche  El 
and  other  banks  to  pre] 
data  on  all  stock  and  option  trades  foil 
firms  and  their  customers  from  the  lastj 
weeks  of  September.  The  feeling  on  i 
Street  is  that  the  SEC  is  on  a  fishing  ex]  J 
tion.  Yet  some  securities  attorneys  say] 
ulators  may  have  been  tipped  off  to  spj 
incidents,  given  the  targeted  request 

MARKET  MOVERS 

IT'S  EASY  TO  SEE  why  regulators 
worried.  Big  trades  can  move  prices] 
matically,  and  a  hedge  fund  with  advj 
notice  can  make  a  killing.  Mutual 
companies  for  years  have  complaint 
regulators  that  Wall  Street  brokers 
passing  on  tips  about  such  trades  to 
favorite  customers.  And  when  broken 
hedge  funds  trade  ahead  of  other  inn 
tional  investors,  it  usually  means  m  \ 
funds  and  pension  funds  are  getting . 
rior  prices  when  they  buy  or  sell  shai'  | 

Hedge  fund  advocates  say  regul 
are  overreacting.  They  argue  that  o 
few  bad  apples  resort  to  cheating  or 
ery,  and  contend  that  most  of  the  r 
funds'  information  comes  from  good 
fashioned  detective  work.  "Regulate: 
suspicious  of  the  hedge-fund  industr 
apt  to  jump  to  the  concl 
that  a  manager's  beh 
violates  the  law,"  says 
Gefrher,  a  partner  with 
&  Goldberg,  a  New  Yor 
firm  with  a  large  hedge 
practice.  While  that 
be,  each  new  allegation  | 
hedge  fund  paying  for 
ing  tips  only  reinforces 
that  the  playing  field  is 
unbalanced  than  previ 
thought.  ■ 


46  I  BusinessWeek  I  March  12,  2007 


THE  PERFECT  PRINTER  WHEN  YOUR 
CORNER  OFFICE"  TURNS  INTO  THE  "PHOTO  LAB. 


HEN   LIFE  REQUIRES  YOU  TO  MULTI-TASK,  CANON'S  LINE  OF  PlXMA  ALL-IN-ONE  PRINTERS  HAS 

u  covered.  With  both  the  Pixma  MP830  and  MP530  Office-All-In-One  Printers  you  get 
1nt,  copy,  scan  and  fax  capabilities,  all  in  one  simple  to  use  multi-functional  machine, 
d  because  Canon  Pixma  printers  feature  our  Chromalife  100  system  you'll  get  beautiful, 
tailed  photos  that  stand  the  test  of  time. 


L>        4f 


Duplex  Printing 


ADF 


With  built-in  Duplex  Printing,  you  can  create 
2-sided  documents  and  photos  automatically. 
Using  the  Automatic  Document  Feeder,  you  can 
easily  copy,  scan  or  fax  multi-page  documents 
—  all  from  the  same  nachine. 


% 


PIXMA.  THERE  IS  NO  SUBSTITUTE.  To  learn  more  about  PIXMA  Office  All-ln-One 
Printers,  visit  www.usa.canon.com/consumer,  or  call  1-800-OK-CANON. 

Canon  cannot  guarantee  the  longevity  of  prints.  Results  may  vary  depending  on  printed  image,  drying  time,  display/storage  conditions  and  environmental 
factors.  See  www.usa.canon.com/chromalifelOO  for  additional  details.  ©2007  Canon  U.S.A.,  Inc.  Canon  is  a  registered  trademark  and  PIXMA  is  a  trademark 
of  Canon  Inc.  in  the  United  States  and  maybe  registered  trademarks  or  trademarks  in  other  countries.  IMAGEANYWARE  is  a  trademark  of  Canon.  All  output 
and  viewscreen  images  are  simulated. 


Canon 

image  ANYWARE 


News   Insights 


STUMBLES 


IS  JETBLUE  THE  NEXT 
PEOPLE EXPRESS? 

As  its  Valentine's  Day  debacle  shows, 
ferocious  growth  can  be  crippling 


BY  DEAN  FOUST 

SOME  YEARS  AGO,  A 
charismatic  entrepreneur 
started  a  low-cost  airline 
to  reinvent  the  flying  ex- 
perience. With  its  hub  at 
an  underserved  New  York- 
area  airport,  the  upstart  car- 
rier became  the  talk  of  the  industry— and 
grew  so  fast  that  in  a  few  years  it  ranked 
as  fifth-largest.  Its  founder  was  lauded  as 
a  visionary. 

JetBlue  Airways  Corp.?  Actually,  it  was 
now-defunct  People  Express  Airlines, 
which  like  JetBlue  enjoyed  meteoric 
growth  in  its  early  years.  After  JetBlue's 
meltdown  at  JFK  Airport  during  a  Valen- 
tine's Day  ice  storm,  which  left  hundreds 
of  passengers  stuck  on  planes  for 
as  much  as  11  hours,  the  parallels 
are  even  more  striking:  At  both, 
rapid  expansion  outstripped 
management's  ability  to  keep 
everything  together. 
JetBlue's      executives 


TOO  MUCH 

JetBlue 
expanded  fast, 
then  had  to 
cut  costs 


were  clearly  chastened  by  the  experi- 
ence. Chief  Executive  David  Neeleman 
said  afterwards  he  was  "sorry  and  em- 
barrassed," assuring  customers  "it  will 
never  happen  again."  But  industry  in- 
siders believe  the  JFK  debacle  was  in- 
evitable. After  seven  years  of  nearly  un- 
bridled growth,  the  $2.4  billion  carrier 
was  slow  to  upgrade  operational  systems 
that  could  have  minimized  the  problems. 
"They  can't  keep  running  off  a  legal  pad 
and  No.  2  pencil,"  says  a  longtime  indus- 
try executive. 

JetBlue's  fortunes  started  to  unravel 
when  it  lost  $32  million  in  the  first 
quarter  of  2006 
because  of     ris- 
ing fuel  costs  and 
moves    into    new 
markets.  Neeleman 
cut  costs  and  was 
back  in  the  black  by 
the  next  quarter.  But 
the  result,  say  indus- 
try insiders,  was  that 
necessary     upgrades 
to  its  systems  weren't 
completed,  leaving  the 
airline  unable  to  juggle 
flight  delays  like  the  ones 
W      at  JFK. 

■         Already  overburdened 
I     crew  scheduling  systems 
failed,    so    flight    crews 
weren't  rerouted  to  their 
next  assignment.  The  res- 
ervation    and     call-center 
systems   still  haven't  been 
updated,  some  say. 


JetBlue  "may  have  been  too  aggressiv 
cutting  costs,"  says  Ray  Neidl,  a  Cal 
Securities  USA  Inc.  analyst.  A  Jetl 
spokeswoman  attributes  the  problem 
human  error.  "I  wouldn't  say  our  systi 
failed,"  she  says. 

TURBULENCE  AHEAD 

FOR  NOW,  NO  ONE  thinks  JetBlue 
go  the  way  of  People,  which  was  foi 
to  offload  assets  in  1987  after  its  di 
trous  acquisition  of  Frontier  Airli 
New  York-based  JetBlue,  with  $699 
lion  in  cash,  has  a  far  stronger  bak: 
sheet.  Equally  important,  the  carrier 
started  easing  off  its  growth  plans. '. 
December,  Neeleman  pushed  back  di 
ery  of  36  Embraer  and  Airbus  jets  t 
the  next  decade,  though  he's  on  the  r 
for  22  planes  this  year. 

Still,  analysts  believe  JetBlue  will 
more  headwinds  than  in  its  first  s< 
years,  when  major  carriers  were  in  b; 

THE  JETBLUE  BLUES 
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ruptcy  and  too  weak  to  defend  their    a 
To  keep  growing,  the  carrier  need  t 
expand  outside  its  New  York  strong] 
and  analysts  think  few  areas  are. 
"They've  got  a  lot  of  planes  on  order:  i 
there  aren't  many  markets  you  can  tl 
150-seat  airplanes  into,"  says  aviri 
consultant  Mike  Boyd. 

What's  more,  its  current  fleet  will  I 
need  costly  maintainance,  expenses 
JetBlue  may  be  underestimating.  ! 
union  pilots  could  be  an  issue  as 
JetBlue  recruited  them  with  stod 
tions  that  more  than  made  up  for  b( 
average  pay  and  longer  work  hours 
with  the  stock  now  60%  off  its  2003 
pilots  may  feel  the  pinch.  "I  wot 
be  surprised  to  see  union  organ    k 
later  this  year,"  says  consultant  S     •;. 
Klaskin.  So  JetBlue  must  deal  wit 
growing  pains  or  risk  going  the  w 
People  Express.  ■ 
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ONLINE:  To  join  a  debate  on  airline  passengers' 
go  to  www.businessweek.com/exttas 
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[ARMACEUTICALS 


VHEN  THE  GOING 
iETS  TOUGH... 

I  boomers  age,  more  drugs  are  sold  for 
adder  woes  and  other  unmentionables 


ARLENE  WEINTRAUB 

F  YOU  HAVE  SAT  THROUGH  A 
string  of  drug  ads  on  TV  recently, 
you've  probably  heard  a  lot  about 
"going"  problems.  One  ad  gently 
asks  if  you  are  always  waking  up  to 
go.  Another  suggests  that  you  have 
to  go  urgentiy,  but  once  you  get 
e  you  find  you  can't  go  at  all.  You're 
imagining  it:  In  2006  pharmaceuti- 
companies  poured  $238.8  million 
i  ads  for  drugs  to  treat  those  embar- 
pig  symptoms,  including  Flomax  for 

Etate  trouble  and  Vesicare  for  bladder 
:s.  That's  37%  more  than  the  indus- 
;pent  pitching  such  drugs  in  2005, 
rding  to  TNS  Media  Intelligence, 
pn't  expect  the  ad  stream  to  slow 
ime  soon.  The  frequent  urges  that 
I  to  be  considered  a  natural  by- 
lluct  of  aging  have  become  the  drug 
i.stry's  disease  du  jour.  Novartis  and 
ter  &  Gamble  Co.  recently  kicked  off 
mpaign  for  Enablex,  a  drug  to  treat 
active  bladder.  The  TV  ad  features 
liated  water  balloons  representing, 
,  you  know.  Boehringer  Ingelheim, 
:h  makes  Flomax,  introduced  its  lat- 
d  during  the  Super  Bowl.  It  depicts 
cycling  and  kayaking  baby  boomers 
|ing  happy,  one  assumes,  because 
don't  have  to  find  a 
oom. 

le  ad  assault  is  work- 
iPrescriptions  for  Flo- 
were  up  20%  in  2006, 
rding  to  IMS  Health. 
:riptions  for  Glaxo - 
hKline  PLC's  Vesi- 
— its  ads  feature  ani- 
td  pipes  that  represent 
y  plumbing— were 
212%,  while   Glaxo's 

itate    drug,    Avodart, 

hd  94%.  Total  sales  of 

Is  to  treat  bladder  and 


THE  STAT 


$238.8 

million 

*Ad  dollars  spent 
on  drugs  to  treat 
urological  disorders 
in  2006,  up  37% 
from  2005 


"Through  November 

Data:  TNS  Media  Intelligence 


prostate  issues  are  $1.5  billion  and 
$4  billion  a  year  respectively,  and 
growing  at  double-digit  rates. 

Pfizer  Inc.  might  launch  a  new 
drug  for  overactive  bladder  later 
this  year,  and  its  approach  will  be 
closely  watched.  It  was  Pfizer  that  first 
implored  TV  viewers  to  talk  to  their  doc- 
tors about  touchy  symptoms  when  it 
launched  Viagra  in  1998,  bringing  the 
term  "erectile  dysfunction"  into  everyday 
banter.  Then  there  was  Detrol,  the  blad- 
der remedy  Pfizer  marketed  with  a  jingle 
that  went,  "Gotta  go,  gotta  go,  gotta  go 
right  now."  Although  the 
ad  was  lampooned  by  co- 
medians, Detrol  became  a 
$1  billion  hit. 

Some  drug  industry  crit- 
ics say  the  real  "growing 
problem,"  to  quote  the  Av- 
odart ad,  is  not  America's 
need  to  go.  Rather,  if  s  the 
relendess  pressure  drug- 
makers  place  on  boomers 
to  take  more  pills.  Often 
such  symptoms  are  noth- 
ing more  than  a  nuisance 
of  aging.  "As  men  get  old- 


er, their  prostates  get  larger.  They  also 
go  bald,"  says  Michael  Palese,  assistant 
professor  of  urology  at  Mt.  Sinai  School 
of  Medicine  in  New  York.  The  ad  blitz,  he 
says  "is  irresponsible." 

BREAK  THE  SILENCE 

JEFF  HUTH,  SENIOR  vice-president  for 
marketing  at  Boehringer,  says  he  and  his 
colleagues  debated  the  value  of  direct-to- 
consumer  advertising  for  Flomax.  In  the 
end,  they  couldn't  ignore  the  statistics: 
Half  of  all  men  over  age  50,  or  about  20 
million  men  in  the  U.S.,  have  the  condi- 
tion the  drug  treats,  enlarged  prostate. 
Because  they  have  to  get  up  frequently 
at  night,  they  often  suffer  sleep  depriva- 
tion, Huth  points  out. 
But  less  than  15%  of 
them  are  being  treated. 
"Many  men  are  suffer- 
ing in  silence,"  Huth 
says.  "The  ads  help 
them  recognize  this  is  a 
treatable  condition." 

Execs  at  P&G  hope 
the  water-balloon  im- 
age for  a  misbehaving 
bladder  will  make  its 
drug  Enablex  stand  out 
in  a  crowded  field  of 
ads  employing  "gotta 
go"  euphemisms.  And 
they  defend  direct-to- 
consumer  marketing 
as  an  important  way 
to  make  people  more 
comfortable  talking 
about  taboo  topics. 
About  17  million  men 
and  women  in  the  U.S. 
have  bladder  problems.  "Incontinence 
is  embarrassing  and  has  emotional  con- 
sequences," says  spokeswoman  Elaine 
Plummer.  "This  is  a  lighthearted  way 
to  open  the  discussion."  Some  doctors 
also  say  the  ads  are  driving  more  people 
to  seek  medical  advice,  leading  to  ear- 
lier detection  of  serious  problems  such  as 
cancer  or  blockages  that  need  to  be  fixed 
with  surgery. 

The  debate  is  bound  to  get  noisier, 
judging  from  the  number  of  new  gotta- 
go  drugs  in  development.  Allergan  Inc., 
for  example,  is  testing  Botox  to  treat 
overactive  bladder.  And  scientists  are 
experimenting  with  mixtures  of  drugs 
that  are  already  on  the  market.  If  they 
work,  companies  will  be  able  to  patent 
the  combos  as  new  drugs.  You  know 
what  that  means:  more  pipe  people, 
balloons,  and  no-longer-embarrassed 
boomers  will  be  parading  across  our 
TV  screens.  ■ 
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THE  OPENING  OF  LIBYA 

Harvard  professor  Michael  Porter  is  helping  to 
restructure  the  economy,  but  skepticism  abounds 


BY  STANLEY  REED 

OHAMED  ZEYANI  IS 
a  baby-faced  27-year- 
old  with  slicked-back 
hair.  He  is  also  a 
new  phenomenon 
in  Muammar  al 
Qaddafi's  Libya— 
an  entrepreneur.  With  his  25-year-old 
brother  Ali,  Zeyani  opened  the  Al  Sahab 
Training  Center  three  years  ago  in  the 
up-and-coming  Bin  Ashour  district  of 
Tripoli.  The  center  is  now 
teaching  English,  comput- 
ers, and  business  skills  to 
about  130  employees  of  lo- 
cal companies  and  multi- 
nationals such  as  Occiden- 
tal Petroleum  Corp.  and 
Italian  oil  giant  ENI.  "We 
chose  the  field  of  education 
because  we  felt  there  was  a 
big  need,"  Zeyani  says  as 
he  looks  in  on  classrooms 
crowded  with  women  in 
head  scarves  and  young 
men  in  suede  jackets.  His 
annual  revenues  have  al- 
ready doubled,  to  $1  mil- 
lion, and  he's  thinking  of 
setting  up  an  executive  MBA  program. 

Entrepreneurs  in  Libya?  Isn't  this  the 
pariah  state  where  everything  is  run  by 
so-called  peoples's  committees  and  until 
recently  private  property  was  severely 
restricted?  The  answer  is  that  Qaddafi 
has  wised  up— at  least  partly.  He  began 
changing  course  a  few  years  ago  when 
oil  prices  were  low.  The  Libyan  economy 
was  close  to  collapse  after  more  than 
a  decade  of  U.S.  and  U.N.  sanctions 
brought  on  by  his  reckless  actions,  such 
as  the  1988  bombing  of  Pan  Am  Flight 
103  over  Scotland.  After  the  U.S.  invaded 
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QADDAFI'SSONSaifal 

Islam  is  a  champion 
of  business 


Iraq  and  toppled  Saddam  Hussein  in 
2003,  Qaddafi  settled  his  differences  with 
Washington  and  abandoned  his  weapons 
of  mass  destruction  programs. 

Since  then,  foreign  oil  companies  have 
been  piling  into  Libya,  and  Tripoli  has 
started  to  revitalize  the  economy.  Much 
of  the  progress  is  due  to  an  unusual  part- 
nership with  Harvard  Business  School 
professor  and  competitiveness  guru  Mi- 
chael E.  Porter,  who  is  advising  the  Liby- 
ans through  Boston  consultancy  Monitor 
Group.  For  the  past  two 
.years,  more  than  a  dozen 
Monitor  consultants  have 
been  working  in  Libya, 
studying  the  economy  and 
running  a  three-month 
leadership  program  in- 
tended to  create  a  new  pro- 
business  elite.  So  far,  150 
Libyans  have  graduated. 
The  people  in  the  course 
"were  real  role  models, 
starting  businesses,  con- 
tributing to  society,"  says 
graduate  Yazid  el  Shaari, 
an  engineer  at  Canadian- 
_  Libyan  joint  venture  Veba 

Oil  Operations. 
Porter  was  persuaded  to  take  the  job 
by  Qaddafi's  son,  Saif  al  Islam.  The  former 
London  School  of  Economics  graduate 
student  is  a  lean  man  who  favors  expen- 
sive European  suits  and  Western-style 
economic  reform.  Since  first  meeting  Saif 
at  several  dinners  in  London,  Porter  has 


Libya's  Economy 

/  ^  a  Glance 


2006  estimates 


traveled  to  Libya  three  times  and  met 
government  officials,  including  the  el 
Qaddafi  "I  didn't  take  this  on  bec;J 
this  is  a  big  economy,"  Porter  saitj 
an  interview  at  Tripoli's  glitzy  Corini 
Hotel.  "It  was  very  symbolic.  If  this! 
be  successful,  then  other  countries  wi] 
able  to  change." 

It's  a  monumental  task.  Libya  iaJ 
hind  the  curve  in  just  about  everytrj 
Moreover,  the  country's  economy  is  r| 
dependent  on  oil  and  gas  than  just  aa 
any  other.  The  industry,  which  empj 
only  3%  of  the  workforce,  accountin 
over  60%  of  gross  domestic  produc  J 
higher  share  than  in  either  Saudi . 
or  Kuwait.  Even  though  Qaddafi,  I 
has  ruled  since  1969,  is  taking  the  cb| 
off  the  private  sector,  unemployme{ 
still  estimated  to  be  as  high  as  35%. 
the  streets  of  Tripoli  are  filled  with  lc  J 
ing  young  men. 

LOCATION,  LOCATION 

YET  THERE'S  A  BUZZ  in  the  Li 
capital  these  days.  Developers  are 
ing  the  spectacular  beaches  west  o  a 
city,  and  real  estate  prices  have  doi  ft 
in  the  past  year.  "There  is  definitel 
undercurrent  of  motion,"  says  Ah  in 
Boulsien,  a  London-based  Libyan  a 
is  scouting  real  estate  and  IT  deal  p- 
Tuareg  Capital,  a  private  equity  fun  d 
up  to  invest  in  Libya  and  Algeria. 

Even  if  it's  not  entirely  open  for 
ness,  Libya  seems  to  be  worth  the 
ble.  After  all,  the  country  has  oil 
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income  approaching  $40  billion 
fear,  some  $60  billion  in  the  bank, 
an  attractive  location  across  the 
iterranean  from  Sicily.  So  far,  the 
2St  action  is  in  energy.  The  Oasis 
p— which  includes  ConocoPhillips, 
thon  Oil,  and  Hess— paid  Tripoli 
billion  two  years  ago  to  return  to 
ibyan  fields  that  the  U.S.  govern- 
forced  them  to  give  up  in  1986. 
tridental  Petroleum  Corp.  also  re- 


claimed its  old  Libyan  acreage  in  2005, 
paying  $133  million  up  front.  The  com- 
pany was  the  big  winner  in  the  first  of 
three  auctions  that  the  Libyans  have 
held  for  new  exploration  rights  in  the 
past  two  years,  paying  $90  million  and 
committing  to  an  additional  $125  mil- 
lion in  investment.  Exxon  Mobil  and 
Chevron  have  also  picked  up  acreage  in 
the  auctions.  And  Royal  Dutch  Shell  has 
agreed  to  a  major  gas  deal.  "We  believe 


Libya  will  be  a  very  interesting  country 
to  work  in  for  the  next  five  to  ten  years," 
says  Tawfiq  A.  Mohamed,  chairman  of 
ETE-LAE  Oil  Services  Co.,  a  Tripoli-based 
company  that  performs  oilfield  construc- 
tion work. 

More  tourists,  too,  might  be  drawn 
to  Libya.  An  hour  east  of  Tripoli  lies  one 
of  the  world's  great  ruined  cities,  Leptis 
Magna.  Among  the  largest  Roman  settle- 
ments in  Africa,  if  s  well-preserved  and 
promises  to  be  a  key  attraction.  But  get- 
ting a  decent  hotel  room  or  a  table  at  one 
of  the  better  fish  restaurants  in  Tripoli  is 
a  challenge.  Oil  companies  have  booked 
blocks  of  rooms  permanently.  And  the 
U.S.  Embassy,  which  reopened  last  year, 
is  using  a  floor  of  the  Corinthia  as  a  tem- 
porary base  while  its  diplomats  find  a 
building  site. 

The  growing  stream  of  businesspeople 
and  visitors  is  gratifying  to  hotelkeeper 
Mohammed  Mesbah.  He  runs  the  Zumit 
Hotel,  a  spectacular  hostelry  built  next  to 
a  Roman  arch  dedicated  to  Marcus  Aure- 
lius  in  Tripoli's  old  city.  Mesbah  recently 
spent  about  $400,000  renovating  the 
colonnaded  structure,  which  was  built  in 
1816  to  house  traveling  merchants.  "I  fig- 
ured my  vision  may  be  four  or  five  years 
ahead  of  its  time,"  says  Mesbah.  But  he's 
already  fully  booked  on  most  nights. 

REFORM  ROADBLOCK 

NONE  OF  THIS  MEANS  Libya  is  likely 
to  turn  into  a  new  Dubai.  Libyan  society, 
which  has  lived  for  decades  under  Qad- 
dafi's  revolutionary  populism,  probably 
isn't  ready  for  that  degree  of  opening.  "To 
change  from  a  socialist  culture  to  a  private 
culture  is  a  big  project,"  says  Saleh  Zahaf, 
a  lawyer  who  advises  would-be  foreign 
investors.  "It  requires  a  generation." 

Porter  complains  that  reform  ground 
to  a  halt  last  year  after  Monitor  recom- 
mended a  big  commitment  to  education 
and  training  and  investment  in  energy, 
tourism,  trade,  and  construction.  One 
reason:  a  backlash  against  proposed  lay- 
offs of  public-sector  workers.  A  planned 
privatization  of  a  public-sector  bank 
called  Sahara  also  failed  when  investors 
rejected  the  government's  valuation. 

Qaddafi  and  his  son  needed  more  time 

to  build  consensus.  Over  the  past  year, 

they  have  gradually  replaced  hard-liners 

Continued  on  page  57 
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K  The  novelty  of  MySpace  may  be  over, 
li  but  companies  are  collaborating  on  the 
■  Web  for  all  kinds  of  practical  uses 
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WILL  THIS  SCAN? 

Symbol  Tech  was  shattered  by 
corruption.  But  herculean  efforts  to 
revive  the  bar  code  maker,  now  part  of 
Motorola,  might  pay  off 


22  ingreen 

Bank  of  America's  clean  green  tower 

24  inprogress 

When  GE  turned  to  students  for  design 
ideas,  they  came  up  with  some  user- 
friendly  health-care  concepts  for  Africa 

26  indesign 

Meet  Sugar,  the  face  of  the  $100  laptop 
and  a  revolution  in  design 

28  inbacklash 

Enough  already  with  the  innovation  hype 


MARCH  2007  IN    1 


inshort 


Reena  Jana 


TOOL:  CUSTOM  CORPORATE  GAMES 

Executives  are  using  3D  online,  multiplayer  environ- 
ments such  as  Second  Life  and  World  ofWarCraft  to 
teach  team-building  skills.  Now,  BreakAway,  a  leading 
maker  of  military  and  medical  simulations  used  by 
the  U.S.  government  and  top  med  schools,  has  created 
mosbe,  a  desktop  tool  that  allows  companies  to  make 
customized  video  games  for  corporate  use.  Booz  Allen 
Hamilton  and  other  companies  have  used  it  (think 
employee  training  and  crisis  control). 


TOOL:  IDEA-TRADING  SOFTWARE 

At  the  end  of  any  brainstorming 
meeting,  people  have  a  hunch 
which  ideas  are  likely  to  succeed. 
Tap  into  the  informal  wisdom 
of  meetings  with  Inkling,  a  soft- 
ware tool  that  allows  people  to 
create  "markets"  of  ideas  and 
"trade,"  or  bet,  on  which  ones 
will  win  or  lose.  It's  an  engaging 
way  to  see  how  a  project's  team 
members  rank,  say,  designs  in 
terms  of  their  viability.  Health- 
care product  maker  Abbott  Labo- 
ratories is  among  the  companies 
using  Inkling.  Another  Inkling 
feature  not  only  allows  employ- 
ees to  put  their  own  new  ideas 
on  the  faux  market,  but  also 
facilitates  the  payment  of  (play 
or  real)  dividends  when  those 
ideas  start  resulting  in  real- 
world  financial  returns. 
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TREND:  BIG-THINK  VODCASTS  AND  WEBCASTS 

Invites  to  exclusive  conferences  such  as  the  World  Eco- 
nomic Forum's  annual  meeting  in  Davos,  Switzerland, 
TED  in  Monterey,  Calif.,  and  PoplTech  in  Camden,  Me., 
are  hard  to  score.  But  video  highlights  are  now  avail- 
able online.  Listen  to  what  Azim  Premji  (right),  Wipro's 
chairman,  said  about  Indian  business  strategy  in  Davos 
this  year  (http://gaia.world-television.com/ 
wef/worldeconomicforum_annualmeeting2007). 
Watch  X  Prize  winner  Burt  Rutan  describe  Virgin 
Galactic's  plans  at  TED  (http://www.ted.com/tedtalks). 
PopITech's  first  series  of  online  videos  will  make  its 
debut  in  early  March  (http://www.poptech.com). 


ND:  BUSINESS  RESOURCES  GO  GREEN 

>re  resources  are  available  for  ecologically  conscious  managers.  GreenBiz.com 
ers  articles  and  guidelines  on  how  to  create  and  measure  the  progress  of 
:en  products  and  processes.  And  venture  capital  firm  Kleiner  Perkins  Caul- 
Id  +  Byers  formed  the  Greentech  Innovation  Network,  a  group  working  to 
earth-friendly  business  innovation  and  partnerships. 


TOOL:  INNOVATION  PYRAMID 

Harvard  Business  School  pro- 
fessor Rosabeth  Moss  Kanter 
has  come  up  with  a  simple  stra- 
tegic tool  she  calls  the  Innova- 
tion Pyramid.  After  decades  of 
researching  patterns  of  innova- 
tion success  among  leading  com- 
panies, Kanter  notes  that  winning 
innovators  prioritize  and  balance 
their  investments  in  new  or 
improved  products  and  services 
in  a  similar  manner.  When  listed, 
they  form  a  graphic  similar  to  the 
U.S.  Agriculture  Dept.'s  nutri- 
tion pyramid.  Ranter's  Innova- 
tion Pyramid  features  a  few  big 
gambles  at  the  top,  a  wider  set 
of  fresh  prototypes  and  ventures 
in  the  testing  stages  around  the 
middle,  and  a  broad  range  of 
early-stage  projects  and  improve- 
ments on  existing  ideas  or  prod- 
ucts at  the  pyramid's  base.  The 
Innovation  Pyramid  allows  man- 
agers to  monitor  quickly  their 
portfolio  of  risk.  The  idea  is  to 
have  a  variety  of  new  concepts  in 
play  with  varying  degrees  of  risk 
and  returns. 
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TOOL:  DATA  MINE 

Data  mining  via  Google  can  provide  millions  of  hits,  but  the  huge  volume 
can  take  an  enormous  amount  of  time  to  screen.  Accelovation  is  a  software 
tool  born  in  the  MIT  Media  Lab  that  uses  sophisticated  linguistic  algorithms 
to  dissect  texts.  The  software  goes  beyond  keyword  search  to  translate  broad 
statements  about  innovation  needs,  analyze  sentence  structure  of  online 
content,  and  then  match  the  two.  It  scans  scholarly  research,  consumer  blogs, 
product  Web  sites,  or  white  papers,  looking  for  emerging  trends,  new  technolo- 
gies, and  fresh  business  models.  It's  already  used  by  Procter  &  Gamble  and  3M. 
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At  Work 

At  the  office,  Web 

collaboration  is  flourishing. 

Companies  are  using  social  media 

to  connect  with  customers,  find 

talent,  and  develop  products 


Here  are  the  social  networking 

tools  that  matter  most,  and 

the  percentage  of  companies 

that  rely  on  them 
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Podcasting 


Data:  Nora  Barnes.  Eric  Mattson 
University  of  Massachusetts,  Dartmouth 


ategy:  Finding  Talent 

edln,  a  networking  site  for  professionals,  has  many  corporate  fans 

"nillion  professionals,  13,000  recruiters 

0%  of  top-rated  companies  represented 

million  members  (about  20%)  are  senior  executives 

0+  corporate  subscriptions  for  staffing/recruiting  departments.  Annual  subscrip- 
ts cost  $10,000  to  $250,000.  Companies  with  corporate  subscriptions  include 
crosoft,  eBay,  Target,  Sony,  Netflix,  FedEx.  L'Oreal,  and  Deloitte. 


lit  the  value  of  networking  tools  is  on  the  rise 


Best  Practice:  Generating  Innovation 

IBM's  tactics 

■  Lotus  Connections:  IBM  offers  software  to  its  corporate  customers  that 
transforms  internal  and  external  communications  into  a  social  computing 
format.  IBM  has  used  social  networking  technologies  internally  since  2003. 

■  Podcasts:  During  its  first  six  months  of  podcasting  there  were  72,000 
downloads. 

■  Wikis  and  Blogs:  More  than  20,000  IBM  employees  currently  use  wikis. 
2,500  IBM  employees  publish  internal  blogs. 

InnovationJam:  In  2006  more  than  150,000  members  of  the  IBM  family 
participated  in  an  online  brainstorming  event.  Over  the  course  of  the  two 
72-hour  sessions,  46,000  ideas  were  posted  online.  IBM  will  invest  $100 
million  in  the  10  best  ideas. 
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Matt  Vella 


Start  your  engines :  The  race  is  on  to  build  a  car  that  gets  100  mpj 
The  purse?  A  $25  million  prize— and  a  piece  of  history 


Prizes  have  long 
been  used  to 
stimulate  innova- 
tion. In  1919  the  Orteig 
Prize  offered  $25,000 
to  the  first  pilot  to  fry 
the  Atlantic  nonstop. 
Charles  Lindbergh  won 
it  in  1927,  fostering  the 
aviation  industry.  In  1996 
the  X  PRIZE  Foundation 
offered  $10  million  to  the 
first  private  team  to  fry 
into  space.  Burt  Rutan 
and  Paul  Allen  beat  25 
teams  from  seven  nations 
in  2004  to  win  by  design- 
ing and  launching  the 
SpaceShipOne. 

This  spring  the  Auto- 
motive X  PRIZE  will  offer 
$25  million  to  anyone 
who  can  design  and 
build  a  superefficient, 
commercially  viable  car 
that  gets  100  miles  per 
gallon.  "Our  intention," 
says  Mark  Goodstein, 
executive  director  of 
the  contest,  "is  to  wave 
a  big  red  flag  around 
this  problem.  The  two 
main  guideposts  for  us 
are  breaking  our  addic- 
tion to  oil  and  numbing 
the  effects  of  climate 
change."  According  to 
the  National  Highway 
Traffic  Safety  Adminis- 


tration, the  average  fuel 
economy  for  the  current 
fleet  of  autos  available 
to  American  consumers 
is  no  better  than  Ford's 
original  Model  T— 
around  25  mpg. 

Shaping  a  competition 
to  promote  the  priva- 
tization of  space  travel 
may  prove  easier  than 
creating  a  contest  for  an 
innovative  car.  Deter- 
mining equivalencies 
between  possible  future 
fuels,  which  would  allow 
judges  to  compare  the 
performance  of  a  tradi- 
tionally powered  vehicle 
with  another  using  a  fuel 
cell,  electricity,  or  other 
advanced  technology,  is 
complex.  And  it  remains 
to  be  seen  if  major  car- 
makers will  buy  into  the 
challenge  or  ignore  it. 
Neither  Boeing  nor  Lock- 
heed Martin  participated 
in  the  original  X  PRIZE, 
though  they  worked  on 
similar  projects  for  NASA. 

The  hope  is  that  the 
Automotive  X  PRIZE 
will  goad  the  automak- 
ers into  action.  The 
best-selling  Prius  has 


already  turned  Toyota 
into  one  of  the  most 
powerful  green  brands 
in  the  world.  In  January, 
General  Motors  took  the 
wraps  off  its  Chevrolet 
Volt  concept  car,  which 
gets  up  to  150  mpg  by 
combining  electric-drive 
components  with  a  small 
backup  engine.  However, 
GM  says  it  needs  big 
improvements  in  battery 
technology  to  bring  the 
Volt  to  production.  There 
are  rumors  Toyota  might 
get  close  to  the  100  mpg 
benchmark  with  the 
upcoming  2009  rede- 
sign of  the  Prius.  Mer- 
cedes-Benz has  toyed 
with  ultraefficient  aero- 
dynamic prototypes  that 
achieve  fuel  economy 
of  more  than  70  mpg, 
thanks  to  their  shape. 

The  prize  could  also 
fire  the  imaginations 
of  grease  monkeys  and 
homegrown  enthu- 
siasts. Some  hybrid 
owners  have  tinkered 
with  their  vehicles, 
adding  components 
that  double  mileage  to 
100  mpg.  Small  start- 
ups are  working  on 
vehicles  that  could 


win,  too.  In  January, 
Accelerated  Compos- 
ites in  Carlsbad,  Calif, 
announced  a  two-seat 
vehicle,  the  Aptera, 
that  will  cost  around 
$20,000  and  get  an 
astonishing  330  mpg. 
That  is,  perhaps,  the 
best  sign  of  the  strength 
of  the  X  PRIZES:  the 
proliferation  of  tech- 
nologies and  projects 
already  working  towar 
the  award's  main  objec 
tives.  On  the  Web  site 
(http://auto.xprize.ors 
the  contest  is  announc 
this  way:  "People  love 
their  cars.  They  are 
vital  links  to  our  jobs, 
our  community,  our- 
selves. For  everything 
we  love  about  them,  c 
are  chained  to  the  mo, 
severe  global  crises  of 
our  time:  oil  dependei 
and  climate  change." 
With  40%  of  world  oil 
output  fueling  the  aut 
motive  industry  (trans 
portation  soaks  up  6, 
of  all  U.S.  oil  consum 
tion),  the  world  needs 
car  that  gets  100  mpg 
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HAIMLERCHRYSLER'S  BIONIC 


X-Factor:  Designed 
after  the  aero- 
dynamic box  fish 


HEVROLET  VOLT 


X-Factor:  Compatible 
with  ethanol,  gasoline, 
biodiesel  or  hydrogen 


MARCH  2007  IN    7 


HOW  VENTURE  PHILANTHROPISTS  USE 

DESIGN  THINKING 

TO  HELP  SOLVE 

REAL-WORLD  PROBLE 


\CUMEN  FOUNDER  JACQUELINE  NOVOGRAT2 


FROM  THE  JOURNALS  OF  ACUMEN'S  JACQUELINE  NOVOGRATZ 


APR.  6.  2006.  Delhi,  inoia  I've  been  thinking  a 
lot  about  C.K.  Prahalad  and  his  theories  on 
the  bottom  of  the  pyramid.  He  made  a  pow- 
erful contribution  to  the  world  in  provid- 
ing a  new  framework  for  thinking  about  the 
poor.  At  the  same  time,  simply  selling  goods 
to  the  poor  will  not  change  poverty  on  a 
large  scale.  We  must  link  not  only  consump- 
tion to  the  poor  but  also  savings,  invest- 
ments, and  income,  for  there  are  no  other 
real  ways  to  get  at  problems  of  poverty  on  a 
large-scale  basis. 

On  the  way  back  to  the  hotel,  we  sit 
in  traffic  in  Delhi  in  front  of  the  five-star 
hotels.  Every  day  in  cities  across  India, 
beggars  approach  cars.  Sometimes  there 
will  be  three  or  four  at  a  single  stoplight. 
A  woman  approaches  us  with  a  tiny  baby 
attached  to  her  withered  breast.  She  just 
stands  there  with  the  child  suckling. ..in  the 
afternoon  heat.  I  think  of  the  philosopher 
from  Princeton  who  claims  that  we  would 
help  someone  if  they  were  right  in  front 
of  us,  and  I  think  even  more  of  my  friend 


f  JESSI  HEMPEL 


Jim,  who  is  thinking  of  doing  a  film  about 
Mother  Teresa. 

We've  had  long  conversations  about  her 
and  what  compassion  means,  what  it  means 
to  live  a  life  of  compassion.  I  do  nothing  to 
help  the  woman,  just  look  her  straight  in 
the  eye  and  say,  "I'm  sorry.  I'm  sorry."  Right 
behind  this  woman  is  another  and  then 
another;  after  she  sees  in  my  eyes  that  I  will 
not  give  her  anything,  she  walks  over  to  her 
friend  and  they  start  laughing...  I  know  that 
begging  in  Bombay  is  a  business  with  beg- 
garmasters,  hierarchies,  assigned  territories. 
Mother  Teresa's  contribution  was  in  provid- 
ing comfort  to  those  she  touched.  Maybe 
even  more  so,  the  mark  she  left  on  the  world 
was  in  the  many  whom  she  inspired  to  do 
more,  be  more.  She  also  brought  visibility  to 
people  the  world  didn't  want  to  see.  In  our 
own  way,  that  is  what  Acumen  Fund  is  trying 
to  do— by  starting  with  trying  to  understand 
who  poor  people  are  and  what  their  concerns 
are,  and  then  building  solutions  from  that 
perspective  and  not  simply  our  own. 


avel  northeast  out  of  New  Delhi,  and  long  after  the  paved  roads  have  given  way  to 
yt,  you'll  reach  Thathia,  a  tiny  village  in  Kannauj.  Tucked  away  beside  the  sacred 
kters  of  the  Ganges,  it's  an  impoverished  rural  district  in  one  of  the  poorest  states 
India,  Uttar  Pradesh.  Less  than  20%  of  people  read.  Infant  mortality  is  8.5%, 
^arly  the  highest  in  the  country.  Disease  is  rampant. 

This  is  where  Garima  Devi  runs  her  Drishtee  Telekiosk,  a  humble  office  from 
lich  she  offers  Internet  access  and  technical  support.  Villagers  walk  miles  to 
t  her  help,  according  to  Drishtee  CEO  Satyan  Mishra.  I  need  a  loan  because  my 
gar  cane  crop  failed,  someone  will  say.  My  husband  has  died  and  the  government 
insion  never  came.  My  son  lost  his  job;  can  he  get  computer  training?  Devi,  who 
21,  listens,  then  logs  on  to  her  computer  and  goes  to  work. 


)evi  is  neither  social  worker  nor  missionary.  She's  an 
wardly  mobile  career  woman.  Think  of  her  kiosk  as  the 
al  Kinko's  franchise.  She  owns  the  PC  and  the  table  it 
:  on.  She  charges  10  rupees  to  25  rupees— about  20<t  to 
:— per  transaction,  and  keeps  up  to  65%  of  the  profits, 
s  lets  her  support  her  parents  and  her  school-age  little 
ther.  By  Kannauj  standards,  it's  a  good  living.  The 
lainder  goes  to  Drishtee  Dot  Com,  which,  according  to 
:cent  Deloitte  survey,  is  the  fastest-growing  high-tech 
tup  in  India.  Drishtee,  or  "vision"  in  Hindi,  is  in  turn 
need  by  the  Acumen  Fund. 


Billing  itself  as  a  nonprofit  venture  capital  firm,  the 
Acumen  Fund  uses  the  principles  of  design  to  solve  the  prob- 
lems of  the  poor.  Just  as  the  Procter  &  Gambles  and  Motoro- 
las  of  the  corporate  world  conduct  extensive  ethnographic 
research  on  consumers,  Acumen  finances  companies  that 
create  from  the  bottom  up.  Instead  of  shoppers  at  a  Los 
Angeles  mall,  however,  it  begins  with  people  in  villages  like 
those  in  Thathia.  "Start  with  the  individuals,"  says  founder 
Jacqueline  Novogratz.  "Build  systems  from  their  perspective. 
Really  pay  attention,  and  then  see  if  they  can  scale." 

Under  Novogratz's  leadership,  the  New  York-based  fund 
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manages  $20  million  in  investments  in  companies  that  fall 
within  three  portfolios:  health,  water,  and  housing.  It's  not 
a  lot  of  money  compared  with  any  of  the  traditional  venture 
funds  in  Silicon  Valley.  But  Acumen's  goal  is  not  to  launch 
initial  public  offerings.  Rather,  Novogratz  and  her  team  are 
building  prototypes  for  new  business  models  that  measure 
returns  in  social  benefits  as  well  as  monetary  rewards. 

Novogratz  has  a  gift  for  pulling  together  disparate 
people— financiers  and  aid  workers,  say— to  come  up  with 
new  ideas.  A  former  banker  who  worked  in  Rwanda  in 
her  twenties,  she  writes  in  a  journal  nightly  during  her 
frequent  trips  to  visit  Acumen  companies.  She  also  jogs 
daily,  and  makes  time  to  have  coffee  with  everyone  from 
Goldman  Sachs  partners  to  Kenyan  health-care  workers. 
"We're  creating  an  overall  design  for  how  you  provide  goods 
and  services  to  poor  people,"  she  says. 

Observing  customers  to  uncover  their  unmet  needs,  cre- 
ating prototypes  of  new  products  and  services  for  them, 
iterating  and  improving  those  until  they  work,  looking  for 
new  business  models— these  are  all  the  critical  fundamen- 
tals of  design  that  Acumen  uses  in  its  work.  At  a  recent 
workshop  given  by  Tim  Brown,  chief  executive  of  the  inno- 
vation consultancy  IDEO,  these  same  principles  of  design 
thinking  were  inculcated  in  eight  Acumen  Fellows,  the 
young  professionals  the  venture  fund  sponsors  to  work 
with  its  companies  in  Africa  and  Asia. 

It's  also  an  approach  to  alleviating  poverty  that  is 
winning  favor  among  business  and  political  leaders. 


Novogratz  has  built  an  extensive  global  network  of  coun 
selors,  donors,  and  well-wishers.  Acumen  counts  among 
its  advisers  Tae  Yoo,  the  head  of  philanthropy  at  Cisco 
Systems,  Louis  Boorstin  of  the  Bill  &  Melinda  Gates 
Foundation,  former  U.S.  Senator  Bill  Bradley  (D-N.J.), 
marketing  maven  Seth  Godin,  Chris  Anderson,  chairmai 
of  TED  Conferences,  and  IDEO'S  Brown.  Major  donors 
include  Google  and  the  Bill  &  Melinda  Gates  Foundatior 

Lack  of  money  is  no  longer  the  major  hindrance  to  solvin; 
many  of  the  world's  most  vexing  social  problems.  Philanthn 
pists  such  as  Gates,  Warren  Buffett,  Richard  Branson,  and 
Joan  Kroc  now  make  gifts  in  the  billions.  Charitable  giving  i 
the  U.S.  has  jumped  23%  in  the  past  four  years. 

Rather,  there's  a  paucity  of  creative  ideas.  "It's  all  abou 
innovation,"  says  Brown.  He  explains  that  using  the  metl! 
odology  of  design  can  solve  social,  as  well  as  business, 
problems.  "We're  pretty  good  at  taking  a  bunch  of  dispa 
rate  components  and  figuring  out  the  solution,"  he  says, 

By  working  closely  with  Acumen  entrepreneurs,  donors,  I 
corporate  partners,  and  governments,  Novogratz  and  her 
team  are  creating  a  laboratory  to  design  new  business 
models  and  funding  mechanisms.  Much  of  the  philosophy 
is  drawn  from  the  University  of  Michigan's  Ross  School  of 
Business  economics  professor  C.K.  Prahalad,  whose  bottoi 
of-the-pyramid  theory  holds  that  there's  great  untapped 
market  potential  among  the  4  billion  people  who  make  les 
than  $2  a  day.  Novogratz  travels  frequently  to  India  and 
Africa  to  spend  time  in  the  communities  she  serves.  She 


HEALTH 

More  than  1  million  people  a 
year  die  from  malaria  in  Africa. 
A  to  Z  Textile  Mills  of  Tanzania 
makes  bed  nets  carrying  long- 
lasting  insecticide.  It  employs 
2,000  people  and  has  sold 
more  than  5  million  nets. 


WATER 

For  many  of  India's  325  million 
people  living  in  poverty,  water 
is  scarce.  IDE  India  makes 
a  $30  drip  irrigation  kit  and 
teaches  farmers  how  to  use  it 
with  a  Bollywood-style  film.  It 
has  sold  more  than  85,000  kits. 


HOUSING 

Three  in  10  Pakistanis  live 
in  squatter,  camps.  Saiban  is 
creating  a  $50  million  private 
mortgage  market.  It's  financing 
369  families  and  plans  with 
Acumen  to  back  6,456  more  in 
a  planned  community. 
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ad  her  staff  search  for  promising  business 
lodels  like  Drishtee's.  They  draw  from  phil- 
tithropic  and  business  resources  to  help 
lem  grow.  And  they  partner  closely  with 
)cial  entrepreneurs  like  Mishra. 
Acumen  eschews  giving  money  away, 
istead,  the  fund  leverages  its  charitable 
Dllars  through  equity  and  debt.  Its  donors 
•e  labeled  "investors."  They  receive  semi- 
mual  statements  tracking  the  social  and 
nancial  progress  of  portfolio  compa- 
ies.  Acumen  has  brought  in  $667,000  in 
•payments  and  interest  to  date.  It  made 
$600,000  investment  in  WaterHealth 
iternational  to  help  the  startup  expand 
?  franchise  model  for  delivering  safe, 
fordable  water  to  Indian  customers.  It's 
eating  Pakistan's  first  home  ownership 
arket  for  the  poor  by  putting  up  $1.25 
illion  to  generate  a  $3.75  million  guaran- 
e  by  OPIC,  Washington's  Overseas  Private  Investment 
>rp.  That  money  will  release  $50  million  in  mortgages 
)m  the  National  Bank  of  Pakistan. 
Acumen's  most  successful  company  so  far  is  A  to  Z  Textile 
ills,  a  Tanzanian  family-owned  maker  of  mosquito  nets  to 
otect  people  from  malaria-carrying  insects.  The  nets  cur- 
irtly  safeguard  more  than  5  million  people  in  the  country, 
d  production  is  ramping  up  to  7  million  annually.  A  typical 


apr.  5.  2006.  delhi.  india  Satyan  is  a  real-deal 
entrepreneur.  [Internet  kiosk  company] 
Drishtee  is  his  life.  It  is  all  he  thinks  about, 
he  can  discuss  it  all  day  long,  and  he  is  going 
to  make  it  work.  Satyan  is  neither  shy  nor 
recalcitrant.  He  is  a  man  on  a  mission.  In 
the  past  year,  he  has  learned  a  great  deal 
about  how  best  to  roll  out  the  product.  The 
problem  with  too  many  rollout  schemes,  he 
tells  us,  is  that  they  are  top-down  and  not 
focused  on  customer  needs.  Consequently, 
Drishtee  is  establishing  a  new  product-ser- 
vices company  called  Quiver,  which  will 
focus  on  the  design,  development,  and  deliv- 
ery of  services  that  will  be  layered  onto  the 
Drishtee  platform.  As  part  of  Satyan's  com- 
mitment to  Quiver  and  to  a  customer-cen- 
tered approach  to  service  delivery  in  rural 
India,  he  is  moving  to  his  own  village  for 
three  months,  where  he  will  live  among  vil- 
lagers and  mostly  listen  to  them,  to  what 
they  need,  what  they  will  pay  for,  what  they 
aspire  to,  and  who  they  want  to  be. 


His  current  rollout  scheme  is  inspired 
by  knowing  who  people  are.  Drishtee  goes 
into  a  community  where  it  has  residents 
sell  Drishtee  services  for  a  specified  period 
of  time.  The  top  salesperson  is  offered  the 
opportunity  to  purchase  a  franchise  given 
that  he  or  she  not  only  has  proven  marketing 
skills  and  understanding  of  the  product,  but 
also  hungers  [to  use  them]— and  he  or  she 
comes  with  an  initial  customer  base.... 

I  ask  Satyan  for  a  profile  of  the  kiosk  oper- 
ators. He  says  they  have  two  common  quali- 
ties. First,  they  really  know  the  communities 
and  are  respected  by  people  there.  This  is 
key  to  the  enterprise's  success.  Second,  they 
have  fire  in  their  bellies  and  will  do  what  it 
takes  to  succeed.  His  challenge?  To  work  with 
more  women  franchisees  and  poor  people,  for 
both  groups  are  the  hungriest.  According  to 
Satyan,  women  also  are  more  likely  than  men 
to  open  the  kiosks  early  and  keep  them  open 
later.  The  problem  is  that  women  are  typically 
undocumented  and  can't  get  loans. 


charity  would  have  had  to  invest  $390,000  in  grant  money 
and  management  costs  to  finance  the  factory,  without  reaping 
any  real  return.  Acumen  experimented  with  lending  the 
money  to  A  to  Z  instead.  Last  fall  the  company  made  its  final 
payment  on  a  $325,000  loan  at  a  6%  annual  interest  rate, 
delivering  $422,500  back  to  Acumen.  The  investment  cost 
the  fund  $130,000  over  five  years  to  manage,  for  a  net  loss  of 
$32,500.  Considering  the  2,000  jobs  that  Acumen  helped 


APR.  13,  2006.  LAHORE.  PAKISTAN  Still,  the  work 

is  hard.  It  can  take  a  year  for  Kashf  [an 
Acumen-sponsored  microfinance  institution] 
just  to  get  its  feet  wet  when  moving  into  a 
new  area  or  village.  For  the  poor,  borrowing 
is  a  particularly  risky  proposition— and  so 
any  organization  needs  to  take  time  to  build 
trust  and  help  people  understand  the  risks 
they  are  taking.  Some  communities  initially 
fear  that  Kashf  will  kidnap  their  daugh- 
ters. Communities  also  don't  repay  at  first, 
testing  whether  Kashf  is  more  a  charity  or 
a  bank.  We  ask  Sadaffe  [Abid,  Kashf  CEO] 
how  Kashf  handles  this.  "We  tell  them  that 
we'll  just  wait  for  the  repayment.  Sometimes 
we  just  sit  with  them,  even  up  until  10  or  11 
o'clock  at  night,  and  finally,  always,  they  end 
up  finding  the  money.  And  then  they  know." 

Regarding  Islamic  lending  practices, 
Kashf  structures  repayments  with  fees  and 
interest  computed  into  the  biweekly  pay- 
ments. They  tell  the  women  that  there  is  no 
interest  but  a  service  cost  added  to  every 


loan.  Over  time  in  every  village,  women 
come  to  understand,  and  to  accept,  the  20% 
"service  charge,"  as  it  is  so  much  lower  than 
what  the  local  moneylenders  would  charge... 

This  work  inevitably  is  about  changing 
behavior  and  long-entrenched  patterns.  It 
is  about  coming  into  communities,  often  as 
outsiders,  and  asking  people  to  take  risks 
when  the  upside  is  not  always  immediately 
apparent.  Offering  a  20%  loan  as  opposed  to 
a  300%  one  or  selling  a  $15  drip  irrigation 
system  that  can  quadruple  income  levels 
sounds  like  a  no-brainer,  but  it  is  anything 
but  that.  It  means  asking  people  to  change 
what  they  know,  to  go  out  on  a  limb. 

Suffering  comes  from  what  we  lose,  and 
the  prospect  of  loss  is  especially  frightening 
when  you  have  everything  to  lose.  We  have  to 
get  better  at  understanding  the  arc  of  build- 
ing businesses  for  the  poor— how  long  and 
how  expensive  R&D  and  prototyping  stages 
are,  what  typical  marketing  costs  are,  and 
what  it  takes  to  get  people  to  be  first  movers. 


create  at  the  factory,  paying  better-than-average  local 
wages,  this  was  indeed  a  tiny  loss. 

Novogratz  has  mapped  out  a  vision  to  reach  $100 
million  under  management  over  the  next  five  years 
through  a  combination  of  increasing  profits  and  attract- 
ing new  donors.  Google  has  given  Acumen  $5  million  to 
fund  its  fellows  program,  and  the  company's  engineers 
are  building  a  system  to  track  its  investments.  The  fund's 


offices  recently  have  moved  to  a  floor  in 
Google's  New  York  building. 

Drishtee  founder  Satyan  Mishra  is  a 
typical  recipient  of  Acumen  financing.  A 
soft-spoken  33  year-old,  he  is  as  passion- 
ate when  he  describes  his  tech  startup 
to  his  parents'  neighbors  in  their  small 
Indian  village  as  he  is  when  selling  an 
audience  on  his  vision  at  the  Clinton 
Global  Initiative,  a  program  that  convene 
global  leaders  in  New  York  to  discuss 
social  problems.  Traditionally,  welfare 
agencies  and  philanthropies  have  looked 
on  the  poor  as  burdensome,  requiring 
expensive  social  services  and  governmen 
handouts.  Mishra,  by  contrast,  sees  poter 
tial  customers.  After  getting  his  MBA 
from  the  Delhi  School  of  Economics,  he 
ran  a  software-development  outfit  called 
Cyber  Edge  that  gave  the  city  of  Bhopal 
access  to  the  Net.  "I  wanted  to  earn  a  living,  yes,"  Mishra 
said  recently  while  visiting  BusinessWeek's  New  York  office; 
"But  it  wasn't  enough.  I  needed  to  do  something  that  woul 
make  a  real  difference."  In  2000,  government  officials  aske 
him  to  help  bring  those  services  to  villages,  and  he  saw  an  i 
opportunity  for  both  financial  and  social  rewards. 

In  classic  design  form,  Mishra  began  with  an  unmet 
need:  In  638,000  rural  Indian  villages,  there  was  little 


iccess  to  information  about  health,  pensions,  and  govern- 
ment resources.  Could  he  devise  a  service  that  was  seam- 
ess  yet  affordable?  Mishra  tried  several  prototypes  to 
:ome  up  with  an  information  kiosk,  a  hub  housing  a  PC, 
modem,  digital  camera,  and  fax  machine. 

To  roll  out  the  kiosks,  he  launched  a  contest.  Villagers 
:ompeted  to  sign  up  the  highest  number  of  new  clients. 
Mishra  offered  franchise  opportunities  to  the  winners, 
naking  them  owners,  not  employees. 

By  2006,  Mishra  had  1,000  kiosks  up-and-running,  but 
le  needed  more  resources  to  increase  the  number  of  kiosks 
uid  provide  new  services,  such  as  connecting  villagers 
vith  lenders  for  small  loans  or  linking  them  with  health- 
rare  providers.  Enter  Acumen,  which  made  a  $1  million 
equity  investment  in  2006.  In  2007,  Acumen  will  lend 
|ji  additional  $600,000  for  new  kiosks.  Drishtee  is  now 
■pening  four  daily  and  will  expand  to  10,000  in  two  years. 

Novogratz  combines  a  business  pedigree  with  experience 
a  philanthropy.  The  oldest  of  seven  children  in  a  close- 
■nit  family,  she  worked  her  way  through  the  University  of 
Irginia  and  then  took  a  job  with  Chase  Manhattan  Bank, 
n  her  mid-20s,  she  left  Chase  to  go  to  Rwanda,  where  she 
l/orked  with  local  women  to  start  a  bakery.  (Returning  later 
fter  the  1994  massacres  there,  she  found  only  a  patch  of 
ireen  paint  where  the  bakery  had  once  stood.) 

Back  home,  Novogratz  earned  an  MBA  from  Stanford 
fniversity  in  1991  and  then  landed  at  the  Rockefeller  Foun- 

ation.  There  she  launched  the  Philanthropy  Workshop, 


a  program  to  teach  the  wealty  how  to  put  their  charitable 
dollars  to  good  use.  In  the  mid-1990s,  she  spent  two  years 
distributing  more  than  $100  million  in  New  York  City  on 
behalf  of  an  anonymous  donor.  It  was  hard  to  find  initiatives 
that  made  a  real  impact.  That  inspired  her  to  start  a  nonprofit 
that  would  use  design  to  shape  new  kinds  of  programs  and 
capital  markets  to  finance  them.  With  seed  money  and  advice 
from  several  prominent  philanthropists  as  well  as  the  Rock- 
efeller Foundation  and  Cisco  Systems,  she  started  Acumen. 

The  fund's  most  crucial  contribution  to  young  companies 
isn't  capital.  If  s  the  staffs  ability  to  see  old  problems  with 
fresh  eyes.  Drishtee  has  used  this  skill  to  great  advantage. 
Last  April,  Novogratz  paid  a  visit  to  the  company's  office 
near  Delhi.  She  sat  down  and  asked  Mishra  :  "Where  do 
you  need  help?"  "It's  the  women,"  he  replied.  "They  make 
better  kiosk  owners  because  they  open  earlier  and  stay  open 
longer."  But  many  banks  in  India  don't  lend  to  women. 

On  returning  to  the  U.S.,  Novogratz  made  a  call  to  the 
Nike  Foundation  to  talk  to  director  Maria  Eitel.  Acumen 
immediately  received  a  $250,000  grant.  It  gave  $50,000 
to  Drishtee  to  train  village  women  in  basic  business  skills, 
and  is  negotiating  with  an  Indian  bank  to  use  the  remaining 
$200,000  as  a  one-to-five  guarantee  toward  $1  million  in 
loans.  "We  said:  'Look,  we'll  take  the  first  20%  of  your  risk, 
because  we  want  to  prove  to  you  over  the  next  three  years 
that  women  are  indeed  bankable  income,' "  says  Novogratz. 

That's  an  example  of  the  inventive  way  Novogratz  puts 
the  fund's  money  to  work.  It's  smart  design.  IN 


It  is  what  makes  bullet-resistant  vests  and  saving 
police  officers  possible.  It  is  chemistry. 


indepth 
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Symbol  Technologies  was  a  nifty  little  high-tech  company.  It  created  the  very 
first  bar  code  scanner  in  1980  and  kept  pace  with  the  rapid  growth  of  its 
customers— FedEx,  Wal-Mart,  Home  Depot,  and  the  U.S.  Postal  Service.  At 
each  step  of  the  way,  the  Holtsville  (N.Y.)  company  was  there  with  a  steady 
series  of  original  products  to  track  its  customers'  growing  flow  of  goods 
around  the  world:  portable  scanners,  handheld  computers,  voice  technology, 
and  radio  frequency  identification  (RFID).  For  two  decades,  Symbol  was  a 
paragon  of  innovation.  Its  creative  engineers  consistently  developed  new 
tools  for  an  important  client  base. 

Then  it  all  came  to  an  end.  The  Symbol  story  is  a  complex  tale  of 
corruption  and  mismanagement,  rescue  and  recovery.  It  involves  an  ex-CEO 
who  is  on  the  lam  in  Europe,  a  former  Cisco  Systems  executive  brought  in 
to  patch  the  company  back  together  with  Six  Sigma  glue,  and  a  Wall  Street 
guy  who  tried  to  inject  risk  back  into  a  culture  that  had  leached  it  out. 
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Most  of  all,  the  Symbol  story  is  about  the 
fragility  of  innovation  and  how  easily  it  can 
be  lost,  even  with  the  best  of  intentions.  And 
it  shows  how  herculean  efforts  to  revive  a 
company  can  pay  off.  On  Jan.  9,  Motorola 
completed  a  $3.9  billion  purchase  of  Symbol, 
its  second-largest  acquisition  ever.  Last 
September  when  the  deal  was  announced, 
Motorola  Chairman  and  Chief  Executive  Ed 
Zander  extolled  Symbol's  strong  product, 
patent  base,  and  creative  engineers.  He  said 
he  plans  to  leave  the  research  and  develop- 
ment department  mostly  intact  as  a  Motorola 
division.  And  he  insisted  that  Symbol's  top  15 
executives,  including  CEO  Salvatore  Iannuzzi, 
stay  on  for  at  least  two  years.  The  electronics 
giant  will  likely  pour  resources  into  Symbol 
innovations.  Combining  the  smaller  compa- 
ny's RFID  technology  with  Motorola's  wire- 
less capabilities  holds  promise.  As  Motorola 
Chief  Technology  Officer  Padmasree  Warrior 
put  it,  Symbol  has  a  culture  that  encourages 
"intrapreneurial  innovation  and  early-stage 
business  development." 

This  is  how  Symbol  lost  its  mojo— and  how 
it's  trying  to  get  it  back. 

SCANDAL  In  May,  2001,  the  Securities  & 
Exchange  Commission  began  investigating 
Symbol  after  receiving  an  anonymous  letter 
alleging  that  some  insiders  were  inflating 
sales.  Top  executives  at  the  Long  Island 
company  eventually  admitted  to  overstating 
revenue  by  $234  million  and  net  income 
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by  $325  million  from  1998  to  2004.  By 
the  investigation's  close  in  2004,  most  of 
Symbol's  top  managers  were  ousted,  eight 
were  indicted  on  various  charges,  and 
the  company  had  to  pay  a  $138  million 
settlement.  The  face  of  former  CEO  Tomo 
Razmilovic  still  adorns  wanted  posters; 
according  to  Newsday,  he  lives  in  exile  in  a 
seaside  chalet  in  Bussevik,  Sweden,  having^ 
fled  the  country  in  2002. 

The  scandal  devastated  Symbol.  But  in  itst 
efforts  to  restrain  the  freewheeling  culture 
that  led  to  creative  accounting,  the  compan;  . 
severely  tamped  down  the  inventive  spirit 
that  drove  creative  ideas.  To  return  order, 
its  directors  hired  William  Nuti  away  from 
Cisco,  where  he  was  a  senior  vice-president 
Nuti  was  named  CEO  in  December,  2003,  th 
fourth  in  four  years  to  occupy  the  top  job  at 
Symbol's  sprawling,  three-story  headquar 
ters.  Nuti  moved  fast  to  bring  order,  disci- 
pline, and  profitability  to  the  workforce  of 
5,600  and  to  restore  investor  confidence.  Hi 
replaced  15  of  Symbol's  top  16  executives- 
many  of  the  recruits  were  trained  in  Six 
Sigma  management  methods  and  came  froi 
Cisco.  He  reined  in  headquarters  and  the 
four  other  corporate  offices  around  the  glo 
with  stringent  reporting  requirements,  con 
stant  meetings,  and  rigorous  personal  over- 
sight. And  he  layered  onto  the  once-entrepi 
neurial  organization  a  powerful  manageme  * 
system  that  emphasized  predictability,  reli- 
ability, and  measurement. 
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Under  Nuti,  innovation  became  a  much 
ore  controlled  process.  The  R&D  team 
ved  by  the  Three  On's— on  spec,  on  time, 
id  on  budget.  He  built  a  best-in-class 
oduct  lifecycle  management  (PLM)  system 
make  product  development  as  efficient 
possible.  He  pushed  scientists,  engi- 
:ers,  and  designers  to  focus  on  the  product 
reaks  that  had  a  good  chance  for  success 
id  an  immediate  impact  on  quarterly 
lancial  results.  "We  needed  incremental 
novation"  to  drive  higher  margins,  said 
jti,  who  describes  the  system  he  inherited 
wasteful  and  unfocused.  "We  needed  a 
ore  disciplined  approach  in  deciding  how 
I  were  going  to  spend  our  money  on  true 
iD  vs.  product  improvements." 
Symbol's  new  metric  systems  were  designed 
foster  short-term  profitability.  That  may 
]  ve  been  what  was  required,  but  there  was 
j  )rice  to  pay.  The  metrics  were  excellent  for 
I  llecting  and  analyzing  data  around  exist- 
h  markets,  but  emerging  markets  provide 
I  de  guarantee  of  a  potential  return  on  invest- 
i;nt.  In  its  push  to  meet  short-term  financial 
1  gets,  the  company  cut  back  investments  in 
j(  kier,  longer-term  projects.  By  2005,  Symbol 
}d  few  new  ideas  left  in  its  pipeline.  "It  was 
iiarly  empty,"  said  Alistair  Hamilton,  vice- 
j  ssident  for  innovation  and  design.  In  the 
jme  of  efficiency,  Nuti  had  cut  investment 
i  R&D  as  a  percentage  of  total  revenue  from 
|4%  in  2003  to  8.8%  in  2005.  At  the  same 
1  le,  general  and  administrative  expenses  had 
ten  to  30.5%  from  28.4%. 
At  first,  the  new  CEO's  efforts  paid  off.  By 
tr:  end  of  the  fourth  quarter  of  2004,  quarterly 
finings  had  jumped  to  $28.5  million  from 
R5.2  million  in  2003.  But  the  Six  Sigma  effort 
tdghten  efficiencies  ran  out  of  steam.  Symbol's 
£  ck  fell  40%  between  February  and  August, 
£  35,  as  investors  lost  patience.  Jim  Cramer 
wuted  on  TV:  "I  feel  let  down.  Your  stock 
iit  10.  Tell  me  why  I  shouldn't  jump  out  the 
v  idow  because  of  what's  going  on  with  Symbol 
1-h?"  In  August,  2005,  after  a  dismal  quarter 
i  which  the  company  lost  $30.5  million,  Nuti 
l(  to  take  the  top  position  at  NCR. 

Symbol's  eight  directors  replaced  him  with 
I  muzzi,  a  fellow  board  member  with  30 
Jftirs  of  experience  on  Wall  Street  at  KPMG, 
Ear  Stearns,  Bankers  Trust,  and  CIBC.  With 
aackground  in  auditing,  regulation,  and 
aninistration,  Iannuzzi  could  help  Symbol 


continue  to  bounce  back  from  the  legacy  of  its 
scandals,  but  he  also  had  a  high  tolerance  for 
risk.  And  he  understood  the  company's  DNA. 
"Our  customers  don't  just  look  for  products 
from  us,"  he  said.  "They  look  for  new  ideas  to 
make  their  business  more  profitable.  If  I  don't 
encourage  innovation,  I'm  cheating  not  only 
our  customers  but  our  investors." 

Just  days  after  Iannuzzi  moved  into 
the  corner  office,  Motorola  CEO  Zander 
approached  Symbol  to  begin  conversations. 
The  smaller  company's  wireless  business 
offered  the  electronics  giant  a  missing  piece. 
But  even  as  the  two  negotiated,  Iannuzzi 
needed  to  shape  up  Symbol.  He  quickly  moved 
to  restore  the  R&D  budget  while  slashing  the 
overall  budget,  cutting  532  jobs,  or  10%  of 
the  workforce,  to  wrestle  costs  under  control 
(before  he  left,  Nuti  had  begun  the  cutbacks). 
Iannuzzi  then  convened  a  council  of  a  dozen 
Symbol  "priests."  These  were  people  who 
understood  the  culture  and  the  need  for  new 
ideas  and  opportunities— senior  managers, 
longtime  employees,  prodigious  producers  of 
its  most  promising  patents. 

The  27-year-old  high-tech  company  needed 
to  restock  its  innovation  pipeline.  The  priests 
divided  the  pipeline  into  three  categories.  The 
first  is  low-risk  and  focuses  on  incremental 
changes  that  make  existing  products  better. 
Think  economically  weighted  handles  for 
scanners.  The  second  embraces  risky  ideas 
that  have  a  decent  chance  of  being  realized. 
These  new  concepts  don't  have  a  market  yet, 
but  they  could  within  two  to  five  years.  What 
if  a  new  technology  allowed  scanners  to  play 
videos  for  customers?  The  riskiest  category 
involves  possible  breakthroughs  so  radical 
they  could  disrupt  existing  Symbol  businesses. 
These  ideas  are  so  off  the  map  that  internal 
divisions  might  not  see  them  coming.  Even 
if  they  did,  chances  are  they  would  not  invest 
in  threats  to  their  current  work.  Nuti  had 
focused  on  low-risk  changes  that  could  trans- 
late into  short-term  profits.  Symbol  needed  to 
manage  a  higher-risk  pipeline. 

In  October,  2005,  Iannuzzi  appointed  two 
innovation  champions:  Vice-President  Hamilton 
and  Chief  Technology  Officer  Ray  Martino.  Both 
were  seasoned  Symbol  managers.  Hamilton  had 
put  in  nine  years,  Martino  more  than  20.  Hamil- 
ton looked  the  part  of  the  classic  designer,  sport- 
ing black  suede  tennies,  a  sports  jacket,  and 
a  mischievous  smile.  Martino  had  the  mono- 
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chrome  shirt  and  pensive,  focused  stare  of  an 
engineer.  Together,  they  embody  innova- 
tion's most  critical  element,  balance.  "It's 
all  about  the  yin  and  the  yang,"  explained 
Martino  with  a  slight  chuckle,  shifting  his 
weight  as  he  sat  in  a  white  Eames  chair  in 
Symbol's  design  lab. 

The  two  are  product  design  masters.  But 
their  challenge  was  to  design  a  stronger  inno- 
vation pipeline.  They  needed  to  develop  a  dis- 
ciplined procedure  for  spurring  big-impact 
ideas.  This  meant  aligning  their  colleagues, 
managers,  and  those  they  managed  behind  a 
new  push  for  innovation.  As  with  any  iterative 
process,  they  made  some  key  findings. 

COMMUNICATION  IS  CRITICAL  Martino  and 
Hamilton  spent  weeks  toting  their  Power- 
Point display  from  conference  room  to  office 
to  the  high-backed  booths  of  nearby  res- 
taurants, sitting  down  with  more  than  100 
vice-presidents  and  senior  managers.  They 
explained  that  Symbol  had  become  well- 
run— perhaps  too  well-run.  Under  Nuti,  the 
company  was  encouraged  to  develop  prod- 
ucts with  the  best  potential  return  on  invest- 
ment, but  how  do  you  measure  ROI  for  prod- 
ucts your  customers  haven't  even  imagined? 
Symbol,  they  argued,  needed  to  focus  as 
much  on  developing  future  opportunities  as 
on  executing  successes. 

Hamilton  and  Martino  also  set  benchmarks 
for  Symbol  against  other  innovation-oriented 
companies  such  as  Procter  &  Gamble  and 
Apple.  They  looked  at  how  venture  capital  firms 
managed  their  risk  portfolios.  And  the  two 
studied  IBM's  emerging-business  opportunities 
strategy.  That  is  an  independent  unit  where  Big 
Blue  identifies  and  finances  high-risk  ideas  with 
the  potential  to  grow  into  billion- dollar  busi- 
ness opportunities  within  five  to  seven  years. 

LEADERSHIP  MATTERS  On  a  crisp  morning 
in  February,  2006,  Iannuzzi  addressed  the 
Symbol  directors  from  the  center  of  the  board- 
room's C-shaped  cedar  table.  He  explained 
how  critical  innovation  was  to  the  compa- 
ny's future,  as  Hamilton  remembers  it,  and 
then  passed  the  microphone  to  Hamilton  and 
Martino.  They  argued  Symbol  should  invest 
significantly  more  in  higher-risk  undertak- 
ings. They  wanted  to  begin  with  a  commit- 
ment to  spend  no  less  than  6%  of  overall  rev- 
enues. The  board  gave  its  approval. 


MANAGEMENT  MUST  BE  BALANCED  Hamilton 
and  Martino  focused  on  balancing  risk-takir 
between  centralized  corporate  and  decentral 
ized  division  management.  "We  wanted  divi 
sions  in  the  company  to  control  their  own 
destiny,"  said  Hamilton.  "But  left  alone,  the} 
will  silo  themselves  and  solve  their  own  prol 
lems."  So  in  each  division  they  named  an 
advanced-development  leader,  or  AD,  who 
would  push  people  to  take  more  risk  in  incu 
bating  ideas  and  meet  quarterly  to  monitor 
investment  spending  levels. 

To  finance  the  riskiest  ideas  that  couldn't 
be  developed  within  the  business  divisions 
the  two  borrowed  from  IBM  and  set  up  a  sep 
rate  venture  capital  process.  Symbol's  Emerj 
ing  Business  Office  (EBO)  operates  like  the 
VCs  on  Sand  Hill  Road  in  Palo  Alto,  Calif.  It 
is  managed  directly  by  Hamilton  and  Martir 
and  has  its  own  tracking  system  that  will 
ruthlessly  kill  ideas  that  can't  work.  The  EB( 
plans  to  spin  off  new  businesses  or  integrate 
them  into  existing  divisions.  "We  want  to  ev 
encourage  people  to  cannibalize  the  busi- 
ness," Martino  said.  "Because  if  we  don't  dc 
it,  our  competition  will." 

IDEAS  ARE  THE  EASY  PART  Hamilton  and 
Martino  experimented  with  the  new  innova 
tion  process  in  the  100-person  division  that 
handles  traditional  scanners.  There  was  no  i 
shortage  of  new  ideas,  they  found  right  off, 
but  most  weren't  usable.  Some  suggestions 
turned  up  in  the  form  of  paragraph-long 
sketches.  Others  had  already  become  length 
business  plans.  Most  were  still  half-baked. 
"What  we  found  out  was  that  these  new  ide 
required  a  lot  of  contact  and  advocacy  from 
other  people  to  work,"  said  Hamilton. 

AD  leaders  were  told  to  connect  people  w. 
fresh  ideas  to  others  across  disciplines  who 
could  act  on  them.  The  pair  also  refined  the 
electronic  suggestion  box  to  focus  the  infor 
mation  they  were  getting  from  colleagues  tc 
better  evaluate  an  idea. 


MAKE  RULES,  BREAK  RULES  Last  fall,  the  two 
began  to  test  the  program  in  other  divi- 
sions. It  proved  much  slower  going  than  t) 
had  hoped.  Originally,  they  organized  thei 
emerging  pipeline  according  to  a  tight  qui 
terly  timeline  in  which  ideas  were  submitl 
during  month  one,  reviewed  during  montl 
two,  and  evaluated  during  month  three. 
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You  should  be  here.  Chicago  GSB  is  more  than 
a  business  school.  We're  a  business  force.  We 
don't  rehash  business's  greatest  hits.  We  show 
you  how  market  realities  and  truths  electrify 
organizations  and  people.  So  when  those  tough 
calls  come  along,  the  decisions  you  make  aren't 
just  smart.  They're  brilliant. 


Triumph  in  your  moment  of  truth. 


E  UNIVERSITY  OF  CHICAGO  GRADUATE  SCHOOL  OF  BUSINESS    CHICAGO  LONDON  SINGAPORE    CHICAGOGSB.EDU 


BALANCING  YOUR  RISK  PORTFOLIO 
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"Halfway  through  our  beta  [test]  we  real- 
ized, no,  it's  not  a  quantified  process,"  said 
Hamilton.  They  stopped. 

A  year  and  a  half  into  their  initiative, 
Symbol's  once-empty  pipeline  is  beginning 
to  fill.  Hamilton  and  Martino  report  hun- 
dreds of  ideas  are  being  generated.  As  many 
as  90%  have  been  killed,  but  the  remain- 
der—several dozen  in  the  medium-risk  cat- 
egory and  two  considered  the  highest  risk- 
have  moved  along  to  an  exploration  phase 
where  designers  and  engineers  are  ham- 
mering out  prototypes  and  business  models. 
And  on  the  first  floor  of  a  building  in  Sym- 
bol's office  park,  the  white  board  in  Ham- 
ilton's office  is  covered  with  the  chicken- 
scratch  sketches  made  by  employees  who've 
heard  what  he's  up  to  and  poked  in  their 
heads  with  a  quick,  "Hey,  do  you  have  a 
minute?  Because  I  have  an  idea..." 

It's  too  early  to  say  whether  Symbol  will 
now  begin  to  deliver  the  products  that  will 
maintain  its  lead  in  shaping  the  future  of  the 


industry.  New  proposals  are  at  least  three  ye;t 
away  from  reaching  customers.  But  early  ind 
cators  are  hopeful.  The  company  was  back 
in  the  black  by  the  second  quarter  of  2006, 
announcing  $27.5  million  in  profits  on  $453. 
million  in  sales  just  before  the  Motorola  acqt 
sition  was  announced.  And  this  January,  as 
Hamilton  and  Martino  ordered  fresh  busine:t 
cards  emblazoned  with  the  twin-peaked  "M' 
of  their  new  corporate  logo,  they  continued  f 
expand  their  efforts  to  new  divisions. 

The  current  chapter  of  Symbol's  saga  is' 
bright  one.  In  its  drive  for  innovation,  thei 
company  has  struck  a  promising  balance 
between  rigor  and  risk.  So  far,  the  seasone  j 
survivor  and  Motorola  appear  to  be  in  cul 
tural  synch.  "Symbol's  sustained  innova- 
tion history  and  breakthrough  processes 
are  strikingly  aligned  with  Motorola's," 
says  Chief  Technology  Officer  Warrior.  Wi  j 
Motorola's  money  and  backing,  Iannuzzi 
says  he  can  now  turn  more  of  those  drawi 
board  projects  into  products,  in 


Who  puts  more  fuel 
efficiency  on  the  road  and 
fewer  pollutants  in  the  sky? 
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SIEMENSVDO 


Innovations  from  Siemens  can  be  found  everywhere.  Including  the  open  road. 
Siemens  is  dedicated  to  providing  highly  efficient  and  cost-effective  solutions  for 
the  development  of  alternative  fuel  technologies  and  design  of  hybrid  vehicles. 
And  our  innovations  are  designed  to  minimize  their  impact  on  the  environment. 
At  Siemens,  we're  driving  the  industry  toward  a  brighter,  safer  tomorrow. 

automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com 
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inprogress 


Christopher  Palmeri 


Case  Study:  GE 

Students  dream  of  user-friendly  health  care  for  Africans 


1  The  Akuaba  radio 
bracelet  would  allow 
instant  communication 
among  patient, 
midwife,  and  clinics 

2  A  field  microscope 
would  analyze  water 
for  parasites,  and  shoot 
out  a  red  flag  that 
doubles  as  a  larva  trap 

3  A  fetal  ultrasound 
belt  with  built-in 
sensors  would  reduce 
the  training  required 
for  technicians 

4  A  flower-like 
dispenser  would  allow 
villagers  to  chose  a  dye 
for  insect  repellent  in 
their  mosquito  netting 

5  A  noninvasive 
scanner  would  detect 
malaria  by  looking 
through  the  skin  of  a 
patient's  hand 


THE  PROBLEM 

GE  Healthcare  sells  $15  billion  a  year  worth 
of  big  X-ray  machines,  CAT  scans,  and  ultra- 
sound testing  equipment.  The  health-care 
division  of  General  Electric  usually  differenti- 
ates its  products  by  getting  better  and  faster 
readings  from  its  instruments— "feeds  and 
speeds,"  as  Lou  Lenzi,  the  general  manager  of 
global  design  at  GE  Healthcare,  puts  it. 

But  to  compete  today,  GE  needs  to  focus 
on  the  human  side  of  the  equation,  from 
ergonomics  to  emotions.  And  it  needs  to 
do  that  for  cultures  all  around  the  world. 
For  insight  and  inspiration,  GE  Healthcare 
recently  turned  to  the  undergraduate  stu- 
dents of  the  Art  Center  College  of  Design 
in  Pasadena,  Calif.,  one  of  the  world's  top 
design  schools.  Consumer-product  com- 
panies have  long  sponsored  classes  at  Art 
Center,  but  this  marked  the  first  time 
GE  Healthcare  turned  to  students  for  ideas. 

THE  RESEARCH 

Art  Center  fielded  three  teams  of  eight  stu- 
dents. GE  Healthcare  asked  them  to  address 
the  challenge  of  expanding  health  care  into 
rural  Africa  in  2016.  The  teams  were  com- 
posed of  students  majoring  in  design,  trans- 
portation, and  the  environment.  All  spent  the 
fall  semester  on  the  project,  and  on  Dec.  7,  Art 
Center's  "Super  Thursday,"  they  joined  other 
students  sponsored  by  BMW,  Honda,  and 
Nestle  to  present  their  designs. 

THE  PROTOTYPES 

An  ultrasound  device  would  wrap  like  a 
blanket  around  a  woman's  belly.  The  design 
would  reduce  the  training  required  for  techni- 
cians. Current  machines  depend  on  a  skilled 


technician  to  guide  a  probe  over  the  abdome 
The  multiple  imaging  sensors  woven  into  th 
blanket  mean  it  would  simply  have  to  be  cor- 
rectly placed,  a  big  advantage  in  countries 
where  technicians  are  in  short  supply. 

A  noninvasive  malaria  scanner  would 
detect  disease  by  looking  through  the  skin  o:> 
a  patient's  hand.  Malaria  is  currently  diag- 
nosed with  a  needle  prick  and  a  blood  test. 
That  scares  some  patients  away  and  can 
delay  treatment  until  results  come  back  fron 
labs.  The  scanner  would  be  painted  in  earth; 
African  colors. 

Personalized  mosquito  netting  would  be 
dyed  with  colored  insect  repellent.  Rates  of  l'| 
malaria  can  drop  as  much  as  80%  in  village; 
that  use  bed  nets.  Allowing  people  to  person 
alize  them  might  increase  their  willingness  v 
use  the  nets. 

A  radio  bracelet  would  alert  a  midwife  wh 
a  pregnant  patient  is  in  trouble.  Modeled 
on  West  African  jewelry  and  decorated  with 
indentations  that  resemble  ritual  scarificatit 
it  would  be  called  Akuaba,  a  word  associate! 
with  fertility  in  West  Africa. 

A  dirigible  would  transport  mothers-to-bd 
with  complications  from  remote  regions  to 
an  acute-care  hospital.  The  idea  won  praise 
for  addressing  a  major  problem  in  developii 
countries,  the  lack  of  infrastructure. 

Companies  typically  pay  $100,000  to 
sponsor  a  semester-long  Art  Center  course. 
For  its  money,  GE  got  a  fresh  perspective. 
Many  of  the  projects  stretched  the  imagina 
tion— floating  clinics  powered  by  river  cur 
rents,  probes  that  test  for  parasites  in  wate: 
and  shoot  out  red  warning  flags.  That  was  t 
point.  The  students  encouraged  GE  Health- 
care to  reconsider  the  possibilities. 
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indesign 


Steve  Hamm 


Meet  Sugar,  the  face  of  the  $100  laptop 
and  a  quantum  leap  in  design 


The  $100  laptop  that's  being 
created  for  school  children  in 
developing  nations  is  known 
for  its  bright  green-and-white 
plastic  shell  and  its  novel  hand 
crank  for  generating  power.  What 
has  not  received  much  attention  is 
the  graphical  user  interface,  called 
Sugar.  It's  the  machine's  face  to  the 
children  who  will  own  it— and  it  is 
revolutionary. 
Sugar  represents  the  first  complete 


rethinking  of  the  PC  user  interface 
in  more  than  30  years.  Ever  since  the 
Apple  Macintosh  was  launched  in 
1984,  PCs  have  been  designed  with 
the  office  desktop  as  the  visual  met- 
aphor. Sugar  tosses  out  all  of  that. 
Instead,  it  puts  an  icon  represent- 
ing the  individual  at  the  center  of  the 
screen,  then  "zooms"  out  like  a  tele- 
photo  lens  first  to  show  the  user  in 
relation  to  friends  and  then  to  all  of 
the  people  in  the  village  who  are  con- 


nected via  a  Wi-Fi  network.  "We're 
actually  building  something  that's 
right  for  the  audience,"  says  Chris 
Blizzard,  the  project  leader  for  Sug 
at  the  nonprofit  One  Laptop  per  Cr 
(OLPC)  in  Cambridge,  Mass.  "We 
don't  just  take  what's  already  there  ' 
and  say  it's  good  enough." 

Nearly  a  dozen  countries,  includxt 
Brazil  and  Thailand,  have  committ 
to  using  the  PC,  now  officially  calk! 
XO.  About  2,500  test  models  cur- 
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The  World  Innovation  Forum  will  provide  you  with  the  tools  you  need 
for  a  greater  return  on  your  innovation  initiatives.  The  latest  thought 
leadership  on  the  topic  of  innovation  from  Harvard,  INSEAD,  and  MIT. 
The  most  influential  writers,  inventors,  and  futurists.  Innovation 
heavyweights  from  Google.  Cirque  du  Soleil,  Microsoft,  and  Whirlpool. 


World  Innovation  Forum  &  you 

West  Coast,  April  17-18,  Orange  County,  CA  East  Coast,  June  5-6,  New  York  City 

To  register  or  to  find  out  more,  visit  www.hsm-us.com/wif  or  call  866  711  4476. 
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itly  are  being  shipped  so  teachers 
d  children  can  try  them  out.  (Some 
tsiders  fault  the  OLPC  group  for 
t  getting  their  formal  input  earlier.) 
e  final  version  is  supposed  to  be 
idy  by  August. 

sugar  has  a  look  and  feel  all  its 
n.  When  you  start  up  the  machine, 
a  see  the  image  of  the  so-called 
i  Man,  an  O  on  top  of  an  X,  in  the 
ddle  of  a  circle.  Around  the  edges 
the  display,  there's  a  dark  frame 
ere  icons  are  placed  that  represent 
|  activities  that  can  be  performed 
ng  the  PC  and  its  three  different 
>des:  home,  friends,  and  neighbor- 
ad.  The  activities  include  e-mail,  a 
lple  word  processor,  a  photography 
>gram  (XO  has  a  built-in  camera), 
/eb  browser,  instant  messenging, 
I  an  electronic  book  reader. 
Vhen  children  are  operating  in 
ne  mode  they  see  the  XO  Man, 
1  when  they  click  on  an  icon  on 

frame  to  launch  an  activity,  the 
livity  takes  up  the  whole  screen.  In 

friends  mode,  they  see  XO  Man 


icons  representing  their  friends, 
each  identified  by  nickname. 
Next  to  the  friends  are  icons 
depicting  the  activities  in  which 
they're  engaged.  If  several  friends  are 
working  on  an  activity  together  on 
their  laptops,  such  as  a  school  report, 
they  are  pictured  clustered  around  the 
icon  for  that  activity.  Kids  can  ask  to 
be  invited  into  a  group  activity  or  can 
start  one  of  their  own.  The  neighbor- 
hood mode  is  a  broader  view  of  all  of 
the  individuals  and  clusters  of  friends 
on  the  network. 

Sugar  is  designed  to  encourage 
students  to  explore  how  it  works  and 
to  make  improvements.  If  one  of  the 
students  is  playing  a  game,  he  or  she 
can  actually  look  at  the  software  code 


Aimed  at  school- 
children, XO  scraps  an 
office  setup  in  favor  of 
more  personal  icons 


for  the  game  and 
modify  it— perhaps 
changing  the  colors 
on  the  screen. 

The  software  offers 
a  simple  technique 
for  moving  things 
from  one  application 
to  another.  A  student 
can  pluck  a  photo  off 
a  Web  site  and  drag 
it  to  the  left  side  of 
the  frame.  Then,  after  she  launches 
another  activity,  such  as  the  word 
processor,  she  can  click  on  the  icon 
for  the  photo  and  drag  it  onto  the 
activity  screen. 

Sugar  is  open  source,  built  on  top 
of  Red  Hat  Linux.  Any  programmer 
can  look  at  the  core  software  code 
on  the  OLPC  Web  site  (http://www. 
laptop.org)  and  suggest  how  to  make 
it  better.  While  Sugar's  impact  will 
first  be  felt  in  rural  villages  in  Asia 
and  Africa,  the  new  interface  may 
spark  new  thinking  about  designing 
for  the  networked  world. 
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There  is  nothing  wrong  with  their  voices.  Some 
are  booming.  Some  are  animated.  Some  are 
downright  mellifluous.  But  all  the  same,  professors 
at  the  University  of  Virginia's  Darden  School  of 
Business  would  rather  hear  students  speak. 

To  develop  great  communicators  and  leaders  we 
ask  students  to,  quite  simply,  communicate  and  lead. 


That's  why  Darden  professors  spend  the  least 
amount  of  time  lecturing  of  any  of  the  top 
MBA  programs.  We  believe  this  is  one  reason 
the  Princeton  Review  ranked  our  professors  the 
#2  teaching  faculty  in  the  nation.  Now  that's 
something  worth  listening  to  when  considering 
business  schools,  www.darden.virginia.edu 


Are  you  Darden  material? 
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inbacklash 


Reena  Jana 


A  chorus  of  voices  is  calling  for  an  end  to  the  hype— 
and  a  focus  on  what  really  drives  profitable  innovation 


In  one  30-second  TV  spot  last  year,  former  Ford  Motor 
Chairman  and  Chief  Executive  Bill  Ford  used  the  word 
"innovation"  nearly  once  every  eight  seconds.  "If  you 
look  at  the  Ford  Motor  Co.,  innovation  has  driven  every- 
thing we've  done,"  he  began.  The  repetitions  felt  like  a 
mantra  by  the  time  Ford  concluded:  "Innovation  will  be 
the  compass  that  guides  this  company  going  forward." 

That  campaign  has  by  now  been  abandoned— perhaps 
because  by  the  end  of  2006,  Ford  was  awash  in  red  ink. 
Only  a  year  after  it  heralded  innovation  as  a  core  value 
with  the  launch  of  those  ads,  the  auto  giant  posted  an 
unprecedented  loss  of  $12.7  billion,  surpassing  its  previous 
record  loss  of  $7.39  billion  set  in  1992.  The  ill-timed  TV 
spot  illustrates  how  companies  are  flying  the  innovation 
banner,  hoping  if  they  simply  shout  the  magic  word  loudly 
enough,  consumers  will  buy  their  products.  Ford's  experi- 
ence shows  that  people  want  the  real  thing. 

A  backlash  against  "innovation"  (and  "design")  is 
now  under  way.  The  constant  incantation  of  the  I-word 
in  advertising,  marketing,  and  conferences  threatens  to 
undermine  a  key  business  movement.  Yet  it  is  important 
to  distinguish  real  innovation  from  the  fad.  Kevin  McCul- 
lagh,  author  of  a  provocative  essay,  "Beware  the  Backlash: 
A  rising  tide  of  disaffection  towards  design,"  that  appears 
on  the  Web  site  Core77,  says  of  innovation,  "The  term  has 
been  overused  and  abused  of  much  of  its  meaning,  with 
every  lame  brand-tweak  and  extension  being  hailed  as  an 
'innovation.' "  Yet  McCullagh,  director  of  London-based 
consulting  firm  Plan,  adds:  "I  don't  think  there  is  much 
evidence  of  consumers  getting  tired  of  innovation.  Look  at 
the  widespread  hunger  for  a  better  cell-phone  experience 
that  the  iPhone  is  tapping  into." 

A  wave  of  other  articles,  books,  and  studies  from 
major  consulting  firms,  business  school  professors,  and 
design  experts  have  appeared.  They  aim  to  get  beyond 
the  craze. 

The  flaws  in  the  innovation  mantra  recently  were 
exposed  when  Ford  topped  the  list  of  a  leading  survey, 
Smart  Spenders:  The  Global  Innovation  1,000.  At  the 


same  time,  this  latest  Booz  Allen  Hamilton  report  on 
research  and  development  spending  concluded  that 
throwing  billions  of  dollars  at  R&D  to  produce  more 
patents  doesn't  always  translate  into  innovations  that 
help  a  company's  bottom  line.  iPod  creator  Apple,  for 
instance,  has  one  of  the  lowest  ratios  of  R&D  spendini 
to  revenues. 

In  "Innovation:  The  Classic  Traps,"  published  in  the 
Harvard  Business  Review,  professor  Rosabeth  Moss  Kanti 
of  the  Harvard  Business  School  says  the  most  common 
mistake  companies  make  is  to  apply  traditional  corporal 
processes  to  new  projects.  Truly  innovative  pursuits  are* 
hard  to  forecast  or  measure  in  traditional  ways.  A  compf 
can't  measure  the  success  of  a  cutting-edge  product  ush 
the  metrics  it  applies  to  its  existing  goods. 

Companies  pursuing  innovation  strategies  must  be  flel 
ible,  according  to  Kanter.  "Applying  one-size-fits-all  thiii 
ing  to  new  ideas  is  a  big  mistake,"  she  writes  in  an  e-ma| 
Managers  should  keep  communication  open  between 
people  working  on  traditional  products  and  teams  looki: 
at  new  ideas.  That  "ensures  that  when  it  is  time  to  fold 
the  innovation  into  the  flow  of  the  mainstream  business 
people  understand  it  and  are  ready  for  it." 

In  Payback,  published  by  the  Harvard  Business  Schoc 
Press,  authors  James  Andrew  and  Harold  Sirkin  of  the 
Boston  Consulting  Group  emphasize  the  obvious:  The 
"only  worthwhile  innovation  is  profitable  innovation." 
They  advise  ditching  unprofitable  ideas  early  even  if  th' 
are  brilliant  and  revolutionary— think  Motorola's  Iridiu 
satellite  phone  initiative— and  moving  on.  Sirkin  urges 
executives  to  focus  instead  on  the  return  on  their  innov 
tion  investments  (ROI).  "There's  a  belief  that  innovatio 
is  about  great  ideas,"  he  says.  "But  it's  about  bringing 
great  idea  to  market,  and  maximizing  the  payback  on  tl 
investment  made  in  the  idea." 

The  message  from  all  the  backlash?  Innovative  prod 
ucts,  services,  and  experiences  drive  profits— but  only 
pursued  with  return  on  investment,  rather  than  mark< 
ing,  in  mind. 
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Cables  getting  in  the  way  of  work? 


Power  Bay™  surfaces  slide  open  to 

nanage  cables  and  access  power  and 

ata  plug-ins,  then  close  for  a  cleaner, 

more  productive  work  surface. 


The  storage  trough  has  ample  room 
to  hold  projectors,  speaker  phones 
and  laptops  when  they're  not  in  use. 


Time  for  a  more  efficient  use  of  time,  space,  and  well,  your  coworkers.  The 
durable,  functionally  advanced  family  of  Merge  tables  is  designed  to  overcome  all 
sorts  of  workplace  obstacles.  Start  working  smarter  at  AllsteelOffice.com/mrg1 . 


Allsteel 


Designed  to  work.  Built  to  last. 
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Risk  Reduced. 


Dun  &  Bradstreet  is  the  world's  leading  source  of  business 
information  and  insight  on  the  companies  that  are 
important  to  your  business.  Our  Risk  Management  and 
data  integration  solutions,  powered  by  our  exclusive 
DUNSRight™  Quality  Process,  provide  you  with  the 
certainty  you  need  to  confidently  grow  your  business 
and  contain  costs. 


www.dnb.com 
800.234.3867 


Confident  Risk  Management. 
hat's  O&B®  Sure. 


Decide  with  Confidenc 
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he  government.  On  Feb.  22,  Porter 
ed  Saif  in  Tripoli  to  announce  the 
ich  of  a  Libyan  Economic  Develop- 
lt  Board  designed  to  speed  govern- 
lt  decision-making  and  boost  private 
;rprise.  Saif  also  promised  to  more 
1  double   compensation   for  state 

loyees,  whose  salaries  have  been 
en  at  low  levels  for  years.  (A  typi- 

ngineer,  for  example,  makes  about 
0  a  month.)  And  while  he  wants  to 
nk  the  state  sector  by  some  20%— or 

000  workers— those  who  leave  will 
iven  three  years'  salary,  plus  loans  of 
,000  to  start  businesses.  "We  need 
hange  from  a  state  economy  to  an 

1  economy,"  Saif  told  reporters,  "but 
out  it  being  out  of  control." 

his  balancing  act  is  likely  to  con- 
tinue as  Libyans  wait 
to  see  whether  Qad- 
dafi  is  truly  serious 
about  reform.  "We 
are  getting  more 
comfortable,  but  lots 
of  people  don't  feel 
confident,"  says  one 
mil  Libyan  businessman. 

For  decades,  Qaddafi 
confiscated  business- 
es  and   homes   and 
treated  enemies  with 
brutality.    Fear    still 
lingers  in  the  Trip- 
ir,  and  hotel  rooms  and  restaurant 
s  are  said  to  be  bugged.  Moreover, 
isn't  the  only  Qaddafi  son  with  his 
r's  ear.  Saadi,  a  former  professional 
I  player,  and  Mohtassem,  the  chief 
:elligence,  also  vie  for  influence, 
it  many  business  leaders  believe 
gime  is  finally  listening.  In  2003, 
up  was  allowed  to  form  a  business 
cil,  which  successfully  lobbied  for 
•  interest  rates.  Recently,  council 
tebers  prevented  a  project  to  build 
Bthey  considered  to  be  an  overpriced 
Bmill  that  was  backed  by  Maltese 
Btors.  Instead,  a  cheaper  $15  mil- 
Bibyan-backed  facility  got  the  green 
I  "We  were  kept  out  of  [projects  in] 
Hountry  for  years,  and  we  want  it 
r  says  Abdalla  M.  Fellah,  a  former 
flpil  chief  who  will  invest  in  the  mill, 
■"eign  investors  in  Libya  will  have 
ftkon  with  such  nationalistic  sen- 
Ipts,  so  future  deals  won't  come 
■—just  as  nothing  in  Libya  does, 
■it  he  reward— a  foothold  in  one  of 
■orld's  great  oil  producers— is  well 
■i  it,  many  foreign  executives  be- 
ll As  Mohamed  Zeyani  says:  "Some- 
■  is  happening.  It  may  be  slow,  but 
feippening."  ■ 


CHINA 


RUMBLES  OVER 
LABOR  REFORM 

Beijing's  proposed  worker  protections 
are  giving  multinationals  the  jitters 


BY  DEXTER  ROBERTS 

ONE  REASON  MULTI- 
nationals  love  China 
is  its  malleable  work- 
force. That  looks  set  to 
change  with  the  im- 
pending passage  of  a 
new  labor  contract  law 
that  will  make  it  harder  to  hire  and  fire, 
ultimately  boosting  the  cost  of  doing 
business  in  the  country.  Under  the  law, 
"the  hiring  cost  for  employers  will  rise, 
the  flow  of  labor  will  be  further  restricted, 
and  the  employment 
relationship  will  be 
more  unstable,"  says 
Ma  Jianjun,  chairman 
of  the  Labor  Commit- 
tee of  the  Shanghai 
Bar  Assn. 

The  new  law,  likely 
to  pass  this  spring, 
will  usher  in  a  raft 
of  regulations  similar 
to  those  in  pro-labor 
European  countries. 
Probationary  periods 
for  new  hires  will  be 
shortened  to  as  little 
as  one  month,  while 
the  use  of  short-term 
contracts  will  be  re- 
stricted. And  when 
companies  are  down- 
sizing, they  will  have 
to  base  decisions  not 
on  workers'  abilities  but  on  factors  such 
as  whether  they  have  dependents.  "Dis- 
tressed companies  may  be  forced  to 
lay  off  more  qualified  employees  and 
employees  in  critical  positions  while 
retaining  less  essential  personnel," 
the  American  Chamber  of  Commerce 
warned  in  a  statement  submitted  to 
Chinese  authorities. 

That  comment  is  one  of  more  than 
190,000  the  government  has  received  on 


SAFE  JOB  Regulations  could  make 
it  harder  to  hire  and  fire  employees, 
like  this  textile  worker  in  Beijing 


il 


the  proposed  law— an  unprecedented  level 
of  public  discussion  of  legislation  in  China. 
The  debate  spurred  Beijing  to  tone  down 
some  of  the  measures.  For  instance,  a  sec- 
ond draft,  released  in  December,  no  longer 
requires  management  to  get  China's  of- 
ficial trade  union  to  sign  off  on  important 
staffing  decisions,  though  labor  bosses 
must  still  be  consulted.  "We  have  enough 
investment  at  stake  that  we  can  usually 
get  someone  to  listen  to  us  if  we  are  pas- 
sionate about  an  issue,"  says  Scott  D. 
Slipy,  director  of  human  resources  in  Chi- 
na for  Microsoft  Corp., 
which  worked  with 
the  Chamber  of  Com- 
merce to  make  its  con- 
cerns heard. 

Some  foreign  inves- 
tors support  the  law. 
Those  who  buy  goods 
from  Chinese-owned 
factories  hope  it  will 
cut  down  on  worker 
abuse— and  bad  press. 
And  they're  hoping  that 
turnover  rates,  which 
run  as  high  as  100%  a 
year,  could  come  down 
if  workers  enjoy  stron- 
ger protections.  "We  see 
it  as  a  huge  stabilizing 
force  if  there  is  an  up- 
front contract  enforced 
in  factories,"  says  Auret 
van  Heerden,  CEO  of 
the  Fair  Labor  Assn.,  an  industry  group 
that  represents  the  likes  of  Nike,  Adidas, 
Liz  Claiborne,  and  Eddie  Bauer. 

Many  companies,  meanwhile,  are 
wondering  how  vigilant  Beijing  will 
be.  "The  current  labor  law  already  is 
stronger  than  many  in  the  region,"  says 
William  Anderson,  who  oversees  social 
affairs  in  Asia  for  sportswear  maker 
Adidas  Group.  "But  it  all  comes  down 
to  enforcement."  ■ 
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A  BACKLASH  AGAINST 
PRIVATE  EQUITY 

Grumbling  by  unions  over  post-deal 
job  cuts  has  escalated  into  a  public  outcry 


BY  KERRY  CAPELL 

FOR  TITANS 
the  annual 
Conference 


OF  FINANCE, 
Super  Return 
in  Frankfurt  is 
a  chance  to  hobnob,  broker 
deals,  and  attend  sessions  on 
topics  such  as  "How  big  can 
financing,  funds,  and  fees 
get?"  But  when  legions  of  private  eq- 
uity heavyweights  arrived  at  this  year's 
conclave  on  Feb.  27,  they  faced  union 
protesters  brandishing  placards  saying 
"Conference  of  the  locusts"  and  "Private 
equity  equals  asset  stripping." 

The  small  demonstration  was  just  the 
latest  protest  against  the  growing  clout 
of  private  equity  in  Europe— a  trend 
not  lost  on  the  gathering.  Inside  the 
hall  the  talk  often  turned  to  why  private 
equity's  image  has  gotten  so  tarnished, 
how  big  an  anti-private  equity  backlash 
might  become,  and  what  participants 
could  do  to  restore  a  bit  of  luster  to 
their  corner  of  finance.  "We're  all  try- 
ing to  figure  out  how  to  deal  with  the 
onslaught  of  public  equity,"  Texas  Pacific 
Group  founder  David  Bonderman  told 


the  1,700  delegates  at  the  conference. 

As  the  size  and  number  of  private 
equity  deals  multiply  across  Europe,  op- 
position is  brewing.  Even  in  Britain, 
which  boasts  the  most  active  private 
equity  market  in  Europe,  low-level  grum- 
bling by  trade  unions  over  job  cuts  has 
escalated  into  a  public  outcry.  In  recent 
weeks,  Labour  politicians  and  even  City 
of  London  bigwigs  have  criticized  the 
industry  for  its  lack  of  transparency  and 
the  amount  of  debt  foisted  on  takeover 

targets.  "High  levels  of  

debt  at  a  time  when  inter- 
est rates  are  rising  could 
lead  to  a  financially  de- 
stabilizing environment," 
says  Michael  Hughes, 
chief  investment  officer 
at  Baring  Asset  Manage- 
ment Ltd.  in  London. 

The  controversy  has 
arisen  at  a  time  of  un- 
ease in  Britain  over  re- 
cord numbers  of  corporate 
takeovers,  huge  bonuses 
and  salaries  in  the  finan- 


THE  STAT 


$68.4 

Billion 

Value  of  private 
deals  in  Britain* 
(19%  of  all  takeovers) 

*2006  figures 

Data:  British  Venture  Capital  Assn..  Dealogic 


LONDON  Workers     rial  sector,  and 
organized  by  growing   compen 

union  GMB  tion  gap  between 

outside  3i  city  of  London  t 

GroujDSoffices  the  rest  of  the  co, 
try.  "It's  a  shame  1 1 
an  industry  that  has  contributed  so  mi 
to  the  economy  is  suddenly  seen  as 
lightning  rod  for  everything  that  ails  B 
ish  business,"  says  Patrick  Dunne,  man 
ing  director  at  3i  Group  PLC  in  Londoi 

NO  LONGER  UNDER  THE  RADAR 

THE  TIPPING  POINT  came  on  Feb 
when  a  quartet  of  private  equity  fill 
said  they  were  mulling  a  $22  billion 
for  British  supermarket  chain  J  Sa; 
bury  PLC.  "Until  recently  the  firms  h 
operated  well  below  the  radar  screei 
public  interest,"  Richard  Lambert,  di 
tor-general  of  the  Confederation  of  I 
ish  Industry,  noted  in  a  Feb.  14  speec 
London.  "Now  they  have  reached  a 
where  that  approach  has  to  change." 
The  industry  is  making  moves  to 
out  in  front  of  the  issues— and  to 
one  step  ahead  of  regulators  who  m 
seek  to  rein  it  in.  Notoriously  media 
Damon  M.  Buffini,  managing  partnei 
Permira,  Europe's  largest  private  eq 
firm,  is  speaking  out  about  the  indus 
need  to  become  more  open.  "You  i 
have  to  look  at  the  British  car  industo 
understand  that  if  you  don't  take  act  | 
to  put  a  business  on  a  firm  footing,  th 
can  go  badly  wrong,"  he  said  in  a  ran  j 
dio  interview  with  British  Broadcast 
Corp.  on  Feb.  23.  In  addition  to  agrei 
to  meet  with  union  leaders,  Permira| 
promised  to  reveal  the  names  of  its  id 
tors  and  provide  more  information  a  j 
the  companies  it  owns. 

No  doubt  private  equity  has  plajl 
big  role  in  London's  success  as  a  gltf 
financial  center.  Taking  advantage  j 
strong  economy  and  low  interest  r 
buyout  firms  have  been  able  to  bo>j 
vast  amounts  of  cash,  pay  themst/ 
hefty  dividends,  and  give  their  si  I 
holders    high    retf 
But  with  public  scrj 
at  an  all-time  high 
dustry    executives 
that  all  it  would  ta  | 
one  bad  deal  for  re  | 
tors  to  crack  down. 
Steven     G.     Pucci  I 
head  of  private  equ  I 
Europe  for  buyout 
Investcorp:  "We  ne  i 
do  a  better  job  exj  | 
ing  what  we  do."  I 
-With  Gail  Ednw1 
in  Frai  | 
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No  matter  where  in  the  world  they're  made, 
Hitachi  plasma  TVs  have  one  trait  in  common: 
They're  the  product  of  kaizen,  the  Japanese 
concept  of  continuous  improvement  —  a 
concept  that  guides  the  efforts  of  every 
Hitachi  employee. 

Watch  kaizen  in  action  at  Hitachi's  television 


A  documentary  film  series  about  the  remarkable  stories 
that  unfold  when  real  people  and  Hitachi  technology  come 
together  to  inspire  the  next  great  achievement. 


HITACHI 

Inspire  the  Next 
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TECHIES 
ACROSS 
THE  POND 

Europe's  lively 
startup  culture 
is  attracting 
American  talent 


BY  SPENCER  E.  ANTE 

IN  LATE  2000  A  COUPLE  OF  STU- 
dents  at  Stanford  University's 
Graduate  School  of  Business,  Eric 
H.  Baker  and  Jeff  Fluhr,  came  up 
with  a  nifty  idea  to  create  an  online 
ticket  exchange.  They  launched  the 
company  in  San  Francisco,  and  it 
quickly  took  off.  By  2003,  StubHub  Inc. 
had  turned  its  first  profit  after  selling 
$60  million  worth  of  tickets  to  baseball 
games  and  other  events. 

Soon,  with  StubHub  thriving,  Baker 
was  ready  for  a  second  act,  far  from  Sili- 
con Valley.  In  2005  he  moved  to  London 
to  launch  viagogo,  an  online  ticket  agency 
for  Europe,  bringing  five  Americans  with 
him.  Baker  had  never  lived  abroad  and 
moved  with  some  trepidation.  But  the  en- 
trepreneurial energy  in  supposedly  hide- 
bound Europe  surprised  him.  "If  you  are 
plugged  into  the  right  networks,  it's  very 
reminiscent  of  what's  ^^^ ^ 
going  on  in  Silicon 
Valley,"  he  says.  "More 
and  more  people  are 
going  to  wake  up  to 
the  opportunity. " 

Baker  is  among 
a  growing  cadre  of 
Americans  jump- 
ing across  the  pond 
to  join  a  newly  dy- 
namic startup  culture. 
True,  it's  still  harder 
to  launch  a  company 
in  Europe  than  in  the 
U.S.  But  executives 
and  venture  capital- 


A  EURO  MINIBOOM 

European  tech  investment  by 
venture  capitalists  is  on  the  rise, 
though  still  off  the  dot-com  boom 

BILLIONS  OF  DOLLARS 
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ists  say  the  number  of  Americans  creat- 
ing or  running  companies  in  Europe  is  on 
the  rise.  Says  Neil  Rimer,  general  partner 
of  Index  Ventures,  a  European  venture 
capital  firm:  "We  get  more  U.S.  resumes 
than  European  resumes  in  some  cases." 
Dan  Cohen,  who  headed  the  My  Ya- 
hoo! business  unit,  now  shuttles  between 
Europe  and  the  U.S.  as  CEO  of  Pageflakes 
Ltd.,  a  German  startup  that  two  Germans 
and  a  Bangladeshi  founded  in  2006.  Euro- 
pean managers  are  hiring  Americans,  too. 
Last  July,  Brian  Murphy,  who  helped  build 
photo-sharing  site  Ofoto,  was  persuaded 
^^^mm^^^^^  by  Moo.com  founder 
Richard  Moross  to 
move  to  London  and 
help  launch  an  online 
photo-printing  ser- 
vice as  its  vice-presi- 
dent of  operations. 

Techies  cite  a 
number  of  reasons 
why  Western  Europe 
seems  so  hospitable: 
top  technical  talent 
and  more  financing 
mechanisms  such  as 
angel  investors,  less 
competition  than 
in  America,  and  the 


single  European  mar! 
Venture  funding  of  Et 
pean  tech  companies  r 
16%  last  year,  to  ab 
$2.8  billion.  U.S.  fund 
for  tech  startups  rose  i 
far  slower  rate,  2%,  all ' 
to  a  much  larger  $13.8 
lion  total. 

LEVELED  FIELD 

RECENTLY,         LEAD] 
U.S.  venture  firms  Ber 
mark  Capital  and  A* 
Partners,  with  offices 
London,  raised  monej 
two  large  European  fu: 
"We're  seeing  the  hig 
levels  of  entreprenei' 
activity  since  we  set 
shop"  in  2000,  says  KJ 
E.  Comolli,  managing  j 
eral  partner  of  Accel  I 
ners  London,  which 
year  raised  a  $450  mil 
fund.    Accel    is    pou 
money  into  open-so  i 
software,    Web    senn 
e-commerce,  and  ma; 
of  communications  ge;t 
Britain,  Germany,  Fnr' 
and  Scandinavia. 
Europe  has  geneie 
its  share  of  innovative  tech  outfits  thrtr 
the  years,  of  course,  ranging  from  S^v 
software  to  Nokia  Corp.  in  phones.' 
for  a  new  generation  of  startups,  th« 
has  leveled  the  playing  field  betweer 
rope  and  the  Valley.  A  few  years  ago.;, 
entrepreneurs  had  to  set  up  shop  ii  | 
U.S.:  The  market  was  too  big  to  ij 
and  it  was  difficult  to  be  taken  serii 
as  a  European  startup.  Today,  if  an  i( 
innovative,  the  world  beats  a  path  to 
door,  says  Mark  Tluszcz  of  Luxemt 
venture  firm  Mangrove  Capital  Part 
He  should  know:  In  2003  Man? 
invested  $130,000  in  Skype,  the 
growing  Net  phone  company  bast 
Luxembourg. 

Skype,  bought  by  eBay  Inc.  in  20( 
$2.6  billion,  is  the  polestar  for  new. 
startups.  But  it's  not  alone.  Sweden-1 
MySQL  is  a  leader  in  open-source  dat 
software;  Britain's  Last.fm  is  bre 
ground  with  a  social  networking  si 
music;  and  Madrid-based  FON,  lam 
by  serial  entrepreneur  Martin  Vars; 
is  building  a  global  wireless-commi  I 
tions  network.  "Thanks  to  Skype,  j  I 
got  proof  that  you  can  build  a  comp;  I 
Europe  that  can  be  big,"  says  Baker.  I 
is  a  huge  inspiration."  ■ 

-With  Gail  Edmondson  in  Frai  I 
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TELLECTUAL  PROPERTY 


M  IDEA INCUBATOR 
RIES  TO  GROW  CASH 

ie  Fraunhofer  Society  invented  MP3— 
it  others  have  reaped  most  of  the  profits 


JACK  EWING 

BERMANY'S  FRAUNHOF- 
er  Society,  a  sprawling 
collection  of  56  scientific 
research  institutes,  has 
played  a  big  role  in  de- 
veloping technologies 
ranging  from  medical 
fciers  to  solar  energy  to  car  air  bags, 
tts  biggest  invention  may  be  blasting 
latest  U2  or  Red  Hot  Chili  Peppers 
is  into  your  ears  right  now. 
lie  MP3  standard  for  digital  music 
p  Napster,  iPods,  and  a  massive  dis- 
fon  of  the  recording  industry.  It  was 
ly  the  work  of  a  half-dozen  research- 
Fraunhofer  in  the  1980s  and  early 
s,  as  well  as  private  groups  such  as 
,abs  in  the  U.S.  The  impact  of  that 
came  into  stark  relief  on  Feb.  22, 
a  federal  jury  in  San  Diego  slapped 


Microsoft  Corp.  with  a  $1.5  billion  judg- 
ment for  using  MP3-related  patents 
claimed  by  Alcatel-Lucent,  which  now 
owns  Bell  Labs'  intellectual  property. 

The  court  case  is  just  the  latest  unex- 
pected outcome  of  a  project  begun  in  the 
1980s.  While  still  in  graduate  school,  Karl- 
heinz  Brandenburg  began  working  on 
transmitting  music  via  digital  telephone 
lines.  He  later  joined  Fraunhofer  and, 
after  years  of  toil  with  colleagues  at  the 
society,  helped  MP3  beat  competing  tech- 
nologies to  become  the  global  standard  for 
digital  music  on  the  Internet. 

For  Germans,  the  invention  of  MP3 
is  a  source  of  pride— and  chagrin. 
MP3  patents  generate  tens  of 


POWER  CRAZY 

A  worker  at 
Fraunhofer's  Solar 
Energy  Systems 


millions  of  dollars  in  licensing  fees  for  the 
nonprofit  Fraunhofer.  But  the  really  big 
money  went  to  non-German  companies 
that  make  MP3  players,  such  as  Microsoft, 
Sony,  and,  of  course,  Apple,  which  uses 
MP3  technology  in  its  iPods  and  iTunes 
software.  "We  tried  to  push  [the  technol- 
ogy] to  German  companies,  but  they  were 
often  too  slow,"  says  Brandenburg,  now 
52  and  director  of  the  Fraunhofer  Insti- 
tute for  Digital  Media  Technology  in  the 
eastern  German  city  of  Ilmenau. 

THE  NEW  MUSE 

ALONG  WITH  THE  World  Wide  Web 
(the  Internet  browsing  interface  in- 
vented in  Geneva  but  appropriated  by 
Silicon  Valley),  MP3  has  come  to  sym- 
bolize Europe's  knack  for  missing  tech 
opportunities.  At  Fraunhofer,  at  least,  the 
soul-searching  had  an  effect.  The  society, 
founded  by  the  German  government  in 
1949  to  conduct  research  for  industry 
and  defense,  began  to  focus  on  profiting 
from  its  inventions.  For  example,  Fraun- 
hofer began  giving  seed  money  to  start- 
ups using  its  technology.  One  is  Iosono,  a 
spinoff  25%  owned  by  Fraunhofer,  which 
makes  equipment  to  produce  super-real- 
istic sound  in  theaters. 

Perhaps  most  important,  MP3  has  been 
an  inspiration  to  Fraunhofer's  12,500 
researchers.  Many  of  them  work  in 
relatively  unglamorous  fields  such  as 
power-plant  technology  or  auto  elec- 
tronics, with  most  of  the  credit  for 
their  work  going  to  companies  such 
as  Siemens  and  DaimlerChrysler 
that  provide  financing.  "When- 
ever you  have  a  real  champion, 
that  increases  motivation  for  the 
whole  organization,"  says 
Ulrich  Buller,  a  member  of  the 
Fraunhofer  executive  board. 
Fraunhofer  could  use  a 
boost.  The  outfit  gets  only 
20%  of  its  budget  from  the 
German  government  and 
needs  to  earn  the  rest  from 
contract  research.  MP3 
royalties,  meanwhile,  fell  45% 
last  year,  to  $78  million,  as  the  initial 
surge  of  companies  buying  licenses  has 
subsided.  Still,  the  nonprofit  is  forging 
ahead  with  work  that  builds  on  its  MP3 
expertise.  In  January,  Fraunhofer  unveiled 
the  latest  version  of  MP3  Surround,  which 
creates  the  illusion  of  surround-sound 
with  standard  stereo  speakers.  Not  bad 
for  something  that  started  out  as  a  grad 
school  project.  "I  did  not  believe,"  says 
Brandenburg,  "this  would  affect  hun- 
dreds of  millions  of  people  and  change 
the  whole  music  industry."  ■ 

March  12.  2007  I  BusinessWeek  I  61 


The  Corporation  Managing 

Avon:  More  Than 
Cosmetic  Changes 

How  Andrea  Jung  is  trying  to  stop  the  sag 
by  getting  smarter  about  the  numbers 


BY  NANETTE  BYRNES 

IN  2005,  AVON  PRODUCTS  INC.'S 
success  story  turned  ugly.  After  six 
straight  years  of  10%-plus  growth 
and  a  tripling  of  earnings  under 
CEO  Andrea  Jung,  the  compa- 
ny suddenly  began  losing  sales 
across  the  globe.  Developing  mar- 
kets such  as  Central  Europe  and  Russia, 
the  engine  of  Avon's  amazing  run,  stum- 
bled just  as  sales  in  the  U.S.  and  Mexico 
stalled.  The  global  diversity  that  had  long 
propped  up  the  company's  performance 
suddenly  began  to  weigh  it  down. 

This  dramatic  turn  of  events  hit  inves- 
tors by  surprise.  In  May,  Jung  had  pre- 
dicted Avon  would  exceed  Wall  Street' s 
already  high  expectations.  By  Septem- 
ber, problems  in  China,  Eastern  Europe, 
and  Russia  were  mounting,  and  Jung 
was  backpedaling  at  full  speed.  Angry 
shareholders  bailed  out.  The  stock  price, 
which  had  risen  181%  during  Jung's  first 
5i4  years  at  the  helm,  plummeted  45% 
between  April  and  October. 

Over  the  past  18  months,  Jung  has 
tried  to  figure  out  what  went  wrong  and 
how  to  fix  it.  While  it's  far  too  soon  to 
celebrate  at  Avon,  the  company  is  emerg- 
ing from  Wall  Street's  doghouse.  Avon 
sells  Skin  So  Soft  and  ANEW  skin-care 


PROBLEM 


products  as  well  as  makeup  and  other 
items  through  a  network  of  5  million 
independent  representatives.  Its  stock 
had  jumped  39%,  to  36.65,  by  Feb.  27, 
from  its  lows  of  last  August.  Investors 
are  happy  about,  among  other  things, 
Avon's  progress  signing  up  399,000  new 
salespeople  in  China,  where  a  fast-grow- 
ing middle  class  is  compelling  enough  to 
outweigh  the  government's  tight  regla- 
tion  of  direct  sellers.  Renewed  growth  in 
Central  Europe  and  the  U.S.  is  helping, 
too.  For  the  fourth  quarter  of  2006,  rev- 
enue rose  9%,  to  $2.6  billion,  while  net 
income  stayed  flat  at  $184  million. 

PAINFUL  CUTS 

ALTHOUGH  SHE  acknowledges  continu- 
ing problems,  Jung  felt  comfortable  enough 
with  the  company's  progress  to  give  Busi- 
nessWeek her  first  extensive  interview  since 
Avon's  2005  collapse.  An  expert  in  building 
brands,  Jung  had  no  turnaround  experi- 
ence when  she  arrived  in  her  job.  At  times 
she  doubted  that  she  could  make  the  deep 
staff  cuts  needed  to  right  the  company.  "I'd 
never  done  anything  like  that  before,"  said 
the  48-year-old  Jung  on  Feb.  15.  "My  first 
reaction  was:  'I  get  it.  I  see  the  numbers, 
but  I  just  don't  know  if  I,  or  we,  have  the 
stomach  for  it.'" 


One  of  Jung's  most  im- 
portant moves  has  been 
forcing  managers  to  make 
decisions  based  on  fact 
rather  than  intuition.  In  the 
past  year,  she  has  reorga- 
nized Avon's  management 
structure,  taking  away 
much  of  the  autonomy 
from  country  managers,  in 
favor  of  globalized  manu- 
facturing and  marketing. 
Previously,  Avon  manag- 
ers from  Poland  to  Mex- 
ico ran  their  own  plants, 
developed  new  products, 
and  created  their  own  ads, 
often  relying  as  much  on 
gut  as  numbers.  In  Jung's 
words  they  were  "king  or 
queen  of  every  decision." 

Now  Jung  has  trimmed 
out  seven  layers  of  man- 
agement, bringing  the  total 
from  15  down  to  8,  and 
finally  launched  the  kind 
of  numbers-heavy  return- 
on-investment  analysis  that 
most  large  consumer  prod- 
ucts companies  have  been 
doing  for  decades.     That 
analysis  is  directed  from 
New  York  headquarters  by  an  execi 
team  stocked  with  more  people  from 
outside.  Recent  recruits  have  come  I 
larger,  more  analytical  consumer-]  i  fet 
ucts  companies  such  as  Gillette,  Pr^  to 
&  Gamble,  PepsiCo,  and  Kraft.  "A     , 
she  speaks  about  what  we  have  to  ■•  u 
achieve  our  goals,  she  is  so  much  clou  k 
the  operations"  now,  says  board  mei  jj- 
Paula  Stern.  "She  has  her  hands  di 
on  the  levers  that  have  to  be  moved.'l    pe 

At  the  height  of  Jung's  problem  j3 
December,  2005,  management  gunr  m 
Charan  gave  her  a  piece  of  pivotal  ail 
He  advised  Jung  to  go  home  that  I  <  BE 
night  and  imagine  she  had  been 
Then,  he  said,  return  Monday  mo    ?t , 

J  te, 


1 

Needed: 
A  Makeover 

By  2005,  Avon  had  a 
raft  of  ugly  problems  to 
solve.  Here's  how 
Andrea  Jung  has  tried 
to  deal  with  them: 

POOR  SALES  In  2005, 82%  of  Avon  beauty  sales  were 
being  discounted,  but  revenue  growth  had  still  slowed 
dramatically. 


WEAK  COMMUNICATION  As  late  as  May,  2005,  Jung 
was  telling  analysts  the  company  would  exceed 
expectations,  but  big  problems  were  percolating 
around  the  globe,  unrecognized. 


BLOAT  Overhead  had  reached  $2.5  billion. 
Manufacturing,  marketing,  and  compensation  were 
being  handled  locally  with  little  efficiency  of  scale. 


Jung  eliminated  25%  of  the  company's  products, 
increased  advertising  83%,  and  boosted  reps' 
pay  in  key  markets. 


Jung  cut  out  seven  layers  of  management,  and  beg  (-. 
study  performance  market  by  market  in  a  more  rig  I 
and  scientific  manner. 


Jung  reorganized  the  company  into  a  structure  wh 
more  decisions  about  manufacturing,  marketing, ; 
compensation  would  be  made  on  a  worldwide  bas  j 
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I  the  mindset  of  someone  brought 
T)m  the  outside.  "If  you  can  be  that 
tive  and  blend  in  your  institutional 
pledge  and  relationships,  you're  go- 
have  an  advantage,"  he  told  her.  A 
h  later  Jung  was  flying  around  the 
on  a  CEO  roadshow,  addressing 
fences  of  her  top  1,000  global  manag- 
ler  message:  By  the  end  of  this  year, 
marter  of  you  will  be  gone.  "I  put 
>f  people  in  those  jobs,"  says  Jung, 
can  imagine  it  was  the  toughest 
to  walk  the  halls." 

.YZETHIS 

'S  NEW  EXECUTIVES  and  their  new 
vere  on  display  at  the  annual  analysts' 
rence,  held  in  New  York  on  Feb.  15. 
lonally,  this  show  was  heavy  on  prod- 
mouncements  and  ad  clips.  But  this 
edition  contained  nearly  four  hours' 

of  PowerPoint  slides.  In  them,  the 
iny  provided  a  detailed  explanation 
it  had  gone  wrong  in  many  of  its  114 
wide  markets. 

revelation:  The  roster  of  products 

in  Mexico  had  ballooned  to  13,000. 
er:  Decreasing  the  payoffs  for  add- 
representatives  had  stalled  the 
usiness.  At  times  analysts  seemed 
d  that  Avon  could  have  been  so  out 

h  with  the  basic  forces  that  drove 


its  own  business.  "Why,"  asked  Deutsche 
Bank  analyst  Bill  Schmitz,  about  3M>hours 
into  the  meeting,  "did  it  take  a  year  and 
8,000-plus  [representative]  surveys  to  fig- 
ure out  that  people  want  to  work  less  and 
earn  more?" 

It  was  a  rebuke,  but  one  Schmitz  made 
with  good  humor.  Schmitz  is  one  of  five  an- 
alysts (out  of  15)  who  rate  the  stock  a  buy. 
Avon's  appeal  to  them  is  that  it  gets  70%  of 
sales  outside  the  U.S.,  much  of  that  from 
still-developing  markets.  Even  Jim  Cramer, 
who  put  Jung  on  his  "CEO  wall  of  shame" 
and  recommended  selling  the  stock  last 
summer,  has  changed  his  mind,  apologiz- 
ing to  Jung  on  his  show  Mad  Money  just  a 
week  before  the  analysts'  event. 

Avon's  new  data-centric  approach  isn't 
just  about  creating  a  good  set  of  slides, 
however.  If  s  also  helping  to  change  Avon's 
marketing  and  product  development.  Avon 
sells  many  thousands  of  products,  and 
1,000  of  those  have  been  introduced  in  the 
past  12  months.  Savings  from  centralized 
manufacturing  and  other  initiatives  are  be- 
ing put  into  advertising  and  research  and 
development,  a  strategy  Jung  hopes  will 
get  earnings  climbing  again. 

Avon  increased  its  ad  budget  from 
$136  million  in  2005  to  $249  million 
in  2006.  This  was  a  big  factor  in  the 
company's  6%  sales  growth  in  2006. 


Avon  had  planned  to  raise  advertising 
to  $200  million,  but  good  returns  on  TV 
ads  in  Brazil,  the  U.S.,  and  Russia,  along 
with  other  marketing  pushes,  persuaded 
management  to  add  a  further  $49  mil- 
lion, for  a  total  increase  of  83%.  Avon 
is  also  doing  more  marketing  to  spark 
recruiting.  Last  year  the  company  ran 
TV  and  newspaper  ads  supporting  1,400 
recruiting  events  in  China.  In  Russia  the 
company  sponsors  a  TV  show  featuring 
a  character  who  sells  Avon. 

Jung's  No.  1  role  continues  to  be  com- 
municating the  company's  new  strat- 
egy. In  the  weeks  leading  up  to  and  just 
after  the  February  analysts'  gathering, 
Jung  visited  Bangkok,  Hong  Kong,  Lon- 
don, Sao  Paulo,  Shanghai,  and  Warsaw. 
All  that  travel  comes  at  a  sacrifice.  Jung 
has  a  daughter  who  will  graduate  from 
high  school  this  spring  and  a  son  who 
is  9.  She  says  she  has  completely  re- 
prioritized  her  life  in  the  past  two  years, 
skipping  business  dinners  and  formal 
evening  affairs  in  order  to  be  sure  she 
sees  them  when  she's  in  New  York.  But 
she  also  tells  her  children  that  she  loves 
the  company  and  the  work,  even  if  it 
has  been  grueling  in  recent  months.  "I 
think  it's  important  they  know  that," 
she  says.  "Otherwise  why  would  you 
do  this?"  ■ 


March  12.  2007  I  BusinessWeek  I  63 


Finance  Proxy  Wars 


Who's  Really 
Shaking  Up  Heinz 

It's  not  activist  investor  Nelson  Peltz 
driving  growth.  It's  the  CEO 


BY  AARON  PRESSMAN 

HARES  OF  H.J.  HEINZ 
had  been  on  the  skids  for 
years  when  hedge  fund  ac- 
tivist Nelson  Peltz  stepped 
I  in,  buying  a  5.4%  stake 
in  the  ketchup  giant  last 
March.  Fresh  off  his  fight 
at  restaurant  chain  Wendy's  International 
Inc.,  Peltz,  founder  of  Trian  Fund  Man- 
agement, almost  immediately  launched 
a  nasty  proxy  battle  to  oust  five  directors. 
When  the  dust  settled,  Peltz  and  an  ally, 
former  Snapple  Beverage  Group  CEO  Mi- 
chael F.  Weinstein,  had  muscled  their  way 
onto  the  board. 

Now  the  stock  has  bounced  back,  up 
more  than  25%  since  Peltz's  arrival  a 
year  ago.  What's  more,  revenues  at  Heinz 
rose  6%,  to  $6.6  billion,  for  the  first  nine 
months  ending  Jan.  31,  while  profits  in- 
creased 27%,  to  $605  million. 

On  the  surface,  it  would  seem  to  be 
the  usual  tale:  Activist  buys  shares,  ac- 
tivist clamors  for  change,  activist  cleans 
up  company.  But  Peltz,  who  on  Feb.  26 
disclosed  that  his  fund  now  owns  a  5.5% 
stake  in  jeweler  Tiffany  &  Co.,  doesn't 
get  the  kudos  in  this  case.  "Trian  just 
deserves  credit  for  identifying  an  under- 
valued stock,"  says  Deutsche  Bank  ana- 
lyst Eric  Katzman,  who  notes  that  Peltz's 

contribution  to  Heinz's     

turnaround  has  been 
"minimal."  Peltz  de- 
clined to  comment. 

This  time,  manage- 
ment gets  the  pat  on 
the  back  Chief  Execu- 
tive William  R.  John- 
son, who  became  CEO 
in  1998,  has  spent  the 
past  couple  of  years 
spiffing  up  the  com- 
pany by  dumping 
underperforming  units 
like  StarKist  Tuna  and 


FAST  POUR 


50 


45 


DOLLARS 


HEINZ 
STOCK  PRICE 
MONTHLY  CLOSEj 

~Z\ 

M 

40 

35 

0 
FEB.  '06  FEB.  27,  '07 

Data:  Bloomberg  Financial  Markets 


Heinz  pet  food  while  slashing  costs  and 
reducing  customer  discounts  to  the  tune 
of  $500  million  a  year  starting  in  mid- 
2008.  He's  plowing  those  savings  back 
into  product  development  and  marketing, 
as  well  as  restocking  the  executive  suite 
with  consumer-product  heavyweights 
from  Procter  &  Gamble,  PepsiCo,  and  Mat- 
tel. The  strategy  has  paid  off,  especially  in 
Heinz's  mainstay,  ketchup.  New  products, 
like  the  easy-to-store  Heinz  Fridge  Door 
Fit  Ketchup,  as  well  as  attention-grabbing 
gimmicks  like  labels  consumers  can  cus- 
tomize over  the  Web  have  brought  buzz  to 
a  once-tired  brand.  Driven  by  such  efforts, 
ketchup  and  sauce  sales  rose  6%  in  the 
past  three  quarters. 

^^^_^_^_  Johnson  has  kept  on 
track  despite  a  distract- 
ing slugfest  with  the 
hedge  fund  manager. 
The  battle  turned  per- 
sonal last  May  when 
Heinz  issued  a  press  re- 
lease complaining  that 
Peltz's  nominees  were 
all  close  friends,  employ- 
ees, or  relatives.  Heinz 
attacked  again  a  month 
later,  pointing  out  Peltz's 
prior  misdeeds,  such  as  a 
lawsuit  he  settled  for  $70 


million  and  a  public  censure  from 

London  Stock  Exchange.  Peltz  iss 

his  own  press  release,  calling 

charges  "misleading,  baseless, 

self-serving,"  while  blasting  Hei 

financial  record  under  Johnsor 

"abysmal."  He  then  fired  back\ 

a  list  of  seven  Heinz  directors 

volved  in  shareholder  lawsuit 

other  companies.  Heinz  brus 

off  the  charges  as  run-of- 

mill  litigation.  With  the 

intensifying,  the  Securitie 

Exchange  Commission  wai 

both  sides  over  the  summ< 

ease  off  the  mudslinginj 

proxy  filings. 


DETENTE 

MEANWHILE,        JOHN 
crisscrossed  the   globe, 
ing  to  assuage  other  n 
shareholders    and    bo* 
employee  morale.  At  a  n 
ing  with  staffers  last 
in  London,  Johnson  r1 
only  a  single  reference  to  i 
Peltz  matter  in  his  20-mi 
speech:  "The  best  thing! 
can  do  for  Heinz  is  to 
growing  your  brands." 
In  the  end,  Johnson 
braced  his  adversary.  These  days,  the 
often  talk  by  phone  about  ideas  or 
cerns.  While  analysts  once  worried 
might  push  short-term  moves  to  boon 
stock— like  drastic  cost-cutting  at  th 
pense  of  long-term  investment  in  pr< 
development— Johnson  says  that  r 
been  the  case:  "He's  been  collegia 
collaborative.  The  focus  is  on  new  id« 
drive  innovation  and  create  value. 

Indeed,  innovation  has  become  a 
point,  which  should  help  fuel  gr 
especially  in  the  sluggish  European 
sion.  The  company  plans  to  launch 
new  products,  including  a  line  of  Oi 
roasted  potatoes  in  fiscal  2008,  whk 
gins  in  May  In  all,  earnings  per  sha 
expected  to  rise  10%  this  fiscal  yea 
8%  mere  in  the  next. 

It's  not  only  investors  who  nov 
Heinz  appealing.  UBS  analyst 
Palmer  thinks  Kraft  Foods  Inc., 
will  be  fully  spun  off  from  cigarette  i 
parent  Altria  Group  Inc.  in  March,  rr 
its  sights  on  Heinz.  "Heinz  would 
a  very  short  list  of  companies  that 
add  significant  international  preser 
Kraft,"  Palmer  says. 

Johnson  isn't  distracted  by  the  nois< 
are  focused  on  running  our  compan; 
creating  shareholder  value  through 
organic  results."  ■ 


64  I  BusinessWeek  I  March  12.  2007 


meet  the  TEAM 


There  is  nothing  mid-sized  about  their  results. 


that  sees  beyond  the  numbers 


The  Environment  Strategies 


Hugging  the 
Tree-Huggers 

Why  so  many  companies  are  suddenly  linking 
up  with  eco  groups.  Hint:  Smart  business 


BY  JOHN  CAREY 

WHEN  WILLIAM  K. 
Reilly  was  plotting 
the  private  equity 
takeover  of  Texas 
utility  TXU  Corp., 
he  foresaw  one  po- 
tential dealbreaker. 
It  wasn't  the  money.  The  two  main  inves- 
tors—Texas Pacific  Group,  where  Reilly  is 
senior  adviser,  and  Kohlberg  Kravis  Rob- 
erts &  Co.— wouldn't  have  any  trouble 
financing  the  $45  billion  deal.  Nor  was 
it  about  getting  regulatory  approval.  In- 
stead, says  Reilly,  "we  decided  the  walk- 
away issue  for  us  was  not  getting  envi- 
ronmentalists' support." 

So  Reilly  called  Fred  Krupp, 
president  of  Environmental 
Defense,  whose  Texas  attor- 
ney, James  D.  Marston,  had 
been  waging  an  all-out  war  on 
TXU's  plans  to  build  11  coal- 
fired  power  plants.  Krupp  told 
Marston  to  hop  on  a  plane  to 
San  Francisco  for  a  top-secret  meeting 
with  Reilly's  team.  "I  ran  home,  got  a 
suit,  took  the  dog  to  a  kennel,  and  told 
my  wife  I  loved  her  but  couldn't  tell  her 
what  it  was  about,"  says  Marston. 

The  ensuing  negotiations  were  often 
tense.  Enviros  referred  to  TXU's  expan- 
sion plans  as  the  "Mein  Kampf  of  the 
global  warming  wars."  When  Reilly 
heard  that,  he  recalls  telling  his  col- 
leagues: "'This  will  be  harder  than  I 
thought."  After  a  marathon  17  hours, 
Reilly  ended  up  giving  Marston  a  big 
chunk  of  what  he  wanted:  commitments 
by  the  new  TXU  owners  to  ax  8  of  the  11 
proposed  plants  and  to  join  the  call  for 
mandatory  national  carbon  emissions 
curbs.  Meanwhile,  the  corporate  raid- 
ers got  exactly  what  they  craved:  public 
praise  from  Environmental  Defense  and 
the  Natural  Resources  Defense  Council 
(NRDC)  for  the  deal. 


GREEN 


Why  was  that  so  important?  "We  all 
swim  in  the  same  culture— and  the  cul- 
ture is  going  green,"  explains  Reilly.  In- 
deed, Americans  find  nongovernmental 
organizations,  like  green  groups,  more 
credible  than  business,  according  to  the 
Edelman  Trust  Barometer,  an  annual 
survey.  That's  a  switch  from  five  years 
ago,  and  it  gives  activists  additional 
clout.  "Companies  have  to  be  seen  as  re- 
sponsible," says  Karen  Van  Bergen,  vice- 
president  of  McDonald's  Europe. 

The  TXU  takeover  is  a  sign  of  a  remark- 
able evolution  in  the  dynamic  between 
corporate  executives  and  activists.  Once 
fractious  and  antagonistic,  it  has  moved 
toward  accommodation  and  even  mutu- 
al dependence.  Companies  in- 
creasingly seek  a  "green"  im- 
primatur, while  enviros  view 
changes  in  how  business  op- 
erates as  key  to  protecting  the 
planet. 

Examples  of  this  new  rela- 
tionship are  as  ubiquitous  as 
Al  Gore  at  the  Academy  Awards.  Wal- 
Mart  Stores  Inc.  turned  to  Conservation 
International  to  help  shape  ambitious 
goals  to  cut  energy  use,  switch  to  renew- 
able power,  and  sell  millions  of  efficient 
fluorescent  bulbs.  When  the  CEOs  of  10 
major  U.S.  corporations  converged  on 
Washington  on  Jan.  22  and  issued  a  call 
for  mandatory  carbon  emissions  limits, 
sitting  with  them  at  the  table  were  Fred 
Krupp  and  the  president  of  the  NRDC. 
And  after  Silicon  Valley  Toxics  Coali- 
tion activists  got  Dell  Inc.'s  attention  by 
chaining  themselves  to  computer  moni- 
tors, they  worked  with  the  computer 
maker  on  a  groundbreaking  recycling 
plan.  "Companies  have  decided  it  is  bet- 
ter to  invite  us  into  the  tent  than  have  us 
outside  picketing  their  keynote  speech- 
es," says  Silicon  Valley  Toxics  Coalition 
founder  Ted  Smith.  "If  s  a  long  way  from 
where  we  started." 
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Sometimes 
green  groups 
can't  tell  if  the 
bonhomie  is 
just  a  PR  ploy 


Twenty  years  ago,  for  instance,  cur- 
rent Greenpeace  International  chief 
Gerd  Leipold  was  cruising  the  Rhine, 
taking  action  against  corporate  pollut- 
ers. He  and  his  comrades  would  block 
pipes  spewing  effluents  into  the  river  and 
sometimes  pump  the  waste  back.  Now 
he  can  be  found  wearing  a  pinstripe  suit, 
standing  with  CEOs,  and  heaping  praise 
on  companies  he  sees  as  doing  the  right 
thing.  "We've  shifted  from  just  pointing 
out  the  problems  to  pushing  for  real  so- 
lutions," says  Leipold.  "When  congratu- 
lations are  deserved,  we  offer  them." 

For  companies,  alliances  with 
environmentalists  can  help  both  the 
bottom  line  and  the  public  image.  "We 
used  to  see  Greenpeace  as  the  enemy," 
says  DuPont  CEO  Charles  O.  Holliday 
Jr.  Now  DuPont  employs  Paul  Gilding, 
former  head  of  Greenpeace  International, 
as  a  paid  consultant,  and  the  company 
ranks  high  on  lists  of  green  leaders.  "We 
work  with  our  enemies,"  says  Holliday. 

ACCUSED  OF  SELLING  OUT 

OF  COURSE,  there  are  limits  to  this  co- 
operation. Greenpeace  is  so  anti-nuke 
that  there  is  no  room  for  discussion  with 
utilities  pushing  nuclear  power  plants. 
And  collaboration  can  be  a  tricky  balanc- 
ing act.  Anthropologist  and  law  profes- 
sor John  M.  Conley  at  the  University  of 
North  Carolina  at  Chapel  Hill  believes 
that  environmentalists'  shift  from  ac- 
cuser to  partner  might  co-opt  and  defang 
the  activists.  Even  though  the  main- 
stream groups  adamantly  refuse  corpo- 
rate money,  they  could  lose  their  edge. 
"Would  Silent  Spring  have  come  out  of 
a  stakeholder  dialogue?"  Conley  asks, 
referring  to  Rachel  Carson's  1962  envi- 
ronmental opus. 

Indeed,  Greenpeace  and  others  have 
been  accused  of  selling  out  by  some  of 
their  own  members.  Leipold  admits  that 
it's  often  hard  to  tell  if  companies  are 
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Increasingly, 
the  mere 
threat  of  bad 


can  spur 
business  to 
change 


using  activists    support  as 

mere  PR,  or  "greenwashing." 

But     executives'     original 

motives  may  not  matter,  he 

asserts.   Once   a   company 

commits    to    phasing    out    t-v,-1'U1^^fT7. 

toxic  fire  retardants,  as  Dell    pilDllCliy 

has,  or  to  slashing  energy 

use    and    greenhouse    gas 

emissions,    on    the    model 

of  Dow  Chemical  Co.,  then 

activists  can  hold  them  to 

the  promises.  Plus,  Leipold 

notes,  companies  have  hired 

"sustainability"     gurus    to 

help  them  tackle  social  responsibility 

issues.  "Even  if  the  people  who  employed 

them  are  cynical,  I  think  [the  gurus]  are 

turning  out  to  be  a  subversive  element  in 

the  companies,"  he  says. 

The  green  movement  hasn't 
abandoned  its  swashbuckling  tactics. 
Greenpeace's  ship  Esperanza  has  been 
cruising  the  Southern  Ocean,  ready 
to  put  itself  between  whales  and  the 
harpoons  of  Japanese  whalers.  But  such 
tactics  are  often  unnecessary.  These  days, 
the  mere  threat  of  bad  publicity  can  force 
business  to  change.  Executives  remember 
how  Nike  Inc.  took  a  beating  over  labor 
practices  in  the  mid-1990s.  "No  one 
wants  to  be  the  next  Nike,"  says  Smith  of 
the  Silicon  Valley  Toxics  Coalition. 

That  gives  activists  new  power.  On 
the  eve  of  the  2000  Sydney  Olympics, 
sponsored  by  Coca-Cola  Co.,  Greenpeace 
launched  an  e-mail  campaign  against 
the  soft-drink  giant.  The  charge:  using 


a  potent  greenhouse  gas 
in  its  9  million  to  10  mil- 
lion coolers  and  vending 
machines. 

Coke  responded  quickly. 
"Our  reputation  is  impor- 
tant to  us.  So  rather  than 
become  defensive,  we  asked 
what  we  could  do,"  says  Jeff 
Seabright,  Coca-Cola's  vice- 
president  for  environment 
and  water  resources.  Since 
then,  Coke,  PepsiCo,  Uni- 
lever, and  McDonald's  have 
spent  $30  million  develop- 
ing a  less  damaging  system,  displayed  at 
January's  meeting  of  the  World  Economic 
Forum  in  Davos  with  a  "technology  ap- 
proved by  Greenpeace"  banner.  This  im- 
age building  has  a  bottom-line  benefit. 
"Providing  environmental  value  is  be- 
coming a  competitive  edge  for  business," 
explains  Seabright. 


SWITCHING  GEARS 

SOMETIMES  EVEN  THE  traditional  tac- 
tics don't  work.  Greenpeace  tried  to  save 
old-growth  trees  in  Alaska  with  a  classic 
logging-road  blockage.  "It  flopped,"  says 
John  Passacantando,  director  of  Green- 
peace USA.  The  local  press  was  hostile; 
the  national  press  was  bored. 

So  the  activists  switched  gears.  They 
traced  the  path  of  downed  trees  and 
found  that  old-growth  spruce  ended 
up  in  musical  instruments.  A  year  ago, 
Greenpeace  warned  guitar  makers  that 
the  wood  they  need  could  disappear.  "It 


Environmentalists  at  the 
Corporate  Table 


Longtime 
foes  are 
finding 
common 
ground 


■  The  takeover  of  TXU  depended  on  winning  support  from 
Environmental  Defense  and  the  Natural  Resources  Defense 
Council.  The  enviros  got  commitments  to  slash  the  number  of 
planned  coal  plants,  support  mandatory  limits  on  emissions, 
and  boost  energy  efficiency. 

■  Conservation  International  helped  shape  Wal-Mart's  ambitious 
plans  to  cut  energy  use,  switch  to  renewable  power,  sell  efficient 
iightbulbs — and  improve  its  image. 


■  Greenpeace  worked  with  McDonald's,  Cargill,  and  others  to 
stop  farmers  from  cutting  down  the  Amazon  rainforest  to  grow 
soybeans.  In  return,  Greenpeace  halted  its  protests  against  the 
multinationals  (right). 


■  After  activists  got  Dell's  attention  by  chaining  themselves  to 
computer  monitors,  they  helped  Dell  create  a  groundbreaking 
recycling  plan. 


sent  shock  waves  through  the  ind 
try,"  says  activist  Scott  Paul.  Execut 
trekked  to  Alaska  and  are  working  o 
plan  to  set  aside  land.  "We  are  tha 
ful  they  contacted  us,"  says  C.F.  Ma; 
&  Co.'s  Dick  Boak:  "It's  great  to  h 
Greenpeace  as  a  partner  and  ally." 

There  are  some  corporate  holdo 
Apple  Inc.  is  resisting  Greenpea 
"green  my  apple"  campaign,  which  c 
for  more  recycling  and  fewer  toxic  ch< 
icals.  "We  disagree  on  their  criter 
says  Apple's  Steve  Dowling.  When 
group  targeted  McDonald's  Corp. 
KFC  Corp.  for  using  chickens  fed  ^ 
soybeans  grown  on  deforested  lane 
the  Amazon,  McDonald's  agreed  to  s 
But  KFC  refused  to  talk,  denying  that 
of  their  chickens  ate  Amazon  soy. 

Meanwhile,  chemical  companies  5 
as  Dow  know  that  the  tree-huggers  w 
stop  criticizing  them,  no  matter 
much  energy  or  how  many  greenh( 
gas  emissions  they  reduce.  "Our  job  is 
to  please  or  convince  the  activists," 
Scott  Noesen,  Dov/s  director  of  susi 
able  development.  "The  best  we  can  < 
set  meaningful  targets  and  report  on 
successes  and  failures  and  dilemmas' 

Still,  Dow  has  given  activists  ai 
at  the  table.  In  the  old  days,  recalls 
as  Pacific  Group's  Reilly,  former  ] 
of  the  Environmental  Protection  A1! 
cy,  green   activists  were  "banging 
the  door  trying  to  get  into  the  if 
where    decisions     are    made." 
they're  in  the  room  and  hard  to  mis1! 
-With  Michael  Arndt  in  Chll 
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THEY  ARE  TWO  OF  THE  MOST  IMPORTANT  MEN  in  American 
law:  Clarence  Thomas,  arguably  the  most  controversial  mem- 
ber of  the  U.S.  Supreme  Court;  and  Theodore  V.  Wells  Jr.,  the 
star  litigator  who  is  currendy  representing  I.  Lewis  "Scooter" 
Libby,  Dick  Cheney's  former  chief  of  staff,  on  charges  of  lying 
in  the  Valerie  Plame  CIA  leak  investigation.  Thomas  is  a  Re- 
publican; Wells,  a  lifelong  Democrat.  Both  are  African  Ameri- 
can, but  Thomas  famously  condemns  affirmative  action  while 
Wells  vigorously  supports  it  in  his  capacity  as  co-chair  of  the 
NAACP  Legal  Defense  Fund  Board  of  Directors. 

What  binds  them  together  is  the  experience  they  shared  as 
students  at  the  College  of  the  Holy  Cross  and,  in  particular, 
the  influence  of  the  man  who  brought  them  there:  the  Rev- 
erend John  E.  Brooks.  The  men's  bond  with  the  Boston-born 
priest,  now  83  and  president  emeritus,  began  almost  four 
decades  ago  and  remains  strong  to  this  day.  "I  love  Father 
Brooks,"  says  Thomas.  "He's  a  great  man."  While  Thomas 
"never  liked  school,"  the  affection  he  feels  for  Brooks  is  so 
strong  that  he  was  willing  to  break  a  long-standing  silence  in 
the  media  to  talk  about  him  and  the  impact  of  that  formative 
experience  on  his  life.  "Father  Brooks  realized  we  needed  to 
be  nurtured;  that  we  were  going  to  have  unique  problems," 
Thomas  recalls. 

The  story  of  Brooks  is  important— and  overlooked.  A  for- 
mer academic  dean  who  became  president  of  the  college  in 
1970,  Brooks  was  by  turns  recruiter,  mentor,  negotiator,  and 
friend  to  the  28  African  American  men  who  ventured  to  the 
Jesuit  college  in  the  largely  white,  industrial  city  of  Worcester, 
Mass.,  during  the  racially  tense  fall  of  1968.  Brooks  helped 
shape  an  exceptional  group  of  overachievers.  Along  with 
Thomas  and  Wells,  who  was  recently  named  2006  Lawyer 
of  the  Year  by  the  National  Law  Journal,  this  group  includes 
Pulitzer  Prize-winning  author  Edward  P.  Jones;  investment 
banker  Stanley  E.  Grayson,  a  former  New  York  City  Deputy 
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THE FUTURE 
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66  FATHER 
BROOKS 
REALIZED  WE 
NEEDED  TO 
BE  NURTURED; 
THAT  WE 
WERE  GOING 
TO  HAVE 
UNIQUE 
PROBLEMS." 


Mayor  who  broke  the  color  bar  on  Wall  Street;  and  Ed 
Jenkins,  a  Miami  Dolphins  running  back  during  the  t( 
1972  perfect  season  who  now  chairs  the  Massachusetts 
holic  Beverages  Control  Commission.  "I  came  to  see  FB 
Brooks  as  one  of  the  greatest  ambassadors  of  justice  I'w 
known,"  says  Jenkins. 

Brooks  dared  to  single  out  black  students  for  special  i  \ 
tion  in  the  belief  that  it  wasn't  enough  simply  to  let  thrt 
the  door.  He  went  to  inner-city  schools  to  woo  A\ 
Americans  to  Holy  Cross,  promising  opportui 
and  scholarships  but  no  academic  breaks  or  s;^ 
programs  to  ease  the  transition  of  the  young  mi 
was  pretty  confident  that  they  were  not  moving  \ 
%       friendly  environment,"  says  Brooks.  What  he  gaw 
Thomas,  was  time,  respect,  and  the  freedom  to  I 
I       ferent.  In  a  move  that  would  probably  prompt  crh 
today,  Brooks  enabled  the  men  to  create  an  exes 
community  with  special  privileges.  And  he  const 
pushed  them  not  only  to  meet  but  also  to  exeat' 
high  academic  standards  of  the  school,  helpi 
transform  a  group  of  talented  students  into  cot1' 
leaders.  "From  a  statistical  perspective,  it  seems  i 
sible,"  says  Wells,  of  his  classmates'  success.  1 
Brooks'  mentoring  had  a  lot  to  do  with  it.  We  lei 
from  him,  and  he  learned  from  us." 

The  Courtship 

IT  WAS  THE  TUMULTUOUS  STATE  of  race  rels 
heightened  by  Martin  Luther  King  Jr.'s  assassi 
in  April,  1968,  that  prompted  Brooks  to  accek 
recruiting  drive  for  black  students.  "I  thought  it 
benefit  not  just  the  African  American  students  1 
rest  of  Holy  Cross  as  well,"  he  says.  "I  wanted  t 
the  doors  to  women,  too."  (Brooks  was  voted 
on  that,  but  he  made  coeducation  his  first  ini 
when  he  became  president.)  Jesuits,  he  arguec 
supposed  to  educate  leaders,  and  it  was  clear 
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ool  of  potential  leaders  was  widening  fast.  That  belief  in 
rder's  mission  was  what  had  helped  attract  the  young 
cs  student,  born  the  eldest  of  four  children  in  1923  to  a 
hone  company  superintendent  and  homemaker,  to  the 

Its  in  the  first  place. 

ooks  was  not  alone  at  Holy  Cross  in  his  efforts  to  address 

issues.  "There  was  a  warmth  toward  social  justice  from 

op  in  those  years,"  recalls  the  Reverend  Jesse  Jackson. 

Brooks  says  he  had  to  focus  on  Catholic  high  schools 

ly  because  the  secular  schools  wouldn't  let  him  in.  Ed- 

P.  Jones,  who  wrote  the  Pulitzer  Prize-winning  book  The 

n  World,  was  impressed  that  anyone  would  care  about 

r  kid  from  Washington  like  him.  "The  fact  that  he  had 

n  down  from  Massachusetts  [to  pick  up  Jones  for  a  cam- 

isit]  told  me  something  in  a  very  quiet  way,"  he  says. 

to  that  point,  there  had  been  no  particular  interest 

tinging  African  Americans  to  the 

Us.  Arthur  Martin,  who  graduated 

i70,  says  he  recalls  one  other  black 

nt  in  his  freshman  class  of  660. 

word  was  Holy  Cross  could  only 

e  two  or  three  of  us  a  year,"  he 

When  King  died,  Brooks  secured 

y  for  Martin  and  another  black 

lit  to  attend  the  funeral.  He  also 
lough  money  from  the  college  to 
ull  scholarships  to  every  black  stu- 
|ie  and  his  colleagues  later  tried  to 
k— although,  as  he  puts  it,  "people 
ft  standing  up,  congratulating  me 
pging  black  students  in." 
ijof  them  came  by  different  routes, 
(as  had  been  on  the  path  to  priest- 
it  a  Missouri  seminary  when  King 
tot.  Already  unsure  of  his  calling, 
it  after  a  white  classmate  glee- 

Jsacted  by  saying  he  hoped  "the 
died."  A  Franciscan  nun  suggest- 


J  NIT, 


ed  Thomas  head  to  Holy  Cross.  Although  worlds  away  from 
the  dirt-poor  Georgia  village  where  he  grew  up,  he  packed  up 
what  he  says  was  a  deep  reservoir  of  anger  and  bitterness  and 
moved  north  to  enroll  as  a  sophomore.  "I  was  20  years  old," 
Thomas  says.  "I  had  no  place  to  go.  I  had  no  road  map.  I  had 
nobody  to  talk  to,  nobody  to  give  me  advice." 

Wells  arrived  at  Holy  Cross  with  a  football  scholarship  and 
social  savvy  beyond  his  18  years.  He  had  grown  up  in  Wash- 
ington, raised  mainly  by  a  mother  who  worked  as  a  clerk  in  the 
U.S.  Navy  Dept.'s  mailroom.  Having  attended  public  schools 
where  most  students  were  black,  Wells  admits  the  thought  of 
"going  to  an  all-male,  predominantly  white,  Jesuit  college  on 
a  hill  in  Worcester,  Mass.,  was  daunting."  Wells  had  other  of- 
fers but  liked  the  balance  of  sports  and  academics  and,  more 
important,  bonded  immediately  with  Jenkins  and  Grayson,  a 
top  basketball  player,  during  a  campus  visit. 

Even  so,  there  were  signs  that  obstacles  lay  ahead.  Jenkins 
recalls  a  football  coach  cheerfully  saying:  "You  nigros  are 
really  going  to  like  it  here."  And  Brooks,  though  personally 
impressed  with  the  intelligence  and  discipline  of  the  African 
American  recruits,  faced  tough  questions  from  alumni  about 
whether  the  candidates  had  the  credentials  to  get  in.  Some 
of  the  recruits  also  had  their  own  doubts.  On  his  SAT  scores 
alone,  which  he  recalls  as  an  unimpressive  532  on  math  and 
489  on  English,  or  his  solid  but  unspectacular  showing  in 
school,  Jones  fails  to  see  how  he  could  have  gotten  there.  "Five 
years  earlier,  Holy  Cross  would  not  have  chosen  me,"  he  says. 

The  Arrival 

BROOKS  ANTICIPATED  a  high  level  of  discomfort  for  the  new 
arrivals,  and  he  was  right.  Jones,  although  raised  by  an  illiterate 
single  mother  in  an  all-black  neighborhood,  had  naively  expected 
to  feel  at  home  in  what  he  had  termed  "the  land  of  abolition."  In- 
stead there  were  constant  looks  and  subtie  rejections.  He  arrived 
to  find  his  white  roommate  dashing  around  the  residence,  catch- 
ing up  with  prep  school  friends.  They  never  bonded.  Says  Jones: 
"His  parents  visited  during  the  year,  and  he  never  brought  them 
up  to  introduce  them  to  me.  Never."  Another  student  asked:  "Is  it 
easier  to  get  in  here  if  you're  colored?" 

It  didn't  help,  perhaps,  that  some  people  in  the  administra- 
tion had  tried  to  prepare  for  the  arrival  of  black  students  by 
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calling  up  potential  roommates  to  ask  if  they  "would 
mind  rooming  with  a  Negro."  Recalls  Grayson,  "No- 
body contacted  me  to  ask  if  I  would  mind  rooming 
with  a  white  guy." 

Recognizing  the  challenges  of  the  environment, 
Brooks  allowed  the  black  students  to  single  them- 
selves out.  When  Wells  came  to  ask  for  a  black  student 
corridor,  Brooks  agreed  even  though  he  felt  it  was  a 
bad  idea.  He  helped  them  get  the  top  floor  of  Healy 
Hall— an  important  symbolic  gesture,  as  the  building 
was  named  for  Bishop  James  A.  Healy,  the  son  of  an 
Irish  immigrant  and  a  slave,  who  was  valedictorian 
in  the  first  Holy  Cross  class,  in  1849.  "Sometimes,  if  s 
better  to  let  them  do  what  they  want  and  see  if  it  works 
out,"  Brooks  explains.  Thomas,  who  voted  against  the 
idea  at  the  newly  established  Black  Students  Union, 
admits  that  the  corridor  "was  one  of  the  few  comfort 
zones  you  could  find." 


The  Camaraderie 

LIVING  TOGETHER  fostered  a  strong  sense  of  fraternity 
among  the  men.  The  leader  was  Wells,  who  had  quickly 
dropped  football  to  focus  on  his  studies  (the  move  didn't 
affect  his  scholarship).  Brooks  approved,  believing  it  was 
more  realistic  to  focus  on  a  career  that  would  tap  his  mental 
skills  rather  than  his  physical  ones.  (He  also  told  basketball 
team  captain  Grayson:  "You're  not  here  because  you  play 
basketball.")  The  priest  found  himself  spending  a  lot  of  time 
with  Wells,  talking  about  race  issues,  classes,  and,  as  often  as 
not,  what  the  black  students  wanted  on  campus.  "Ted  always 
knew  where  he  was  going,"  says  Brooks.  "He  was  willing  to 
put  in  the  effort  and  the  work  to  attain  the  goal." 

Wells  pushed  those  around  him,  and  so  did  the  others.  "He 
was  really  so  smart  but  thought  of  himself  as  an  underachiev- 
er,"  says  Jenkins,  his  former  roommate.  "I  would  go  to  bed  at 
1:00  in  the  morning  before  a  test  and  he  would  say  'J,  what 


Stanley  are  you  doing?'  'Getting  some  sleep.'  What  ( 

Grayson  think  you'll  get?'  'I  don't  know,  maybe  a  B.'  / 

President  and  COO        would  say:  'How  can  you  settle  for  a  B  whei 
of  M.R.  Beal  &  Co.  is  still  on  the  table?' " 

In  the  comfort  of  the  black  corridor,  the  m: 
free  to  be  themselves.  Jenkins,  the  star  footbaj 
er  whose  son  Julian  is  now  defensive  end  w 
Tampa  Bay  Buccaneers,  was  the  joker.  "If  Edd 
coming  in  to  discuss  an  issue  with  you,  he 
be  very  friendly  and  open  with  an  upbeat  top; 
joke,"  says  Brooks.  "He  wouldn't  ever  come  i 
a  long  face  to  tell  you  there  was  a  problem.' 
tended  to  spend  his  Saturday  afternoons  imin 
in  a  book  instead  of  conversation.  Grayson,  wl 
he  was  the  "Solomon-like  one  of  the  group" 
least  the  tallest,  at  6-ft.-4-in.— was  the  kee- 
the  van  keys.  They  used  it  to  get  to  mixers  a, 
schools  or  visit  Boston. 

The  enigma  for  many  was  Thomas.  Jon< 
he  was  determined,  even  in  the  way  he 
Dubbed  "Cous"  after  famed  Boston  Celtics  player  Bob 
because  of  his  "mistaken  view  of  his  athletic  ability,"  G 
says,  Thomas  was  known  for  his  loud  laugh  and  pench 
taking  the  opposite  side  of  an  argument.  "You  would  sa 
sky  is  blue,'  and  he  would  say:  'Actually,  it's  a  blend  of 
and  gray,'"  says  Grayson.  Thomas  and  Wells  would  gc 
to-head  on  a  number  of  issues— with  Thomas  often  ai 
ing  falling  in  line  with  the  rest  of  the  school  while  Well 
better  to  challenge  the  rules  and  create  something  new. 
the  best  theater  in  America,"  says  Jenkins. 

Brooks  sensed  early  that  Thomas  had  come  wit) 
he  calls  "emotional  struggles."  The  priest  spent  a 
time  listening,  and  trying  to  direct  him  however  he 
He  helped  find  summer  jobs  for  Thomas  and  his 
Hardy,  who  later  became  a  top  lawyer  before  dyir 
scuba  accident.  Brooks  let  them  live  in  a  house  Hoi; 
owned  over  the  summer.  He  had  made  similar  eft* 


«  FATHER 
BROOKS  BUILT 
CONFIDENCE. 
HE  MADE 
YOU  THINK 
ABOUT YOUR 
OPTIONS.  55 


I 


DEL  MONTE  chose  Cognos 
for  the  visibility  and  control 
we  brought  to  the  table. 


Del  Monte  Foods  needed  to  serve  up  the  right  product  to  the  right  place  at  the  right  time 
for  their  customers.  So  they  chose  the  Cognos  solution  for  performance  management. 
It  provides  the  key  ingredients  to  effectively  manage  their  supply  chain  in  response  to 
changing  retailer  demands.  Integrate  data  from  multiple  sources  for  a  holistic  view  of  over 
3,500  products  across  14  channels.  Monitor  a  scorecard  of  key  metrics  like  fill  rates, 
inventory  supply  and  demand,  and  return  on  trade  spend  investments.  And  analyze  the 
impact  of  consumer  and  market  trends  on  their  business. 

Del  Monte  is  just  one  of  the  high-performing  companies 

that  improves  its  performance  with  Cognos. 

19  of  the  top  20  consumer  packaged-goods  companies  do  the  same. 

Visit  www.cognos.com/proof  today. 


Copyright  ©  2007  Cognos  Incorporated.  All  rights  reserved. 


THE  NEXT  LEVEL  OF  PERFORMANCE1 


People 


Mentors 


help  other  black  students, 
even  scraping  together  extra 
cash  for  future  doctor  Mal- 
colm Joseph  when  the  young 
man's  parents  could  no  lon- 
ger afford  to  pay  the  inci- 
dental costs  of  having  him  in 
school.  Brooks,  says  Thomas, 
"filled  these  gaps  in  where 
you  came  from  and  where 
you  were ....  There  were  a  lot 
of  changes  to  absorb.  Just  to 
think  about  it  was  fatiguing. 
It's  still  really  fatiguing." 

The  Crisis 

THE  EVENT  that  cemented 
the  black  students'  bond 
with  Brooks  began  on  Dec. 
10, 1969.  Early  that  morning, 
several  dozen  students  pro- 
testing General  Electric  Co.'s 
alleged  profiteering  from  the 
Vietnam   War   blocked   the 

entrance  to  the  campus  center  to  stop  a  GE  recruitment 
drive.  About  five  black  demonstrators  showed  up  on  their 
own  after  the  Black  Students  Union  declined  to  support  it 
officially.  The  college  judicial  board  suspended  only  the  or- 
ganizers and  the  black  participants,  arguing  that  the  black 
students  were  easy  to  identify  from  pictures.  Wells  repre- 
sented the  expelled  black  students  before  the  board.  When 
he  and  Martin  complained  about  the  selective  treatment  to 
the  Reverend  Raymond  J.  Swords,  the  Holy  Cross  president 
refused  to  reverse  the  decision.  Almost  all  of  the  college's  65 
black  students  decided  to  quit.  "We  were  all  so  frightened 
about  the  consequences  of  quitting  school,"  says  Wells,  but 
he  adds  that  everyone  felt  they  had  to  take  a  stand.  "It  was 
discriminatory  and  unfair." 

The  cost  could  have  been  profound  had  Brooks  not 
stepped  in.  Calling  the  decision  unjust,  he  tried  to  secure 
an  amnesty  and  woo  the  students  back.  As  they  left  campus, 
often  to  the  deep  dismay  of  their  parents,  Brooks  worked 
through  the  nights,  talking  to  Wells,  the  president,  and  oth- 
ers. "We  had  no  money,  so  Father  Brooks  gave  us  a  couple 
hundred  dollars  for  food."  Brooks  argued  vehemently  that 
the  administration  had  to  back  down  from  singling  out 
black  students  for  punishment.  "It  was  racism,  basically," 
he  now  says  of  the  school's  decision.  Finally,  after  more 
than  two  days  of  sweaty  discussions  and  national  headlines, 
Swords  granted  amnesty.  Alumni  were  outraged.  It  was 
Brooks  who  took  on  the  task  of  trying  to  appease  them  while 
reinforcing  the  message  that  "African  Americans  will  be  at 
Holy  Cross,  whether  you  like  it  or  not." 


Today 


AS  THE  YEARS  PASS,  the  imprint  of  the  experience  these  men 
shared  at  Holy  Cross  remains  indelible.  None  of  them  is  sure 
where  he  would  be  without  having  lived  through  it.  Thomas 
left  in  1971  to  pursue  his  dream  of  getting  a  law  degree  at  Yale, 
an  experience  that  he  considered  a  letdown  compared  with 
his  undergraduate  years.  "Let  me  put  it  this  way.  It  wasn't 
the  kind  of  environment  Holy  Cross  was,"  says  Thomas,  who 
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characterizes  Holy  ( 
as  a  B  or  B+  scho< 
the  time.  Unlike  Yale, 
Cross  wasn't  an  elit 
stitution.  Nobody  ex 
ed  black  students  tc 
grateful  simply  for  ge 
a  foot  through  the 
"You  don't  go  to  cc 
to  be  a  decoration.  "V ; 
not  there  to  please 
people,"  he  says.  "I 
to  school  to  learn  an 
on  with  my  life." 

The  rest  left  in 
some  with  paths  cl 
paved   and   others 
ing  time  to  figure  I 
out.    Grayson's    hi 
ball  dreams  were  d; 
when  he  broke  his 
cap  in  the  middle  i 
nior  year  and  lost  h: 
portunity  to  be  dr? 
Brooks  helped  to  se- 
through  it.  Like  many  of  his  classmates,  Grayson  wentlj 
get  a  law  degree,  in  part  because  "it  took  away  the  que;p 
about  your  ability."  He  then  moved  into  the  corporate  a  j 
politics,  and  finance,  becoming  the  first  African  Ameri<i 
head  the  municipal  bond  department  of  a  major  firmn 
dential  Securities).  Brooks  and  the  school  "left  me  wij 
sense  that  I  could  compete,"  says  Grayson,  now  pre*; 
and  chief  operating  officer  of  M.R.  Beal  &  Co.,  an  ii 
ment  firm.  Jenkins  had  his  stint  in  the  NFL  before  get  J 
law  degree  and  pursuing  a  career  in  Boston.  "We  all  | 
where  we  were  and  where  we  wanted  to  go,"  he  sayss 
Jones,  who  was  briefly  homeless  and  stuck  in  less  lucj 
jobs,  never  let  go  of  his  ambitions,  thanks  to  encouragij 
he  got  at  Holy  Cross.  "If  I  hadn't  gone  there,  I  wouldh 
been  a  writer,"  he  says. 

Brooks  wasn't  a  savior,  nor  was  he  even  really  a  father  I 
What  he  did,  in  Wells'  view,  was  prove  that  someone  at  thn 
est  level  of  the  college  deeply  cared  about  them  and  their  s  \ 
"Knowing  that  made  it  possible  for  us  to  remain  engage  J 
says.  "We  changed  the  college,  and  it  changed  us." 

Thomas,  for  one,  sometimes  yearns  for  the  camarad(| 
those  days.  "I've  been  focused  on  these  jobs  which  co 
your  life,"  he  says,  pointing  to  a  sketch  that  sits  on  the  | 
his  Supreme  Court  chambers.  It  shows  a  man  draped  o  [ 
desk,  arms  falling  lisdessly  towards  the  floor.  A  friencil 
captured  his  life.  "Just  exhaustion.  Mental.  Physical.  Spi  [ 
Thomas  explains.  "You  just  want  to  slow  down.  You  see 
take  a  walk,  and  you  want  to,  too."  One  thing  that  mak 
smile  is  the  thought  of  the  Jesuit  priest  who  helped  hin 
during  a  difficult  period  in  his  life.  It  wasn't  serendip: 
his  peers  went  on  to  such  successful  careers,  he  insists. 
Father  Brooks."  ■ 
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THE  LEGACY  CONTINUES 

ONLINE:  Log  on  to  read  excerpts  of  an  exclusive  interview  with  Suprei  | 
Court  Justice  Clarence  Thomas,  in  which  he  reflects  on  racial  politics, 
education,  and  other  influences  on  his  life. 
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T-Mobile's  Unlikely 
Cleanup  Rider 

The  telecom  has  tapped  VoiceStream  founder 
Bob  Stapleton  to  get  its  team  back  on  track 


BY  JACK  EWING 

IN  THE  INSULAR  WORLD  OF  PRO 
cycling,  Bob  Stapleton  stands  out. 
For  one  thing,  he's  an  American  in 
a  sport  run  primarily  by  Europe- 
ans. For  another,  the  new  chief  of 
the  T-Mobile  racing  team  comes 
armed  with  an  impressive  resume 
and  an  MBA  from  the  University  of  Cali- 
fornia at  Riverside— even  if  he  doesn't  yet 
have  any  Tour  de  France  trophies. 

Cycling,  plagued  by  doping  scandals 
and  the  defection  of  sponsors  even  as 
its  popularity  grows  in  the  U.S.,  could 
use  a  dose  of  Management  101.  And 


few  teams  need  more  help  than  the  one 
sponsored  by  T-Mobile,  whose  star  rider 
Jan  Ullrich  was  accused  of  using  perfor- 
mance-enhancing substances  on  the  eve 
of  last  year's  Tour  de  France.  After  the 
avalanche  of  bad  publicity  that  followed, 
the  company  considered  ending  its  15- 
year  sponsorship. 

Instead,  T-Mobile  turned  to  Stapleton. 
The  48-year-old  co-founder  of  Voice- 
Stream  Wireless  pocketed  a  fortune  after 
T-Mobile's  parent,  Deutsche  Telekom, 
bought  his  company  six  years  ago  for 
$50  billion.  T-Mobile  executives  knew 
and  trusted  the  Californian,  who  had 


served  on  the  board  of  T-Mobi 
after  the  VoiceStream  acquisition, 
didn't  hurt  that  Stapleton  was  a 
enthusiast  who  had  been  mana§  | 
Mobile's  lower-profile  women's  I 
"Bob  Stapleton  represented  a  clea 
from  the  'old  school'  cycling  mer^, 
says  Hamid  Akhavan,  CEO  of  \ 
based  T-Mobile  International. 

Stapleton's  plan  for  the  T-Mol 
ers,  worked  out  during  several  mc 
18-hour  days  before  he  officially  tc 
the  team  in  November,  has  all  1  j 
marks  of  a  classic  corporate  turn;  I 
Reposition  the  brand  (as  the  ( J| 
team  in  pro  sports).  Find  a  com, 
advantage  (with  training  techniqi ' 
to  cycling).  Recruit  fresh  mana 
(led  by  Sporting  Director  Rolf  1 
respected  former  cyclist).  Build 
(by  attracting  new  sponsors). 

RAISING  EYEBROWS 

A  KEY  PART  of  the  effort  is  th< 
technology.  Its  bikes,  custom-! 'I 
Taiwan-based  Giant,  are  equipp 
sensors  that  gather  informatioi 
riders'  condition,  which  is  then  u 
to  a  central  database.  The  sysi 
coaches  make  better  decision 


should  take  the  leading  role  in 
s,  and  is  part  of  a  culture  change 
leton  is  pushing  on  a  team  once 
inated  by  a  few  stars.  "Merit  is  the 
3  for  advancement,"  Stapleton  says. 
'ou're  ready  to  go,  you're  going  to 
'our  chance  in  the  race— not  some- 
preordained  six  months  earlier." 
die  team  may  be  the  only  one  in  pro 
ing  where  every  member  has  mobile 
dl  to  stay  in  touch  between  races, 
hat  has  really  raised  eyebrows  in  the 
ting  world,  though,  is  Stapleton's 
tolerance  policy  toward  doping.  He 
ntroduced  a  testing  regime  that  goes 
heyond  what  the  rules  require,  in- 
ng  a  new  procedure  that  can  detect 
iscule  fluctuations  in  blood  volume 
pinpoint  previously  invisible  forms 
nping.  If  Stapleton's  cyclists  can  be 
>etitive  in  the  three-week,  2,200- 
Tour  de  France— one  of  the  most 
ing  events  in  all  of  sports— it  will 
:  that  athletes  of  any  kind  can  win 
.  Stapleton's  efforts  "will  rub  off  on 
Df  other  people,"  says  Pat  McQuaid, 
dent  of  the  Swiss-based  Interna- 
1  Cycling  Union,  which  oversees  the 
I  ProTour. 

EST  RESULTS 

LETON  STILL  has  to  prove  that  the 
road  is  the  fastest  road.  As  he  readily 
des,  the  T-Mobile  squad  lacks  a  top 
inder  following  the  departure  of  Ull- 
who  denies  doping,  but  announced 
etirement  from  the  sport  on  Feb. 
["-Mobile's  best  hope  is  27-year-old 
alian  Michael  Rogers,  who  finished 
n  last  year's  Tour.  "There  are  many 
e  who  would  say  you  can't  win 
ut  drugs,"  says  Stapleton.  "I  believe 
in,  but  if  s  going  to  take  time."  The 


PLAYBOOK: 

BEST  PRACTICE  IDEAS 


Smoother  Ride 

How  wireless  pioneer  Bob  Stapleton  is 
applying  business  know-how  to  get  T- 
Mobile's  cycling  team  back  in  gear 


REPOSITION  THE  BRAND 

There's  continuous  drug  testing  and  a  zero- 
tolerance  policy  toward  doping 


RECRUIT  FRESH  TALENT 

The  sporting  director  and  nearly  halt  the  riders 
are  new  this  year 


FIND  A  COMPETITIVE  EDGE 

T-Mobile's  riders  use  training  techniques  never 
before  used  in  cycling 


USE  NOVEL  TECHNOLOGIES 

Bike  sensors  and  software  continuously  track 
riders'  fitness 

DEVELOP  NEW  REVENUES 

The  team  has  new  sponsors  and  is  selling  more 
jerseys  and  other  souvenirs 

early  results  are  modest:  Rogers  finished 
seventh  in  February's  Tour  of  California, 
though  Stapleton  was  heartened  when 
Gerald  Ciolek,  a  20-year-old  T-Mobile 
rookie,  came  within  millimeters  of  a 
stage  win. 

To  prove  the  doubters  wrong,  Staple- 
ton  dispatched  the  team  to  a  seaside 
resort  on  the  Spanish  island  of  Mallorca 
in  January.  There,  T-Mobile's  riders  were 
subjected  to  exquisite  torture,  such  as 


piling  into  the  hotel's  uncomfort- 
ably cold  pool,  where  they  stood 
shivering  in  waist-deep  water,  sing- 
ing Happy  Birthday  to  a  teammate. 
The  point?  After  a  hot  day  of  racing, 
the  riders  should  soak  in  a  swim- 
ming pool  or  a  cold  bath  to  speed 
recovery  time.  Stapleton,  watching 
from  poolside,  looked  pleased.  "The 
benefits  are  well  proven,"  he  said. 

At  the  resort,  riders  also  had  to 
participate  in  early  morning  drills, 
led  by  fitness  consultants  from  Tem- 
pe  (Ariz.)-based  Athletes'  Perfor- 
mance. The  idea  is  to  develop  mus- 
cles in  the  hips,  torso,  and  shoulders 
that  cyclists  tend  to  neglect.  The 
National  Football  League  uses  the 
same  methods,  but  they  are  untested 
in  pro  cycling.  There's  even  a  team 
shrink,  in  line  with  Stapleton's  be- 
lief that  being  mentally  fit  is  key  to 
victory  in  cycling.  "Bob  is  trying  to 
give  riders  everything  they  can  use 
to  win,"  says  Aaron  Olsen,  a  29- 
year-old  Oregon  native  who  joined 
the  men's  team  this  year  in  part 
because  he  heard  good  things  about 
Stapleton. 

In  the  final  analysis,  winning  is 
crucial  to  building  revenue  for  the 
team.  T-Mobile  was  once  among  the 
best-financed  teams  in  cycling,  but  after 
Deutsche  Telekom  slashed  the  budget,  it 
now  operates  on  something  north  of  $13 
million  a  year,  or  just  a  little  more  than 
the  average  for  pro  cycling.  Stapleton 
plans  to  boost  revenue  by  selling  more 
team  merchandise  such  as  jerseys,  and 
in  a  bid  to  attract  American  sponsors,  the 
team  is  entering  four  U.S.  races  this  year. 
"My  goal,"  says  Stapleton,  "is  to  build 
this  into  a  major  sports  franchise."  ■ 
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Forget  Davos. 

I'm  Booked  Up  for  TED 

The  Monterey  thinkfest  has  become  Silicon 
Valley's— and  Tinseltown's— place  to  be  seen 


BY  JESSI  HEMPEL 

LONG  BEFORE  GOOGLE 
bought  YouTube  and  iTunes 
began  hawking  Grey's  Anat- 
omy episodes,  Silicon  Val- 
ley was  trading  secret  hand- 
shakes with  Hollywood  at 
an  exclusive  gathering  on 
the  California  coast.  Beginning  in  1984, 
high-rolling  techies  mixed  with  enter- 
tainers and  others  to  trade  big  ideas  at 
the  TED  (technology,  entertainment,  and 
design)  conference,  held  in  recent  years 
in  Monterey.  The  Apple  Macintosh  was 
first  unveiled  during  TED.  Wired  maga- 
zine received  its  first  seed  money  there. 
And  last  year  Google  used  the  occasion  to 
appoint  Larry  Brilliant  head  of  its  billion- 
dollar  charitable  arm,  Google.org. 

But  lately,  feeding  off  the  second  Inter- 
net boom,  TED  has  climbed  into  the  ce- 
lebrity-circuit stratosphere.  The  demand 
to  get  in  rivals  such  gatherings  as  the 
Allen  &  Company  Sun  Valley  conference, 
the  World  Economic  Forum  in  Davos,  and 
the  Clinton  Global  Initiative  in  New  York 
City.  Nearly  1,000  TEDsters  paid  $4,400 
to  attend  this  year's  three-and-a-half-day, 
invitation-only  festivities,  which  begin  on 
Mar.  7.  And  openings  for  next  year's  con- 
ference sold  out  in  mid-February,  just  10 
days  after  registration  opened,  even  after 
the  price  of  entry  was  bumped  to  $6,000. 


Author/technologist  Chris  Anderson, 
50,  who  used  his  charitable  foundation  to 
buy  the  conference  in  2000,  is  harnessing 
this  momentum  to  turn  TED  into  a  global 
brand.  TED  has  launched  a  $100,000 
humanitarian  prize  and  now  runs  a  bi- 
annual global  conference  as  well,  which 
will  take  place  in  Arusha,  Tanzania.  This 
summer,  Anderson  started  free  Webcasts 
of  past  sessions,  called  TED  Talks. 

What  draws  the  A-list  to  TED,  of 
course,  is  the  chance  to  rub  elbows  with 
and  be  considered  part  of  an  eclectic 
crowd  of  thinkers.  In  one  session  of 


THE  A-LIST  At  the 

2006  conference 
(clockwise  from 
upper  left): 
musician  Peter 
Gabriel,  TED 
organizer  Chris 
Anderson,  and 
Amazon.com's 
CEO  Jeff  Bezos 


■ 


COOLDISPLA 

TEDsters 
schmooze 
while  observ 
jellyfish 


this  year's  conference  named  "II 
Dream,"  war  photographer  James ' 
wey,  biologist  E.O.  Wilson,  former 
dent  Bill  Clinton,  and  singer  Paul 
will  each  deliver  18-minute  presem 
on  topics  of  their  choosing.  In  ai 
entitled  "Exploration  and  Awe," 
cal  group  They  Might  Be  Giants  ii 
up  with  Virgin  Group  founder  K> 
Branson,  cave  explorer  Bill  Ston 
neurologist  Vilayanur  Ramachanc 

TED  is  a  place  where  "you  meet l 
who  are  smarter  than  you  are,"  e: ( 
Max  Levchin,  who  founded  the  | 
Web-payment  service  at  23.  Le 
highlight  came  three  years  ago  w 
bumped  into  Matt  Groening,  ere 
The  Simpsons,  while  sipping  fre 
bucks  at  the  conference.  "I  wou 
said,  this  is  the  greatest  momem 
life,"  Levchin  says.  "But  then  I 
around  and  immediately  met  Cra 
ter,"  mapper  of  the  human  genon 

In  recent  years,  the  conferee 
added  a  strong  humanitarian  foe 
will  mark  the  third  year  for  tl 
Prizes,  which  grant  money  and  re 
to  three  social  entrepreneurs  to 
a  dream  of  their  choosing.  Pa 
ners  have  included  Bono,  who  i 
platform  to  build  a  community  t 
American  activists  for  Africa, 
won  this  year,  along  with  Nadir1 
Wilson.  As  in  the  past,  when  win 
nounce  their  plans,  checkbooks  v     l)r 
to  augment  the  gift  and  people  w»    totj 
to  volunteer  their  services. 

All  this  do-goodism  is  a  stret 
the  conference's  roots.  Some 
TEDsters  find  it  a  bit  disingenuo 
few  prominent  tech  geeks  have 
coming  in  recent  years.  "I  don't  t 
Sve  are  the  world'  line  is  releva 
discussion  of  good  ideas,"  says 
Schrage,  co-director  of  the  MI 
Lab,  who  no  longer  attends.  "It  s 
feel  like  they  were  trying  to  get . 
Jolie  to  schedule  it  in  on  her  \ 
from  Davos."  ■ 
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6  TOP  COMPANIES:  AVERAGE  55%  RETURN 

Equity  Investor's  Micro-Cap  Review 

»  Micro-Cap  companies  featured  on  this  page  were  among  America's  top  domestically  traded  companies 
h  market  capitalizations  from  $20  million  to  $500  million,  in  terms  of  12-month  share  price  performance  for 
period  ending  12/31/06.  While  past  performance  is  never  a  guarantee  of  future  results,  these  six  companies 
resent  investment  opportunities  worthy  of  any  Micro-Cap  investor's  close  consideration. 


ORL 
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12  Month  Share  Price  Performance  for  period  ending  12/31/06 


Stock 


S&P500 


I 
ORL  Auto  Parts,  Inc. 

ymbol:  SORL  (Nasdaq) 

(idustry:  Auto  Parts  Manufacturing 

\  Contact:  Christoper  Chu 

Dhu@hfgcg.com 

hina's  leading  manu-       CiffiitDI 

■cturer  and  distributor         if  #f\  I 
f  automotive  air  brake     ~  **  '  *"* 
lives  for  commercial  vehicles  weighing 
/er  three  tons,  such  as  trucks  and  buses. 
DRL  distributes  products  both  within 

Inina  and  internationally  under  the  SORL 
idemark.  The  Company's  product  range 
eludes  40  types  of  air  brake  valves  and 
iter  800  different  specifications. 

|MARKET  CAPITALIZATION:  $171.8  mil. 


LBFoster 


'06  9  MONTHS  REV.  GROWTH:  32.8% 

0  '06  9  MONTHS  NET  INC.  GROWTH:  31 .2% 
'»f06  9  MONTHS  RET.  ON  EQUITY:  25.4% 

1  06  9  MONTHS  EPS:  $0.43 

'I  I 

jr  iendly  Ice  Cream  Corporation 

l,^mbol:FRN  (AMEX) 

;,  Justry:  Restaurant 

j  Contact:  Deborah  Bums 

3bbie.bums@friendlys.com 
ref  endly  Ice  Cream  is       CSo 

estaurant  company   QJftfaidJfo's 


:r« 


rving  signature 
ndwiches,  entrees 


d  ice  cream  in  a  family  environment  in 
er  520  company  and  franchised 

istaurants  primarily  in  the  Northeast. 

^3  also  manufacture  ice  cream,  which  is 
tributed  in  over  4,000  supermarkets 

Mltd  other  retail  locations. 

l^/IARKET  CAPITALIZATION:  $98.5  mil. 
JOMPARABLE  SALES:  1 .4%  (YTD  Q3) 
PS  GROWTH:  62.2%  (YTD  Q3) 
■  YEAR  AUV  GROWTH:  20.3% 
YEAR  REDUCTION  IN  DEBT:  19.7% 


L.B.  Foster  Company 

Symbol:  FSTR  (Nasdaq) 

Industry:  Transportation  Infrastructure 

IR  Contact:  David  Russo 

lnvestors@lbfosterco.com 

Recognized  as  an 
industry  leader,  L.B. 
Foster  manufac- 
tures, fabricates  and  distributes  quality 
rail,  construction  and  tubular  products 
necessary  to  build  and  maintain  our 
nation's  infrastructure.   Founded  in  1902, 
the  Company  provides  superior  products 
and  services  to  its  customers  and  sus- 
tainable growth  to  its  shareholders. 

•  MARKET  CAPITALIZATION:  $273  mil. 

•  SALES  GR.  RATE  (3  YR  CAGR):  1 7.7% 

•  PRETAX  INC.  GR.  RATE  (3  YR  CAGR):  61.6% 

•  RETURN  ON  EQUITY:  13.8% 

•  PRETAX  INC.  CONT  OPS  %  SALES:  4.1  % 

lnsure.com,  Inc. 

Symbol:  NSUR  (Nasdaq) 

Industry:  Internet  Insurance  Brokerage 

IR  Contact:  Phil  Perillo 

phil@insure.com 

lnsure.com  is 
an  independ- 
ent, Internet- 
oriented  insurance  brokerage  that  caters 
to  self-directed  insurance  shoppers. 
Founded  in  1984,  the  Company  gener- 
ates revenues  from  the  receipt  of  com- 
missions on  life  insurance  sold  as  well 
as  fee  revenue  from  the  sale  of  non-life 
insurance  web  site  leads. 

•  MARKET  CAPITALIZATION:  $31  mil. 

•  CASH  AND  SECURITIES:  $8.2  mil. 

•  DEBT:  $0 

•  BOOK  VALUE  PER  SHARE:   $2.67 

•  2006  REVENUES:  $17.2  mil. 
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lnsure.com 


Covad  Communications 

Symbol:  DVW  (AMEX) 

Industry:  Telecommunications 

IR  Contact:  Robert  Dougherty 

rdougher@covad.com 

Covad  is  a  leading 
nationwide  provider 
of  integrated  com- 
munications, owning  the  largest  next- 
generation  data,  voice  and  fixed  wire- 
less network.  Services  are  currently 
available  in  44  states,  passing  more 
than  57  million  homes  and  businesses, 
representing  over  50  percent  of  all  US 
homes  and  businesses. 

•  MARKET  CAPITALIZATION:  $408  mil. 

•  ANNUAL  GROWTH  PROD.  INCR.:  48% 

•  ANNUAL  RETAIL  REVENUE  INCR.:  26% 

•  2006  A-EBITDA:  $39.6  mil. 

•  Q4  '06  CASH  FLOW  FROM  OPS:  $8  mil. 

INX  Inc. 

Symbol:  INXI  (Nasdaq) 
Industry:  Communications 
IR  Contact:  Brian  Fontana 
Brian.fontana@inxi.com 

INX  provides  end  to  end  IP 
communication  solutions 
for  enterprise  organizations 
including  corporations,  public  schools,  feder- 
al, state  and  local  governmental  agencies. 
INX's  services  include  advanced  technology 
solutions  supporting  IP  network  infrastructure 
and  VoIP  implementations. 

•  MARKET  CAPITALIZATION:  $65.0  mil. 


0 


INX 


i    •  RAPID  REV.  GR.  WITH  3  YR  CAGR:  53% 
.  Q4  FY06  REV.  GR.  91  %  OVER  PRIOR  YR. 

•  IP  COM.  IS  A  MULTI-BIL.  GR.  INDUSTRY 

•  ENT  VOIP  EXP  TO  GROW  25+%  PER  YEAR 
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eBay's  Bid  for 
Celebrity  Cachet 

How  it's  trying  to  raise  its  style  profile  to  fend 
off  online  shopping  rivals 


BY  LOUISE  LEE 

FOUR  DAYS  BEFORE  THE 
Oscars,  Constance  White 
was  buzzing  around  a  suite 
at  the  Four  Seasons  hotel 
in  Beverly  Hills,  surround- 
ed by  racks  of  designer 
dresses  and  killer 
heels.  White  looked  for  all  the 
world  like  a  designer  hop- 
ing to  land  her  creations  on 
the  red  carpet.  In  fact,  all  the 
items  were  plucked  from  eBay, 
where  White  is  the  style  di- 
rector, charged  on  this  day 
with  convincing  Holly- 
wood stylists  that  their 
celebrity  clients  would 
look  fab  in  togs  from  the 
online  marketplace.  Like 
a  red  vintage  dress  from 
Azzedine Alaia.  "I'd  love 
to  get  that  onto  Jessica 
Biel,"  says  White. 

Alas,  no  eBay  clothes  ap- 
peared at  the  Oscar  ceremo- 
ny (although  actress  Marlee 
Madin  did  wear  a  silk  Chloe 
cocktail  dress  from  the  site 
to  Elton  John's  AIDS  aware- 
ness fund-raiser  afterward, 
the  company  says).  White  is 
undeterred.  Her  mission:  to 
raise  the  profile  of  eBay  Inc.'s 
fashion  business,  which  it 
flogs  on  both  its  traditional 
auction  site  and  its  year- 
old  eBay  Express  site,  where 
individuals  and  mom-and- 
pop  retailers  sell  mosdy  new 
items  for  a  set  price. 

Already,    eBay's    apparel 
site  draws  an  audience  larg- 
er than  those  of  competing 
sites,  including  Victoria's 
Secret  and  Lands1   End, 
according   to   researcher 

82  I  BusinessWeek  I  March  12.  2007 


I* 


Nielsen//NetRatings.  But  the 
site  is  under  pressure  to  boost 
its  offerings  of  new  and  higher- 
priced  goods  to  fend  off  com- 
petitors, particularly  Google 
Inc.,  that  are  turning  up  the  heat  in 
the  shopping  and  auction  businesses. 
In  2006,  eBay's  revenue  from  its 
core  auction  and  shopping  units 
grew  24%,  to  $4.2  billion— help- 
ing place  the  company  at  No.  37 
in  the  BusinessWeek  50  ranking  of 
best-performing  companies.  That 
increase  was  off  from  the  36% 
rate  the  previous  year,  though, 


J 
The  Best  Performers 


Style  director 
Constance  White 
seeks  designers  who 
will  sell  on  the  site 


and  the  value  of  clothing 
sold  on  the  site  also  grew  at 
a  slower  pace. 

As   she  works  tireless- 
ly to  raise  eBay's  fashion 
quotient,   White    "brings 
credibility  to  eBay,"  says 
North  American  head  Bill 
Cobb.  A  former  New  York 
Times  style  reporter  and 
Elle  magazine  editor  who 
joined  eBay  in  2003,  she 
is  a  regular  at  runway 
shows,  hunting   down 
designers    willing    to 
sell  their  creations  on 
the  company's  site, 
if  only  for  a  short 
time.     In     2004, 
White      homed 
in  on  Proenza 


Schouler,  a  fledgling  brand  that 
starting  to  crop  up  in  fashion  mag 
spreads.  In  the  deal,  the  label  oi 
more  than  100  items  exclusive] 
eBay's  auction  site  for  10  days, 
all  the  items  received  bids,  and 
sold,  for  a  total  of  $7,127.  "It's  all 
building  buzz  among  fashion  infl 
ers,"  says  White. 

White  snagged  a  handful  of  d( 
ers,  including  Stephen  Burrows 
Douglas  Hannant— favorites 
New  York  socialites— to  provide 
dresses  for  eBay's  pre-Oscar  sh( 
at  the  Four  Seasons, 
brands,  like  many  hig 
labels,  aim  to  get  in  fr< 
regular  shoppers  who 
ably  wouldn't  buy  their 
gowns  but  might  sprir 
some  less-expensive  ac 
ries.  "The  value  of  our 
tionship  with  eBay  is  about  expo 
says  John  R.  Miller,  managing  di 
of  the  Stephen  Burrows  brand. 
Oscar  ceremony,  eBay  is  keepin 
clothes,  hoping  to  get  them  onto 
celebrities  down  the  road. 

The  eBay  strategy  is  similar  to  i 
discounter  Target  Corp.,  which 
the  slogan  "Design  for  All"  casts  il 
a  purveyor  of  chic  clothes  and  ao 
ries.  That  strategy  bufftf 
get's  image,  setting  it! 
from  other  discount 
ers.  But  some  observers! 
that  eBay  can  ever  bt 
substantial  following 
fashionistas.  "That's  a 
a  stretch,"  says  Forres1- 
search  Inc.  analyst  Su>; 
Mulpuru.  "EBay  is  hi: 
by  its  image  of  being  i 
tion  site  for  used  items.  That 
down  its  efforts  to  be  aspirationalJ 
Indeed,  most  eBay  users  are  fa] 
likely  to  buy  or  sell  $40  Liz  Claj 
bags  than  $1,000  dresses.  So  n 
prisingly,  the  bulk  of  White's  \m 
aimed  squarely  at  Middle  Ameri 
frequendy  appears  on  the  7bdaj| 
recentiy  offering  suggestions  ft  J 
to  spruce  up  a  tired-looking  wj| 
(think  new  shoes  and  maybe 
trench  coat)  and  how  teen  gig 
dress  to  look  trendy,  but  not  trai  [ 
clothes  found  on  eBay. 

White  also  pens  a  blog  on  til 
site  giving  practical  clothing  t 
real-world  scenarios  such  as  "ri 
the  parents."  Among  the  advice 
a  middle  ground  between  wi 
wallflower."  It  isn't  a  bad  descri]  | 
where  eBay  would  like  to  be.  I 
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/e  know  what  it  takes  to  be  a  Tiger. 

yvhat  separates  high  performers  from  lesser  competitors 
jsn't  just  talent.  It's  the  way  they  fuse  their  capability  and 
mindset.  It's  what  we  call  performance  anatomy  and  it's 
)ne  key  finding  from  our  groundbreaking  research  into  the 
world's  most  successful  companies.  For  an  in-depth  look 
Jt  our  study  of  and  experience  with  high  performers,  visit 
)ccenture.com/research 
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High  performance.  Delivered. 


"THE  BEST 
WAY  TO 
PREDICT  THE 

FUTURE  IS 

TO  CREATE  IT/' 

-Peter  Drucker 


"CAPTURES... 

the  essence 
of  Peter 
Drucker." 
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Marketing 


Fast  Food 


Burrito  Buzz- 
And  So  Few  Ads 

How  Chipotle  keeps  sales  climbing  with 
a  minuscule  marketing  budget 


BY  MICHAEL  ARNDT 

IT  IS  DEEP-FREEZER  COLD  OUT- 
side— just  5  degrees— and  the 
snow  is  coming  down  hard.  Never 
mind.  Trey  Parrott  has  just  trudged 
up  Chicago's  Michigan  Avenue  to 
Chipode  Mexican  Grill  for  lunch. 
Parrott,  25,  figures  he  has  eaten  at 
Chipode  every  week  since  a  friend  first 
took  him  to  one  seven  years  ago,  when 
he  was  a  high  school  senior  in  Kansas 
City,  Mo.  Over  that  stretch,  he  has  also  re- 
versed roles:  Today  he  has  brought  along 
a  couple  of  co-workers  who've  never 
been  in  a  Chipode  before.  Their  snap  re- 
view? Two  thumbs-up. 

Most  fast-food  chains  drum  up  traffic 
by  barraging  consumers  with  mass-media 
ads,  trumpeting  their  newest  product  or 
latest  deal.  Chipode  Mexican  Grill  Inc. 
plays  by  different  rules.  The  Denver-based 
company  eschews  TV  commercials  and 
most  other  traditional  advertising.  In  fact, 
it  spends  less  in  a  year  on  advertising 
than  McDonald's  Corp.,  its  former  parent, 
spends  in  48  hours.  "Advertising,"  de- 
clares M.  Steven  Ells,  Chipode's  founder 
and  chief  executive,  "is  not  believable." 
Instead,  Chipode  banks  on  customers  to 
spread  the  word.  And  like  Parrott,  who 


works  for  Citigroup's  Primerica  Fi  | 
Services,  they  routinely  do. 

This  all-volunteer  army  has 
make  Chipode  one  of  the  hottes  j 
erties  in  the  restaurant  indust 
store  sales  jumped  13.7%  in  2(1 
ninth  straight  year  of  double-d.j 
creases.  The  573-unit  chain  rankn 
among  quick-serve  Mexican  plan 
just-published  national  survey 
sumers  and  tied  for  fourth  out  c 
brands  overall.  Chipode  can  al 
about  the  biggest  bang  of  any  initij 
lie  offering  in  2006:  Its  share  p 
nearly  tripled,  to  60,  since  January 
when   McDonald's  began  its 
which  was  completed  last  Octobf 

Fittingly,  Chipode  is   also  |J 
ing  buzz  for  word-of-mouth  ma  3 
These  days  the  typical  consume 
posed  to  so  many  paid  pitches— e 
range  from  600  to  3,000  a  dii 
people  tend  to  tune  them  out.  Pec  j 
dismiss  almost  anything  that  con  | 
big  companies,  notes  Dan  Bi 
senior  vice-president  of  Denuo. 
media  consulting  division  of 
Groupe.  But  if  people  hear  d 
message  from  a  friend  or  even  a  f 
he  adds,  they'll  probably  believe  ji 


pster  has  nothing  to  gain.  "Chipotle 
r  has  got  it  nailed,"  Buczaczer  says. 
have  people  evangelizing  the  brand 
jse  they  love  it." 

hat  advertising  Chipotle  does  is 
ly  on  billboards  or  radio,  touting 
mple  size  or  fresh  ingredients  of 
urritos  and  tacos,  though  with  a 
of  irony.  But  its  marketing  budget 
nimal.  Over  the  first  11  months  of 
McDonald's  spent  $818.9  mil- 
m  traditional  media  advertising  in 
I.S.,  while  Yum!  Brand  Inc.'s  Taco 
init  spent  $252.4  million,  accord- 
3  Nielsen  Monitor-Plus.  Chipotle's 
y  over  the  same  span:  $4-5  million. 
led  at  another  way,  Chipotle  spent 
han  1%  of  its  full-year  revenue  of 
.9  million  on  ads  vs.  4%  or  more  by 
rger  rivals. 

e  thriftiness  goes  back  to  Chipotie's 
n  1993,  when  Ells  opened  a  cramped 
:  in  a  Denver  storefront.  With  only 
(00  to  cover  everything,  he  recalls, 
a  single  ad  seemed  too  costiy.  Be- 
EUs,  a  white-tablecloth  chef  who 
:d  at  the  Culinary  Institute  of  Amer- 
lought  customers  should  be  swayed 
first  and  foremost  by 
the  food.  So  instead 
of  telling  people  about 
Chipode's  burritos 
he  gave  them  away 
When  dozens  of  re- 
porters were  camped 
out  in  Denver  in  1997 
as  Timothy  J.  McVeigh 
was  tried  for  the  1995 
Oklahoma  City  bomb- 
ing, Chipode  regularly 
delivered  free  food  to 
the  courthouse. 
Ir  V»QC  The       handouts 

are  now  part  of 
Chipotle's  strategy. 
When  Chipode  came 
to  midtown  Manhat- 
tan last  July,  it  gave 
burritos  away  to 
|j)/~\  6,000  people,  some  of 

L  "  whom  stood  in  line 

for  two  hours.  The 
stunt  cost  $35,000, 
s  James  W.  Adams,  Chipode's  mar- 
;  director.  In  return,  the  company 
3  6,000  new  spokespeople.  "You 
spend  that  same  amount  on  an  ad 
:  New  York  Times  and  you  wouldn't 
that  many  people  talking  about 
Adams  points  out.  "The  response 
food  is  almost  always  positive.  It's 
e  and  it's  tasty."  But  don't  just  take 
1  him;  any  Chipotle  regular  would 
>rbly  say  the  same  thing.  ■ 
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teams  on  two  continents 


to  find  time  to  learn  a  third  language 
to  keep  the  competition  guessing 
to  inspire  his  community 


to  make  all  his  son's  soccer  games 
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The  Duke  Executive  MBA  offers  working  professionals  the 
global  perspective  and  collaborative  team-based  curriculum 
you  need  to  advance  your  career  in  a  constantly  changing 
business  world.  To  learn  more,  visit  DukeExecutiveMBA.com. 
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CALCULATE  YOUR  SAVINGS 

TO  THE  ENVIRONMENT.  TO  YOUR  BOTTOM  LINE. 


For  logistics  managers,  SmartWay 
can  add  up  to  7%  in  fuel  savings. 

SmartWay'Transport  helps  shippers  and  for-hire  carriers  lower 
greenhouse  gases  and  other  emissions,  while  at  the  same  time 
giving  the  average  truck  a  fuel  savings  of  $2,000  per  year. 

To  find  out  more  about  this  new  partnership,  call  for  your  info  kit 
at  1-734-214-4767  or  log  onto  www.epa.gov/smartwaylogistics. 


^Ifc^  SmartWay" 

Transport  Partnership 

Getting  There  With  Cleaner  Air 


A  new  voluntary  program  from  the 
U.S.  Environmental  Protection  Agency 


INHALANTS  CAN  KILL 


T 

FT 


Inhalants  are  ordinary  household  products  that  kids  as  young  as  ten  sniff  to  get  high.  And  sniffir 
cause  sudden  death.  Talk  to  your  kids.  If  you  know  what  they're  doing,  they're  much  less  likely 
sniff  inhalants.  Visit  drugfree.org  to  learn  more. 


The  Partnership 
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(or  a  Drug-Free  America' 
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Developments  to  Watch 


rEDBY 
,M  ASTON 


OVATIONS 


sharper  X-rays 
i  safer  shrimp 

D  produce  X-rays  bright 
igh  to  reveal  the  details 
mes,  X-ray  machines 
t  expose  patients  to  a 
:  scattered  radiation, 
ight  from  a  buib.  Now 
itists  at  the  University 
ilorado  at  Boulder 
developed  a  low- 
iy,  tabletop  device 
aroduces  focused 
is  similar  to  laser  light, 
advance,  reported  in 
re  Physics,  could  lower 
tion  exposure  for  non- 
I  ted  areas  of  the  body. 
I 's  more,  a  narrow,  more 
i  .ed  X-ray  beam  has 
Jotential  to  improve  the 
ution  of  X-ray  images  by 
times  or  more. 

Dr  those  with  shellfish 
ies,  even  a  tiny  taste  of 
lp  can  trigger  nausea, 
less,  breathing  troubles, 
rse.  Relief  may  be 
A  research  group  at 
n  University  of  China  in 
iao  has  found  that  by 
ing  a  combination  of 
and  radiation— methods 
lely  used  for  food 
iration-the  number  of 
y-causing  proteins  can 
arply  reduced.  In  other 
,  gene  modification 
lot  be  needed  to 
cehypoallergenic 
p,  lobster,  and  other 
sh,  says  the  report  in 
istry  &  Industry. 


ENERGY  P I 

NATURAL GAS  IN  THE COB 


WHEN  COOKED  into  ethanol, 
corn  kernels  are  a  source 
of  clean,  green  fuel.  Now, 
the  fibrous  cobs  left  over 
after  harvest  may  help  solve 
another  energy  challenge: 
how  to  improve  the  storage  of 
natural  gas,  and  let  more  cars 
and  trucks  use  the  fuel  as  an 
alternative  to  dirtier,  more 
cosdy  diesel  or  gasoline. 

Researchers  at  the 
University  of  Missouri- 
Columbia  (UMC)  and 
Midwest  Research  Institute 
in  Kansas  City  used  cobs  as  a 
raw  material  to  create  high- 


density  carbon  briquettes. 
Riddled  with  ultratiny 
tunnels  that  attract  and 
hold  gas  molecules,  the 
briquettes  can  store  natural 
gas  at  record  densities 
and  under  relatively  low 
pressure.  Tanks  filled  with 
these  briquettes  would  be 
lighter  and  cheaper  to  make, 
and  could  store  more  fuel 
than  the  clunky  cylinders 
found  in  today's  natural  gas 
vehicles.  "Natural  gas  can 
become  a  real  alternative," 
says  UMC  physics  professor 
Peter  Pfeifer. 


CLIMATE  CHANGE 

SAVING  THE 
EARTH  FOR 
JUST PEANUTS 

AS  EVIDENCE  for  global 
warming  mounts,  the 
debate  over  climate  change 
has  shifted  to  the  price  tag 
for  reducing  greenhouse 
gas  emissions.  The  White 
House  and  other  opponents 
of  mandatory  curbs  say 
reductions  would  cripple 
the  economy.  But  a  new 
analysis  from  Swedish 
utility  Vattenfall  with  help 
from  McKinsey  suggests 
otherwise.  "The  cost  is  so 
low,  the  world  would  hardly 
notice,"  says  Vattenfall  CEO 


Lars  Josefsson,  an  adviser  to 
the  German  government. 
The  world  must  slash 
C02  emissions  by  27  billion 
tons  by  2030  to  keep  overall 
warming  to  2C,  Vattenfall 
says.  Five  billion  can  come 
from  steps— such  as  more 
insulation,  higher  mileage 
vehicles,  and  low  energy 
lightbulbs— that  also  save 
money.  The  rest  can  come 
from  cellulosic  ethanol,  solar 
and  wind  power,  carbon 
capture  at  coal  plants,  nukes, 
and  other  approaches— all  at 
a  cost  below  $53  per  ton  of 
C02.  The  bill  in  2030  would 
be  about  0.6%  of  global  gross 
domestic  product.  "For  the 
first  time,  we  know  what  to 
do,"  says  Josefsson. 

-John  Carey 


CANCER 

TESTING 
A  SINGLE 
BREATH 

LAST  YEAR,  lung  cancer's 
worldwide  death  toll  hit 
nearly  2  million.  The 
disease  can  be  treatable,  but 
many  people  die  because 
it  is  diagnosed  too  late. 
Scientists  at  the  Cleveland 
Clinic  say  they  have  made 
significant  progress  with  an 
experimental  device  that  can 
sniff  out  lung  cancer  based 
on  a  single  exhaled  breath. 
And  the  test  may  be  sensitive 
enough  to  spot  tumors  long 
before  symptoms  appear. 

When  cancer  cells 
begin  to  form,  they  trigger 
changes  in  the  body's 
production  and  use  of 
chemicals  called  volatile 
organic  compounds  (VOCs). 


Cleveland  Clinic's  device 
uses  an  array  of  sensors  that 
turn  characteristic  colors  in 
the  presence  of  VOCs.  The 
research  team  developed 
the  technique  by  chemically 
analyzing  the  exhalations 
of  patients  with  different 
respiratory  diseases  and 
comparing  them  with  the 
breath  of  healthy  people. 

The  results  have  proven 
moderately  accurate  in  tests 
involving  more  than  100 
people.  The  next  step  is  to 
refine  the  technique  and  then 
test  it  in  large  populations  of 
patients.    -Arlene  Weintraub 
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ExecutiveLife  Travel 


An  Italy  Less  Travele 


Matera  offers  ancient 
ambience-andfood 
that  would  make 
Mario  Batali  weep 

BY  AMY  CORTESE 


YOU  MAY  NOT  have 
heard  of  Matera, 
a  hilltop  town  in 
remote  southern 
Italy,  but  you  may 
recognize  it.  With 
its  whitewashed 
tumble  of  cave  dwellings  and 
Jerusalem-like  ambiance,  Ma- 
tera has  long  been  the  go-to 
place  for  filmmakers  in  search 
of  the  perfect  Biblical  backdrop. 
At  least  two  dozen  movies  have 
been  shot  there,  including  Mel 
Gibson's  Passion  of  the  Christ 
and  last  year's  The  Nativity  Story. 

Only  recently,  though,  have  travelers 
begun  to  discover  the  region's  charms. 
Located  in  Basilicata,  the  "instep"  of  It- 
aly's boot,  Matera  is  fast  becoming  a  hip 
destination  known  for  its  stark  beauty, 
boutique  hotels,  and  Troglodyte  Chic. 
Hey,  it's  not  everywhere  you  can  party  in 
a  four-star  cave. 

To  appreciate  Matera,  you  need  to 
understand  its  often  tragic  past.  The  old 
quarter,  known  as  the  Sassi  (Italian  for 
stones),  is  ancient.  More  than  10,000 
years  ago,  people  were  using  its  natural 
cave  formations  for  shelter.  Later  they 
carved  bigger  cave  homes  and  churches 
out  of  the  soft  tufa  stone.  Excess  stone 
was  fashioned  into  blocks  and  used  to 
build  facades  and  towers.  The  result  is  a 
stunning  vision,  a  sort  of  Cubist  fantasy. 

In  the  early  20th  century,  however,  the 
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Sassi  fell  into  poverty  and  neglect.  When 
political  activist  Carlo  Levi  wrote  about  it 
in  1945,  the  Sassi  became  known  as  the 
"Shame  of  Italy,"  and  Italian  authori- 
ties relocated  its  residents  en  masse  to 
modern  housing.  For  decades  thereafter, 
the  Sassi  lay  abandoned.  It  was  only  after 
its  designation  as  a  UNESCO  World  Heri- 
tage site  in  1993  that  the  government 
encouraged  people  to  move  back.  Since 
then  they've  been  renovating  homes  and 
opening  startlingly  good  restaurants  and 
luxury  hotels  in  its  grottoes. 

The  area's  first  four-star  hotel,  the 
Hotel  Sant'Angelo,  opened  three  years 
ago.  The  rooms  are  tastefully,  if  mini- 
mally, furnished.  Undulating  stone  walls 


and  hushed  coolness  envelop 
tranquility,  and  a  deep  sense  of  c 
sets  in.  At  $120  for  a  double,  bi 
included,  it's  hard  to  beat  (ww\ 
santangelosassi.it). 


to 


BRING  COMFY  SHOES 

IN  THE  SPRING  the  Palazzo  ( 
plans  to  open  its  doors  in  the  hea 
Sassi.  The  renovated  14th  centur 
zo  will  have  20  rooms,  many  with  f 
terraces,  and  a  spa  complete  wit 
built  into  the  old  cisterns  that  use 
lect  water.  The  intimate  five-roon 
suite  L'hotel  in  Pietra  is  also  sche< 
open  soon  (www.hotelinpietra.it 
The  only  way  to  experience  the 


\ 


i 


TIME  MACHINE  (photos, 

clockwise  from  left) 
A  room  at  the  four-star 
Hotel  Sant'Angelo; 
a  local  "rock  church" 
and  a  church  fresco; 
a  bird's-eye  view  of 
the  city  of  Matera 


t.  Its  two  main  neighborhoods,  the 

Barisano  and  the  more  primitive 

Caveoso,  cling  to  the  sides  of  steep 

s.  To  get  a  good  sense  of  the  place 

ivoid  getting  hopelessly  lost  in  its 

Eof  alleys),  hire  an  English-speak- 

lide.  Three  hours  runs  about  $50 

tp.  Dozens  of  chiese  rupestri,  or  rock 

tries,  mark  centuries  of  Christian 

to/ with  fading  Byzantine  and  Latin- 

e  frescoes. 

.«;rasp  what  Sassi  life  was  like  before 
4n  amenities,  don't  miss  the  Caveo- 
^e  home,  restored  to  how  it  looked 
■A  1930s.  A  narrated  tour  explains 
t  lients  typically  slept  in  a  tall  bed, 
(hjhickens  underneath  and  the  horse 


7\ttin£. 
ST 


/hy-tailc 
Sea 


~\A  Litem' 


Sea 


or  donkey  a  few  feet  away.  Children  slept 
in  the  back  on  feed  straw. 

A  short  hike  across  a  dramatic  ravine 
takes  you  to  the  site  of  Jesus'  crucifixion, 
at  least  as  Mel  Gibson's  film  imagined 
it,  overlooking  the  Sassi.  Here  are  the 
oldest  grottoes,  used  thousands  of  years 
ago  by  nomads.  In  the  spring  the  hills 
bloom  with  a  riot  of  flowers.  If  you 
want  to  explore  farther  afield,  local  tour 
agencies  can  arrange  bike  trips  along 
Basilicata's  mostly  empty  roads  (www. 
bikebasilicata.it). 

It  is  in  the  evening,  though,  that  Ma- 
tera is  at  its  most  magical.  Nightfall 
seems  to  release  light,  as  if  it  had  some- 
how been  stored  by  the  stone,  giving  the 


Sassi  an  otherworldly  aura.  Notes  from 
pianos,  oboes,  and  a  lone  clarinet  (thanks 
to  a  local  music  school)  bounce  softly  off 
of  the  stone  buildings  and  down  cobbled 
lanes,  the  perfect  accompaniment  for  a 
stroll  to  dinner. 

You  may  find  yourself  counting  the 
hours  between  meals.  It  seems  any  hole  in 
the  wall  (literally)  delivers  a  transporting 
culinary  experience  in  this  town.  Matera 
is  in  the  heart  of  Italy's  bread  basket,  and 
the  local  pasta  is  sublimely  silky.  At  Ris- 
torante  Baccanti,  ribbons  of  homemade 
pasta  were  served  with  a  delicate  cinghiale 
(wild  boar)  sauce  that  would  make  Mario 
Batali  weep.  The  restaurant's  amoeba-like 
interior  forms  intimate  dining  grottoes 
dimly  lit  by  low-hanging  lamps. 

Other  eateries,  such  as  II  Ristorante  Le 
Botteghe,  serve  rustic  local  specialities 
made  from  delicious  sausage,  cheese, 
and  hot  peppers,  along  with  bread  native 
to  the  region.  The  wine  of  choice  is  lo- 
cal—Aglianico  del  Vulture,  a  voluptuous 
red  that  is  easily  one  of  Italy's  least-noted 
great  wines. 

Despite  its  newfound  luster,  Matera  is 
unlikely  to  be  overrun  with  tourists.  The 
nearest  airport  or  stop  on  the  national 
railway  network  is  an  hour's  drive  away 
in  Bari,  itself  a  remote  outpost  on  the 
Adriatic  Coast.  Only  the  most  intrepid 
travelers  will  make  the  journey.  For 
those  who  have  fallen  under  its  spell, 
that's  just  fine.  II 


March  12.  2007  I  BusinessWeek  I  89 


ExecutiveLife  Spirits 


Welsh  and  Proud 

The  first  distillery  to  open  in  Wales  in  over  a  century 
turns  out  a  smart  single  malt,  indeed.  BY  DAVID  kiley 


When  it  comes  to  whiskey, 
especially  single-malt, 
the  taste,  finish,  color, 
and  nose  are  crucial,  just 
as  with  wine.  But  as  any 
Welshman  will  tell  you, 
a  good  story  behind  the 
glass  doesn't  hurt  either. 

Whiskey  flows  like  poetry  out  of  Scotland  and 
Ireland,  but  until  recendy  Wales  hadn't  had  a 
legitimate  distillery  in  over  a  century.  Blame  the 
Methodists,  who  closed  Wales'  pubs  on  Sunday 
in  the  1880s  and  read  out  the  names 
of  distillery  workers  from  the  pul- 
pit until  the  last  copper  pots  were 
pounded  into  scrap. 

Those  days  are  over.  Welsh  Whis- 
ky Co.  (some  countries  use  the  "e," 
some  don't)  began  selling.  Penderyn 
single-malt  whisky  in  England  in 
2004  and  in  the  U.S.  last  year.  It  has 
been  well  worth  the  wait. 

Scotch  whisky  must  be  distilled 
twice  to  be  called  Scotch,  and  genu- 
ine Irish  whiskey  must  be  distilled  thrice.  Four 
times  seemed  like  overkill  to  Penderyn's  found- 
ers, so  they  went  for  just  one  distillation.  But 
they  chose  a  newly  devised  method  from  a  de- 
sign team  led  by  the  University  of  Surrey's  David 
Faraday,  a  direct  descendant  of  the  famous  19th 
century  physicist  Michael  Faraday.  The  resulting 


Penderyn 
stands  up  to 
fine  Scotch— 
and  it  has  a 
unique  story 


distillate  has  a  higher  alcohol  content— 9 
80%  for  Scotch— that  the  firm  says  retain 
barley  flavor  at  the  outset  than  its  compet 
The  distillery  is  located  in  the  vill; 
Penderyn,  in  the  southern  reaches  of  the  ] 
Beacons  National  Park.  The  water  used 
whisky  is  pumped  from  a  spring  under  t 
tillery.  The  barley-wash  mash  that  gets  d 
comes  from  Brains  Brewery  in  nearby  Can 
It's  a  delightful  comeback  story,  but  the 
still  has  to  be  good.  And  it  is.  It  goes  through 
to  four  years  of  aging  in  barrels  that  oncei 
bourbon  and  six  months  of 
ing  in  Madeira  casks.  Peno 
taste  is  cleaner  and  slighfl 
mineral  than  its  competitor! 
north  and  west.  The  unddi 
no  doubt  helped  by  the  A! 
finishing,  are  closer  to  toffe; 
fruit,  and  light  wood,  with  a 
spice.  Its  lightness  makes 
for  drinking  straight  up. 

Single-malt  sales  haw 
climbing  for  the  past  decani 
established  distillers  of  both  single-malt  ana 
ed  whiskies  have  been  creating  a  dizzying  i 
of  versions  to  justify  higher  prices  and  satis; 
demanding  palates.  Penderyn,  available  in  1 
for  about  $70  per  bottle,  has  an  advanta 
truly  one  of  a  kind,  complete  with  a  histori 
only  a  Welshman  could  properly  teach.  I 


Premiu] 
Batches 


Crown  Royal  XR,  $150 
This  limited  Canadian  whisky  is 
blended  from  the  last  remain- 
ing whiskies  from  Crown  Royal's 
now-closed  Waterloo  (Ont.) 
distillery.  It  is  creamy  and  full- 
bodied  with  hints  of  vanilla, 
toffee,  and  spice.  But  it  also 
tastes  overly  wooded  and  lacks 
the  refinement  and  character 
one  expects  at  this  price. 


Bushmills  21-Year-0ld  Irish 
Whiskey,  $115 

This  single-malt  whiskey  is  aged  in 
three  different  vessels:  American 
bourbon  barrels,  Spanish  oloroso 
sherry  casks,  and  Madeira  drums. 
The  Madeira  leaves  hints  of  raisins, 
toffee,  and  almonds.  It's  now  a 
sought-after  sip,  with  the  2004 
release  held  in  high  regard.  All 
told,  well  worth  the  premium  price. 


Johnnie  Walker  Blue  Label 
Magnum,  $500  (1.75  liters) 
Blue  Label,  which  now  corm  I 
a  1.75-liter  bottle,  is  blendec 
several  small-batch  reserve 
kies.  It's  complex,  with  myri  | 
tastes:  tobacco,  allspice,  m  i 
pan.  Blue  Label  is  an  under 
fine  Scotch  whisky  and  is  al 
best  after  it  has  opened  up 
glass  and  without  ice. 
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I'M  MARY. 

I'M  A  FULL-TIME  MOM 
AND  I  WORK  AT  A 
CUSTOMER  CALL  CENTER. 
GOOD  THING  I  DON'T  HAVE 
TO  LEAVE  HOME. 


SEE  HOW  INTELLIGENT  COMMUNICATIONS 
IS  CHANGING  MARY'S  WORLD  AT  AVAYA.COM 
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ExecutiveLife 


Parker  on  Wine 


BY  ROBERT PARKER 


Classy  California 
Cuvees  for  a  Song 


I  TASTE  MANY  CALIFORNIA  WINES  that  are  world-class  but  are  priced  so 
high  they  cannot  be  considered  "values."  With  all  the  marvelous  fruij 
grown  in  the  Golden  State,  it's  a  shame  how  few  wineries  turn  out 
good,  modestly  priced  wines.  Here  are  some  perennial  best  buys,  whi| 
include  chardonnay,  zinfandel,  and  some  wonderful  red  blends. 


Beringer  2005  Alluvium 
Blanc  Knight's  Valley  90  points 
Beringer  2005 
Chardonnay  Napa  Valley  86  points 

These  two  whites  from  this  huge  operation 
are  far  superior  to  what  their  $16  prices  might 
suggest,  the  Alluvium  Blanc,  a  crisp  blend  of 
sauvignon  blanc  and  semillon,  is  filled  with  fig 
and  grapefruit  characteristics.  It  is  Beringer's 
take  on  a  dry  white  Bordeaux.  The  Napa 
chardonnay  offers  plenty  of  honeysuckle, 
pear,  and  tropical  fruit  notes. 

Edmeades  2004  Mendocino 
Zinfandel  87  points 
Edmeades  2005  Mendocino 
Zinfandel  89  points 

This  producer,  working  in  the  northern 
Mendocino  frontier,  has  long  created 
zinfandels  of  great  character.  While  the  single- 
vineyard  zins  are  expensive,  the  basic  cuvee, 
at  $18,  is  always  a  strong  effort  that  reveals 
plenty  of  this  varietal's  black  pepper,  sweet- 
and-sour  cherry,  and  herbal  notes. 

Gallo  Family  Vineyards  2004 
Chardonnay  Sonoma  Reserve 
90  points 

Gallo  Family  Vineyards  2005  Pinot 
Gris  Sonoma  Reserve  88  points 
The  Gallo  winemaking  empire  is  putting 
out  better  and  better  wines,  and  these  are 
among  the  best  values  in  the  lineup.  The 
gorgeous  2005  pinot  gris,  at  $13,  is  a  food- 
friendly  crisp  and  fruity  white.  The  refreshing 
2004  chardonnay,  also  $13,  reveals  classic 
aromas  of  lemon  butter,  white  peaches,  and 
honeysuckle  with  little  evidence  of  oak. 


Kendall-Jackson  2005  Vintner's 
Reserve  Chardonnay  Jackson 
Estates  89  points 

At  $12,  this  may  be  the  best  value  in  American 
chardonnay.  Moreover,  you  will  have  no 
trouble  finding  it.  K-J  produces  hundreds  of 
thousands  of  cases  of  this  wonderful  cuvee, 
which  emphasizes  fruit  instead  of  wood. 

Marietta  Non-Vintage  Old  Vine  Red 
Lot  No.  41  89  points 

You  need  not  pay  attention  to  the  lot  number. 
I  have  tasted  every  one  since  the  early  teens, 
and  the  wine's  uniformity  is  always  something 
to  behold.  This  $10  offering  has  plenty  of 
pepper,  earth,  and  spice.  Enjoy  it  with 
barbecue  foods  and  pizza.  It  is  puzzling  why 


few  California  wineries  tr 
emulate  this  great  succe^ 

Chdteau  St.  Jean  22 
Fume  Blanc  Sonor 
85  points 
Chateau  St.  Jean  221 
Pinot  Blanc  Alexan 
Valley  88  points 
Where  else  can  you  findij 
beautiful,  smoky,  crisp, ', 
dry  white  for  $13?  The  f  | 
blanc  is  a  perfect  match 
seafood  and  poultry.  If  y 
enjoy  the  taste  of  orangi 
marmalade  or  fresh,  rip] 
apples,  check  out  the  2 
pinot  blanc,  which  sells 


Trentadue  2005  Oh 
Red  Sonoma  87  poin  ' 

Medium-bodied  and  fruity,  at  $14  it  i 
ideal  bistro  wine.  This  California  vers) 
of  a  Cotes  du  Rhone  reveals  scents  o 
strawberries,  cherries,  earth,  and  pe-j 
The  name  refers  to  a  patch  of  old  vim 
planted  with  different  grapes  as  oppd 
a  single  varietal.  ■ 

Robert  Parker  is  the  world's  most  influ< 
wine  critic.  Visit  eRobertParker.com  to  I 
of  thousands  of  tasting  notes,  buy  his  b 
subscribe  to  his  newsletter,  The  Wine  A 


BusmossWrk  \  weekend 


TELEVISION:  For  tips  on  insuring  your  wine 
storing  it  at  home  or  off  site,  watch  our  week 
TV  show,  BusinessWeek  Weekend.  Check  yo  | 
listings  or  go  to  businessweekweekend.com, 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  For  more  Parker  picks,  go  to  businessweek.coi 
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Because  the  shortest  distance  between  two  points  is  a  good  night's  sleep. 


)est  service  anticipates  your  needs.  And  we  understand  you  need  to  arrive  refreshed  and  ready  wherever 
ess  takes  you.  That's  why  we  offer  the  most  flat  beds  worldwide.  So  whether  you're  flying  to  London, 
;  Kong,  Dubai,  or  any  other  of  our  1 50  destinations,  we  think  you'll  find  our  business  class  like  no  other. 
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The  Artful 
Investor 


New  research 
calls  art  a  smart 
investment,  but 
skeptics  point  to 

high  costs  and 
high  risk 

BY  CHRISTOPHER 
PALMERI 


Personal  Finance  Investin 


"  OHN  MORRISSEY  HUNTS  young  artists  the  way  some  money 
managers  dig  for  undiscovered  stocks.  In  the  evenings  the 
West  Palm  Beach  (Fla.)  attorney  scours  magazines  such  as 
Artforum  and  Web  sites  such  as  Artnet.  He  tours  galleries  in 
New  York  and  Miami,  chatting  up  dealers  and  sometimes 
the  artists  themselves.  Buying  works  early  can  lead  to  spec- 
tacular returns.  In  1998  he  bought  a  piece  by  abstract  paint- 
er Cecily  Brown  for  $  11,000  at  her  second  show,  at  New 
's  Deitch  Projects,  a  gallery.  Lastyear,  he  says,  a  similarly  sized 
\  from  the  same  show  sold  at  auction  for  $968,000. "  My  artists 
I  outperformed  any  other  investment  I've  made,"  he  says.  J  Art  is 
rhe  record  price  for  a  single  painting  was  broken  three  times  last 


[Tie  auction  houses  Christie's,  So- 
j  s,  and  Phillips  de  Pury  sold  a  com- 
|  $1  billion  worth  of  contemporary 
1st  fall.  Attendance  continues  to 

iat  art  fairs  such  as  December's 
isel  Miami  Beach  and  February's 
y  Show  in  New  York.  The  com- 
xplanation  is  that  a  new  breed  of 
or,  the  hedge  fund  manager  roll- 
I  money  and  looking  to  show  off 
»'und  wealth  and  sophistication,  has 
I :  scene.  There  is  another  factor  at 
l!  however:  the  belief  that  art  is  an 
!:lass  that  belongs  in  your  invest- 
S  portfolio  along  with  stocks,  bonds, 
Lai  estate. 

t.  leaders  of  this  new  art-as-asset 
I  are  Jianping  Mei  and  Michael 
i,  two  longtime  professors  at  New 
■Jniversity's  Stern  School  of  Busi- 
n  2002  they  released  a  study  that 
art  handily  outperformed  bonds 
easury  bills  going  as  far  back  as 
Jased  on  their  most  recent  results 
Dugh  June  of  last  year,  Mei  and 
floses  conclude  that  art  narrowly 
edged  out  stocks  over  the  past  10 
years,  returning  8.5%  annually. 
Contemporary     art— which 
they   define    as    anything 
since     1950— did     even 
^  better,  returning  12.7% 

^k  over  the  past  10  years, 

Bt  three      percentage 

■L  points  better  than 

B  stocks. 

I  (L  The  pair  found- 

ed   a    consulting 
firm,  Beautiful  Asset 
Advisors,  to  sell  their 
research  to  investors.  Mo- 
ses says  that  because  their 
dies  show  a  low  correlation 
een  the  performance  of  art  and 
sets,  art  can  be  used  to  diversify 
stment  portfolio.  He  suggests  an 


allocation  of  roughly  10%  for  investors 
who  have  at  least  $500,000  in  financial 
assets,  after  debt.  "We  try  to  be  quantita- 
tive," he  says,  "and  get  the  war  stories 
and  folklore  out  of  it." 

Mei  and  Moses  were  not  the  first  aca- 
demics to  examine  art  as  an  investment. 
Over  the  years  dozens  have  done  so, 
and  their  results  vary  widely.  Most  con- 
cluded that  art  performs  poorly.  In  one 
of  the  most  cited  works,  then  Princeton 
University  economist  William  Baumol 
reported  in  1986  that  art  delivered  a  re- 
turn of  just  0.55%  per  year 
between  1652  and  1961. 

Moses  argues  that  his 
research  is  more  compre- 
hensive than  past  attempts. 
Baumol  looked  at  just  640 
sales  over  a  300-year  pe- 
riod. Mei  and  Moses  track 
sales  in  a  database  that  now 
approaches  10,000  transac- 
tions. The  professors  only 
count  works  that  have  sold 
at  least  twice  at  one  of  the 
major  auction  houses.  By 
focusing  on  repeat  sales  of 
the  same  piece,  they  hope  to  account  for 
the  fact  that  works,  even  by  the  same  art- 
ist, aren't  identical. 

Other  compilers  of  art  data  use  dif- 
ferent approaches.  London-based  Art 
Market  Research  also  uses  results  from 
the  big  auction  houses.  The  firm  lops  off 
the  top  and  bottom  10%  of  prices  under 
the  theory  that  outliers  unduly  influence 
the  averages.  Its  contemporary  art  index 
shows  the  category  returning  8.7%  over 
the  25  years  ending  in  2005,  which  is 
about  four  percentage  points  per  year 
below  the  contemporary  art  returns  from 
Mei  and  Moses.  Whichever  method  is 
used  to  calculate  returns,  it's  dicey  for 
investors  to  count  on  a  similar  return, 
especially  if  they're  buying  works  of  un- 


Art  dealers' 

commissions 

cantoplO%- 

farmore 

thana 

stockbroker's 


known  or  even  up-and-coming  artists. 
Nearly  all  of  the  research  into  art  as 
an  investment  concludes  that  it  is  riskier 
than  stocks.  In  a  study  published  last 
year,  Merrill  Lynch  &  Co.'s  chief  invest- 
ment strategist  Richard  Bernstein  found 
that  while  the  probability  that  an  investor 
will  lose  money  in  stocks,  bonds,  or  real 
estate  declines  sharply  the  longer  it  is 
held,  the  chance  of  losing  money  in  art 
remains  high.  Over  a  five-year  period, 
an  investor  has  a  roughly  1  in  6  chance 
of  seeing  an  art  investment  decline;  for 
the  Standard  &  Poor's  500-stock  index, 
it's  1  in  10. 

There  are  other  drawbacks.  It's  far 
more  difficult  to  get  the  same  level  of 
diversification  in  art  that  you  would  from 
mutual  funds,  which  can  contain  hun- 
dreds of  stocks.  Commissions  to  buy  or 
sell  art  at  auction  or  through  a  dealer  can 
easily  top  10%,  far  higher  than  what  you 
pay  a  stockbroker.  Liquidity  is  poor.  Even 
in  hot  markets,  many  items  fail  to  sell  at 
auction.  There  are  transportation  and 
insurance  costs.  If  you're  lucky  to  have 
long-term  capital  gains,  art  work  is  taxed 
at  the  full  28%  rate,  vs.  15%  for  securities. 
Dividends?  They  are  limited  to  the  enjoy- 
ment you  get  from  looking 
at  the  work. 

Over  the  years  several 
entrepreneurs  have  tried 
to  put  together  mutual- 
fund-like  pools  to  make 
art  investing  easier  for  the 
small  fry.  Many  have  qui- 
etly gone  out  of  business 
because  they  couldn't  raise 
enough  money  from  inves- 
tors. Moses  has  an  expla- 
nation for  that.  "One  of 
art's  great  beauties  is  that 
it's  fun  to  collect,"  he  says. 
"If  you  put  money  into  art,  you  want  the 
fun  of  chasing  after  something." 

Even  Moses  likens  the  current  runup 
in  contemporary  art  to  the  dot-com  bub- 
ble. After  a  similar  period  of  art  inflation 
ended  in  1990,  he  notes,  contemporary- 
art  prices  fell  by  50%  over  the  next  five 
years.  It  took  a  decade  for  paintings 
by  the  likes  of  Keith  Haring  and  Julian 
Schnabel  to  bounce  back,  according  to 
Artnet.  Baumol,  who  now  has  offices  in 
the  same  building  at  New  York  University 
as  his  art  research  rivals  Mei  and  Moses, 
remains  unconvinced  of  art's  long-term 
investment  potential.  "There  are  periods 
when  art  becomes  fashionable  and  pays 
off,"  he  says,  "but  it's  not  a  consistently 
good  investment."  ■ 
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The  Bubble  Guru's 
Take  on  Housing 

Yale's  Robert  Shiller  thinks  the  market  hasn't  hit 
bottom,  but  he  leaves  room  for  the  human  factor 


MARKET  BOOMS  AND  BUSTS  fascinate  Robert  S.  Shiller. 
The  Yale  University  economist  emerged  from  aca- 
demic obscurity  when  Irrational  Exuberance,  which 
argued  that  the  stock  market  had  reached  unsustain- 
able heights,  was  published  as  the  indexes  were  hitting 
their  peaks  in  2000.  Shiller  added  a  chapter  on  residential  real  estate 
in  the  2005  edition,  saying  the  same  mama  was  at  work.  Confusion 
reigns  over  the  direction  of  the  home  prices  now,  and  Contributing 
Editor  Christopher  Farrell  talked  with  Shiller  about  it. 

Where  are  home  prices  headed? 

Looking  at  our  national  home-price  in- 
dex [the  Standard  &  Poor's/Case-Shiller 
Home  Price  Indices],  it  appears  that  the 
boom  is  over.  [Prices]  had  been  rising  at 
an  accelerating  rate  from  the  late  1990s 
through  2004.  Since  then  the  rate  of  in- 
crease has  been  decelerating. 

We're  going  through  a  peak.  There 
hasn't  yet  been  a  big  price  decline,  like 
20%.  For  instance,  out  of  the  20  major  cit- 
ies in  the  country  the  biggest  drops  are  in 
Detroit  and  Boston,  which  are  down  5.9% 
and  5.1%,  respectively.  I  think  there's  a 
good  chance  home  prices  will  be  down 
10%  to  30%  over  the  next  five  years. 

Developers  are  throwing  in  an  SUV  or 
granite  countertops  to  lure  buyers.  Does 
this  mean  prices  have  fallen  more  than 
the  data  show? 

Developers  don't  want  to  cut  prices.  They 
try  to  disguise  [them].  The  government's 
new-home  price  index  doesn't  take  this 
into  account.  Prices  for  new  homes  are 
falling  faster  than  the  index  says  they  are, 
but  I  don't  know  by  how  much. 

Are  low  long-term  mortgage  rates 
supporting  the  market? 

Mortgage  rates  have  been  falling  for  25 
years  and  when  I  look  at  the  whole  histo- 
ry of  mortgages  and  home  prices,  I  don't 


buyers,  and  it  has  started  to  go 
possible  that  the  boom  could  rest 
We're  talking  about  human  p  ii 
ogy.  If  people  think  home  pri<  | 
go  up  for  some  time,  it  becomes 
fulfilling  prophesy. 

What  will  bring  the  boom  to  an  em 

Bubbles  don't  pop  suddenly,  j 
comes  out  gradually.  More  an< 
people  decide  that  the  market  is  1 
The  other  large  factor  is  a  big  si 
homes. 

I've  been  reading  old  newspap  ;i 
advertisements  to  see  how  past  j& 
ended.  It's  usually  when  stori  a| 
to  circulate  that  embarrass  peo]  ^ 
believed  in  the  boom.  For  examp  til 
was  a  Florida  land  boom  [in  the  2H 
There  were  stories  of  people  buyi  Ii 
that  was  swamp.  Booms  end  whe  a 
start  to  fall,  and  then  there  are  s' 
buyer  stupidity  that  are  told  and 
sense  that's  happening  now. 


i 


There's  a  lot  of  news  about  default  ■ 
subprime  mortgages.  Will  that  ha;  aft 
effect  on  prices? 

It  could.  Problems  like  this  can  u^ 
market  psychology.  The  subprij  >\ 
problem 


much  bigger 
really  start  fi 
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Was  the  recenrja 
in  home  price?  *i 
biggest  housii  M 
in  U.S.  history    I 
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was  the  men! 
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see  a  strong  relationship.  The  psychology 
is  more  important.  In  the  late  '70s,  inter- 
est rates  rose  to  double-digit  levels,  and 
there  was  still  a  housing  boom. 

Are  there  any  signs  of  strength? 

Yes.  One  part  of  the  National  Association 
of  Builders/ Wells  Fargo  Housing  Market 
Index  measures  the  traffic  of  prospective 


How  has  that 
affected  horn 
psychology? 

People  think 
buy  a  house  a 
and  get  a  hig 

We  have  found  that  homeown 

very  high  expectations. 

What  kind  of  return  should  home 
expect  over  the  long  term? 

From  1890  to  1990  home  prices 
an  average  of  3%  annually.  Mc 
big  gains  were  made  after  Worl 
and  since  1998.  ■ 


m 


96  I  BusinessWeek  I  March  12.  2007 


Investment  Banking  •  Private  Banking  •  Asset  Management 


^5  look  at  things  from  a  different  perspective  -  for  the 
tnefit  of  our  clients.  By  building  on  our  experience 
«d  expertise  globally,  we  help  our  clients  realize  new 
iDortunities.  This  has  been  our  ambition  since  1 856. 
^/w.credit-suisse.com 


linking  New  Perspectives. 


Credit  Suisse 
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Exchange-Traded  Funds 


The  Trouble 
With  ETFs 

As  more  esoteric  funds  proliferate,  they're  failing 
to  live  up  to  their  promises,  by  lauren  young 


ERE  WE  GO  AGAIN. 
Wall  Street  takes  a 
good  product,  the  ex- 
change-traded fund, 
and  in  pursuit  of 
profits  creates  mul- 
tiple permutations. 
There  are  now  nearly  450  ETFs,  75  of 
which  were  launched  this  year.  In  their 
rush  to  market,  providers  are  creating 
flawed  funds.  Instead  of  mimicking  the 
performance  of  an  index,  plenty  are  miss- 
ing the  mark,  often  falling  short. 

New  research  from  Morgan  Stanley 
shows  significant  "tracking  error"  in  a 
number  of  these  funds.  That' s  the  differ- 
ence between  the  ETF's  return  and  that 
of  the  index  it's  supposed  to  replicate. 
It  works  like  this:  The  total  return  for 
the  Dow  Jones  Transportation  Average 
was  9.81%  last  year,  while  the  ETF  that 
tracked  it  gained  only  8.92%.  After  ac- 
counting for  expenses  the  tracking  error 
was  0.41  percentage  points.  In  short,  in- 
vestors aren't  getting  all  they  expect. 

PROBLEMS  OVERSEAS 

FUNDS  THAT  TRACK  the  big  indexes 
like  the  Standard  &  Poor's  500  rarely  go 
far  astray,  according  to  Morgan  Stanley. 
That's  because  they  own  widely  held 
stocks  that  are  easy  to  trade.  The  misfires 
happen  when  ETFs  try  to  match  more 
esoteric  indexes,  like  the  High  Growth 
Rate  Dividend  Achievers  Index.  These 
niche  indexes  may  have  big  stakes  in 
fewer  stocks  or  hold  small  companies 
that  are  harder  to  trade.  "With  all  of  the 
new  and  innovative  indexes,  there  are 
questions  whether  these  things  can  be 
faithfully  replicated,"  says  Dan  Culloton, 
a  senior  analyst  at  Morningstar  Inc. 

Foreign  ETFs  often  veer  off  the  track, 
too.  The  iShares  S&P  Latin  America  40 
Index  Fund  (table)  missed  its  benchmark 
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ids  are 
eturningless 

than  their 
benchr^ 


EXCHANGE-TRADED  FUND/SYMBOL 
iShares  DJ  US  Telecommunications/1  YZ 
Vanguard  Energy/VDE 
PowerShares  Dyn.  Bldg.  &  Construction/PKB 
iShares  S&P  Latin  America  40/ILF 
KBW  Regional  Banking/KRE 


SPDR  DJ  Wilshire  Total  Market/TMW 
PowerShares  Value  Line  Timeliness/PIV 
Vanguard  Consumer  Staples/ VDC 
PowerShares  Lux  Nanotech/PXN 


PowerShares  WilderHill  Clean  Energy. 


by  1.23  percentage  points  last  year, 
because  the  fund  can't  always  buy 
locally  listed  shares  it  needs  in  N 
Brazil,  Argentina,  and  Chile.  "The: 
acceptable  level  of  tracking  errc 
pending  on  the  particular  market 
Christine  Hudacko,  a  spokeswom 
Barclays  Global  Investors,  the 
ETF  provider  with  $270  billion 
portfolios. 

Sometimes  regulatory  barriers  i 
fund's  performance.  Case  in  poin 
iShares  DJ  US  Telecommunicatioi 
failed  to  match  its  underlying  in 
2006  by  nearly  four  percentage 
an  extraordinary  divergence.  The 
lem  was  that  AT&T,  which  gaine 
last  year,  is  46%  of  the  index  bi 
24%  of  the  telecoi 
(Securities     regu 
bar  a  fund  from 
more  than   one-c 
of  its  assets  in  ai 
company's  stock.) 
These  errors  dc 
ways   work  again] 
investor.  In  some] 
ETFs  outperformed 
wide     margin. 
Shares  WilderHillll 
Energy  beat  its  be 
nearly  three  percj 
points.    Investors 
be  pleased,  but  th;i| 
indexing.  "The  jolj 
ETF  manager  is  tif 
age  vs.  the  index  i 
Paul  Mazzilli,  dire 
exchange-traded  f -ft 
search  at  Morgan  1 J 
"The  only  source  i  i 
should  be  the  fees. 

The  best  way  til 
errant  funds  is  ti 
to  the  big,  plain  kl 
offerings   with  II 
penses.  The  maj> 
ket  ETFs,  and  thos 
on  "styles"  such  a 
cap    growth    sto 
small-cap  value, 
run  within  sever1 
dredths  of  a  perl 
point  of  their  i| 
Fixed-income  ET 
come  close  to  th 
gets,  within  0.08  j 
age  points.  Index  | 
game  of  inches,  n<  I 
While  you  are  ne 
ing  to  get  exact  <  | 
tion,  the  point  of 
is  to  get  within  a 
of  the  bull's-eye. 


2006 

TRACKING 

ERROR* 


'ercentage  points  Data:  Morgan  Stanley 
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Slingbox  Family 

Sling  Media  teams  up  with  NewDeal 
Design  to  launch  its  new  line  of  products 
NewDealDesign.com  |  415.399.0405 
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imnus    B.FA..  photography, 2005 
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CREDIBLE  INVENTION 


t  en  to  cut  electricity  costs 
by  up  to  40%. 

ifacturer  seeks  USA  &  overseas 
utors  for  this  top  quality  high  tech 
with  amazing  consumer  demand. 

■I:  +44  (0)1872  223  000 
lntact:  www.somars.com 
t'or  further  information 


i  Rated  One  of  the 
OP  BUSINESSES 
I     for  2007 


nsiness  Loans  •  Equipment  Leases 

I     OWN  YOUR  OWN 
ISINESS  LOAN  COMPANY 

h  xperience  needed,  we  support  you! 
yange  business  loans  and  leases 
<|m$10k-$10million. 
k>rk  directly  with  national  lenders, 
■'limited  earning  potential  and 
1  idual  income.  ' 


m 


Call  now  to  receive  a  FREE 
DVO  Seminar  and  Brochure! 

800-336-3933 


www.viewbfc.com 
['Loan  Consultants,  Inc.,  since  1983 


Named  the  "Hottest  for  Studying  Art"  among 
"America's  25  Hottest  Colleges"  by  Kaplan/ 
Newsweek.  SCAD  offers  Bachelor  of  Arts, 
Bachelor  of  Fine  Arts,  Master  of  Arts,  Master 
of  Fine  Arts,  Master  of  Architecture  and 
Master  of  Urban  Design  degrees. 

Savannah  College 
of  Art  and  Design® 


www.scad.edu 


Property  for  Sale 


BEACHFRONT  LOTS 
YUCATAN,  MEXICO 

Unspoiled  Beaches,  History  &  Nature 
in  colonial  Campeche.  Large  Sea 
Ranch  lots  from  $75,000.  Beachfront 
from  $125,000. 

www.SantillanaSeaRanch.com 

SantillanaSeaRanch@gmail.com 

800-517-8340 


Business  Consultants  Wanted 


BUSINESS 

CONSULTANTS 

WANTED! 


The  market  for  Marketing 
and  Business  Development 
Consultants  is  HUGE,  and 
grossly  underserved. 

•  Complete  training 

•  Financing  available 

www.TopLineOps.com/bwmp 


Office  Furniture 


FREE  SHIPPINQ 

Absolutely  No  Hidden  Costs  or  Fees  &  No  Minfmums. 


o\ 


31% -47% 
Off  Retail  on  all 


xtensive  Online  Catalog 
IncludincfDesks,  Chairs,  Files,  Tables  &  Bookcases 


Setting  the  Standard  for  Online  Office  Furniture 

®PLAIMET 

/7\     OFFICE  FURNITURE 

www.PlanetOfficeFumiture.com 
H»  1-866-380-4978 

Authorized  Online  Dealer  for  I-IE1IM 


Education/Instruction 


WM 


Onsite 

or 
Online 


Project  Management  Training 
www.TheCourse.us 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 

Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 


Business  Products 


V^use  magnets/^,  #OYR48M  Wjth  full  magnet  kit       FREE  Catalog 
Order  Online:  Factory-direct.  Ships  in  5  days  from  Macedon  NY 

Call  800  624  4154  Online:  magnatag.com/year1 
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BY  GENE  G.  MARCIAL 

TYCO'S  SUNDRY  PARTS  MAY  BE  WORTH  MORE  THAN  THE  WHO! 
BIG  CUSTOMERS  ARE  LINING  UP  WITH  ORDERS  FOR  TINY  ALTAI1 
SUPERGEN  HAS  A  DEAL  WITH  J& J  TO  MARKET  ITS  CANCER  DRI 


THE  RUNUP 
TO  A  SPIN-OFF 

STOCK  PRICE  (DOLLARS) 


JULY  17.  '06         FEB.  28.  '07 
Data:  Bloomberg  Financial  Markets 


As  Tyco  Splits  into  Three 

THE  DECONGLOMERATION  of  Tyco  International 
(TYC)  planned  for  the  spring  hasn't  excited  investors. 
But  some  pros,  who  expect  the  stock  to  jump  when  the 
idea  of  Tyco  splitting  into  three  catches  on,  have  been  buying 
shares.  John  Maloney,  president  of 
M&R  Capital  Management,  says  a 
sum-of-the-parts  valuation  puts  Tyco's 
worth  at  40.  Losing  the  "conglomerate 
discount"  and  being  free  to  "fly  on 
their  own"  should  give  impetus  to 
the  three  companies,  says  Maloney. 
The  stock  was  at  30.83  on  Feb.  28, 
following  the  board's  decision  in  early 
January  to  O.K.  the  split.  The  plan  is 
for  Tyco  to  spin  off  two  units— called 
Healthcare  (24%  of  sales  and  38% 
of  operating  profits)  and  Electronics 

(31%  and  31%,  respectively)— to  Tyco  shareholders  on  a  tax- 
free  basis.  Tyco  International  will  retain  the  unit  embracing 
Fire  &  Security  and  Engineered  Products  (together  they 
account  for  45%  of  sales  and  31%  of  profits).  Owning  100% 
of  three  companies  is  a  big  bonus  for  current  shareholders, 
Maloney  says.  "Tyco  trades  at  multiples  lower  than 
comparable  companies,"  says  Charles  Ronson,  an  analyst  at 
Tradition  Asiel  Securities.  "Three-way  spin-offs,"  he  adds, 
"create  numerous  market  inefficiencies."  Such  inefficiencies 
usually  offer  opportunities  that  could  add  value.  David 
Bleustein  of  UBS,  which  has  done  banking  for  Tyco,  rates 
the  stock  a  buy.  He  expects  Tyco  will  earn  $2.05  a  share  on 
revenues  of  $43.5  billion  in  the  year  ending  Sept.  30, 2007, 
vs.  $1.84  on  $41.1  billion  in  fiscal  2006. 

Charging  the  Batteries 
AtAltair 

ALTAIR  NANOTECHNOLOGIES  (ALTl),  a  tiny  outfit  in 
the  emerging  nano  market,  has  caught  the  eye  of  the 
likes  of  Alcoa  and  Eli  Lilly.  The  big  interest  lately  is  in 
its  rapid-charge,  high-power  NanoSafe  battery  packs.  It  has  a 
three-year  pact  to  supply  its  batteries  to  Phoenix  Motorcars. 
One  go-ahead  sign:  On  Feb.  23,  in  connection  with  his  new 
alternative-fuels  policy,  President  Bush  saw  a  demonstration 
of  Phoenix'  sport-utility  truck,  equipped  with  Altair's  battery, 
along  with  four  other  vehicles.  Altair  uses  nano-structured 
material  for  the  negative  electrode,  which  gives  its  barteries 
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more  power.  At  Alcoa,  Altair  provides 

batteries  for  its  hybrid-electric  delivery 

vans.  And  at  Lilly,  Altair  helps  make 

compounds  to  reduce  kidney  disease 

in  cats  and  dogs.  John  Roy  of  WR 

Hambrecht,  who  rates  the  stock,  now 

at  3.42,  a  buy,  says  2007  orders  from 

Phoenix  alone  could  run  up  to 

$42  million.  He  upped  his  2007 

estimate  from  a  loss  on  sales  of  $18.8 

million  to  a  profit  of  8<t  a  share  on 

$32.9  million.  Mark  Harding  of 

Maxim  Group  also  has  a  buy  based  on  Altair's  pipeline 

SuperGen 

Is  Looking  Healthier 

BIOTECHS  ARE  GAINING  traction  this  year  as  fun 
managers  discover  many  with  viable  products  th 
are  still  underpriced.  One  is  SuperGen  (SUPG),  w 
drugs  target  solid  tumors,  blood  disorders,  and  hematol 
malignancies.  Now  trading  at  4.78,  SuperGen  has  inkec 
pact  with  Johnson  &  Johnson  to  market  its  Food  &  Drup 
Administration-approved  drug  Dacogen— for  myelodys 
blood  disorder  syndrome— outside 
North  America.  To  start,  J&J  plans  to 
focus  on  Europe  and  Japan.  In  the 
U.S.,  Dacogen  is  marketed  by  MGI 
Pharma,  which  owns  9%  of  SuperGen. 
Dacogen's  U.S.  2006  sales  totaled 
$36  million,  beating  even  the 
company's  estimate  of  $25  million. 
For  2007,  Dacogen  sales  will  hit 
$120  million,  figures  Elemer  Piros  of 
Rodman  &  Renshaw,  who  rates  the 
stock  a  buy,  with  a  12-month  target  of 
24.  SuperGen's  own  estimate  is  a  more 
modest  $100  million.  Its  royalties  from  MGI  will  grow  i 
expand,  so  Piros  expects  MGI  to  buy  SuperGen  at  some 
Vinny  Jindal  of  ThinkEquity  Partners  also  rates  SuperG 
buy,  but  with  a  much  lower  12-month  target  of  8.  He  ex 
see  an  uptick  in  Dacogen  sales  in  the  first  quarter.  ■ 
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IT  free 


HP  BladeSystem  c-Class,  powered  by  the  Dual-Core  Intel  ^  Xeon1'  Processor,  gives  your  IT  department  the 

i  to  spend  less  time  on  day-to-day  operations  so  they  can  focus  more  time  on  pursuing  innovations  for  the 

any.  The  HP  BladeSystem  comes  equipped  with  features  like  Virtual  Connect  Architecture,  which  virtualizes 

'SAN  settings  and  drastically  improves  IT  response  times  and  service  levels.  Just  imagine  the  possibilities 

you  set  IT  free. 


i  -  - 


HP  BladeSystem  c7000  Enclosure  with. 
BL460c  and  BL480c  server  blades 


Call  1-866-356-6093 
Visit  hp.com/go/setlTfree22 
Find  a  reseller:  hp. com/go/reseller 


S  m  technology  designed  to  improve  performance  of  multithreaded  software  products  and  hardware-aware  multitasking  operating  systems  and  may  require  appropriate  operating  system  software  lor  full  benefit;  check  with 
to  determine  suitability;  not  all  customers  or  software  applications  will  necessarily  benefit  from  use  ol  this  technology.  Intel's  numbering  is  not  a  measurement  of  higher  performance.  Intel,  the  Intel  Logo,  Xeon  and  Xeon  Inside  are 
listered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  The  information  contained  herein  is  subject  to  change  without  notice.  ©2007  Hewlett- Packard  Development  Company,  L  P. 
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S&P500 

FEB.     AUG.     FEB.    FEB.  22-28 
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1406.8 
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COMMENTARY 

A  massive  sell-off  on  Feb.  27 
wiped  out  all  of  the  S&P  500's 
gains  so  far  this  year.  Investors 
ran  for  the  exits  on  news  of 
weak  housing  and  factory 
data,  plunging  foreign  stock 
markets,  remarks  by  former 
Federal  Reserve  Chairman 
Alan  Greenspan  about  a 
possible  recession  in  the  U.S., 
and  a  computer  glitch  at  Dow 
Jones  &  Co. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  FEB.  27 

■  S&P  500  ■U.S.  DIVERSIFIED         ALL  EQUITY 


%  3  6  9  12 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


HONMANUFACTURERS'  INDEX 

Monday,  Mar.  5,  JO  a.m.  EST 
»  The  Institute  for  Supply 
Management's  February 
nonmanufacturing  activity  index 
is  forecast  to  have  fallen  to  58%. 
That's  the  median  prediction 
among  economists  queried  by 
Action  Economics.  The  January 
index  rebounded  to  59%. 
FACTORY  INVENTORIES 
Thursday,  Mar.  6, 10  a.m.  EST  » 
Manufacturing  inventories  probably 


U.S.  MARKETS 

FEB  28 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P  500 

1406.8 

-3.5 

-0.8 

9.9 

Dow  Jones  Industrials 

12,268.6 

-3.7 

-1.6 

11.6 

NASDAQ  Composite 

2416.2 

-4.1 

0.0 

5.9 

S&PMidCap400 

838.1 

-3.3 

4.2 

8.3 

S&PSmallCap600 

405.5 

-4.0 

1.4 

7.6 

DJ  Wilshire  5000 
SECTORS 

14,213.9 

-3.5 

0.0 

10.2 

BusinessWeek  50* 

790.8 

-4.1 

-1.0 

4.5 

BW  Info  Tech  100** 

435.8 

-3.5 

-2.6 

13.5 

S&P/Citigroup  Growth 

644.5 

-3.5 

-1.2 

6.4 

S&P/Citigroup  Value 

761.2 

-35 

-0.4 

134 

S&P  Energy 

436.8 

-2.2 

-4.1 

12.1 

S&P  Financials 

482  4 

-5.1 

-2.6 

10.4 

S&P  REIT 

210.1 

-5.0 

5.6 

25.6 

S&P  Transportation 

264.3 

-5.5 

0.2 

1.0 

S&P  Utilities 

194.8 

0.8 

4.4 

18.4 

GSTI  Internet 

203.4 

-3.6 

1.8 

56 

PSE  Technology 

-3.1 

0.8 

1.5 

GLOBAL  MARKETS  feb.28  week 

S&P  Euro  Plus  (U.S.  Dollar)  1999.6  -2.8 

London  (FT-SE 100)  6171.5  -2.9 

Paris  (CAC  40)  5516.3  -3.1 

Frankfurt  (DAX)  6715.4  -3.3 

Tokyo  (NIKKEI  225)  17,604.1  -1.7 

Hong  Kong  (Hang  Seng)  19,651.5  -4.8 

Toronto  (S&P/TSX  Composite)  13,045.0  -2.1 

Mexico  City  (IPC)  26.639.0  -7.2 
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FUNDAMENTALS 

FEB.  27 

WEEKAGf    JH 

S&P  500  Dividend  Yield 

1.83% 

1.75%     | 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

17.0 

18.0 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

14.9 

15.5     * 

First  Call  Earnings  Revision* 
TECHNICAL  INDICATORS 

-1.55% 
FEB  27 

-2.62%     ■: 

WEEK  AG!    £| 

S&P  500  200-day  average 

1342S 

1339.9     | 

Stocks  above  200-day  average 

73.0% 

81.0%    i 

Options:  Put/call  ratio 

1.09 

0.80     at 

Insiders:  Vickers  NYSE  Sell/buy  ratio 

8.07 

7.26     i* 

BEST-PERFORMING 
GROUPS 


LAST 
MONTH* 


LAST  12 
MONTHS  % 


WORST-PERFORMING  WST 

MONTH  % 


Forest  Products 

14.5 

Tires  &  Rubber 

70.0 

Constr.  Materials 

144 

Steel 

59.1 

Power  &  Energy  Traders 

13.7 

Divsfd.  Metals  &  Mining 

55.4 

Education  Services 

9.0 

Constr.  Materials 

47.5 

Agricultural  Products 

7.4 

Department  Stores 

38.1 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                          %        52-WEEK  TOTAL  RETURN 
LEADERS                                                      LEADERS 

% 

Japan 

3.7 

Pacific/Asia  ex-Japan 

30.3 

Precious  Metals 

33 

Real  Estate 

28.3 

Utilities        ■■ 

2.9 

Latin  America 

26.0 

Diversified  Pacific/Asia 

LAGGARDS 

1.5 

Europe 
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24.6 
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Financial 
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Japan 

1.3 
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-1.7 

Technology 

3.1 

Health 

-1.7 
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GROUPS 

Homebuilding  -11.9 

Spclzd.  Cnsmr.  Serv.  -11.5 

Residential  REITs  -9.0 

Environmental  Services  -8.9 

Broadcasting  -8.6 


Homebuilding 
Electric  Mfg.  Svcs. 
Photographic  Prodi* 
Gold  Mining 
Computer  Retailers 


INTEREST  RATES 


KEY  RATES 

FEB.  28 

WEEK  AG   i 

Money  Market  Funds 

4.86% 

4.86  I 

90-Day  Treasury  Bills 

5.14 

5.17    1 

2-Year  Treasury  Notes 

4.63 

4.84  ( 

10-Year  Treasury  Notes 

4.56 

4.6?   4 

30-Year  Treasury  Bonds 

4.67 

4.79 

30-Year  Fixed  Mortgage  f 

6.05 

6.14i< 
f 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

iShares  Silver  Trust  10.2 

Japan  Smaller  Cos.  8.7 

iSharesGSCICmdty.ldx.      8.1 
WisdomTree  Jpn.  High-Yld.  Eq  76 

LAGGARDS 

Eaton  Vance  Greater  India  A  -8.7 
Matthews  India  -6.6 

Quaker Btch. Phrma.-Hthcre.  A  - 5.8 
DireXion  HCM  Freedom       -5.7 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

Dreyfus  Prem.Grtr.  China  A  68.0 
Oberweis  China  Opport.  55.6 
OldMut.ClayRnlayCh.A54  3 
E.I.I.  Intl.  Property  Instl.        53.7 

LAGGARDS 

American  Heritage  Grth.  -25.0 
SPDR  Homebuilders  ETF  -18.7 
Ameritor  Security  Trust  -18.2 
ProFundsSh.RI.Est.lnv.  -180 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS' 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


Gene  ral  Obligations 
Taxable  Equivalent 
Insured  Revenue  Bonds 
Taxable  Equivalent 


10-YR.  BOND 

3.73% 
5.33 
3.94 
5.63 


1' 


rose  by  0.2  %  during  January,  after 
edging  up  0.1%  in  December. 
BEIGE  BOOK  Wednesday, 
Mar.  7,2  p.m.  EST  »  The  Federal 
Reserve  releases  its  summary  of 
economic  conditions  ahead  of  the 
Mar.  21  monetary  policy  meeting. 
Economists  expect  the  Fed  to 
keep  interest  rates  at  5.25%. 
INSTALLMENT  CREDIT  Wednesday, 
Mar.  7,3  p.m.  EST  »  Consumers 
probably  tacked  on  $5  billion  of 
debt  in  January. 


EMPLOYMENT  Friday,  Mar.  9,  8:30 
a.m.  EST  »  Nonfarm  payrolls  in 
March  are  expected  to  have  grown 
by  120,000  workers,  after  a  gain 
of  111,000  the  month  before.  The 
jobless  rate  probably  remained  at 
4.6%  for  a  second  straight  month. 
INTERNATIONAL  TRADE  Friday, 
Mar.  9,  8:30  a.m.  EST  »  The 
January  trade  deficit  most  likely 
narrowed  to  $59.5  billion.  The 
December  trade  gap  widened  to 
$61.2  billion. 


The  BusinessWeek  product 
improved  to  293.9  for  the  v 

ended  Feb.  17,  an  8.8%  gaii 
year  ago.  Before  calculate 
four-week  moving  average 
index  fell  to  293.1. 


BusinessWeek  .com 


For  the  BW50,  more  invest 
data,  and  the  components 
the  production  index  visit 
www.businessweek.com/extraj 
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idex  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
:nce  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
s.  Companies  listed  only  in  tables  are  not  included. 
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Chipotle(CMG)84 
Christie's  94 
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Clear  Channel  26 
CLM  Global  10 
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Countrywide  (CFC)  38 
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Dell  (DELL)  66 
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Deutsche  Bank  (DB)  34, 
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Getting  to  the  Corner  Office 


TRUE  NORTH  Discover  Your  Authentic  Leadership 

By  Bill  George  with  Peter  Sims;  Jossey-Bass;  251pp;  $27.95 


When  top  executives  sit  down  to  write 
a  book,  the  result  is  often  a  celebratory 
memoir  or  an  upbeat  treatise  on  how  you 
can  emulate  their  success.  Bill  George 
has  chosen  to  produce  neither,  and 
readers  are  the  luckier  for  it.  Instead, 
the  former  Medtronic  CEO  and  current 


Harvard  Business  School  professor  has 

teamed  up  with  co-author  Peter  Sims  to 
offer  a  practical,  inspiring  examination 
of  the  executive  experience,  True  North: 
Discover  Your  Authentic  Leadership.  While 
the  volume  is  a  sequel  to  George's  2003 
best-seller,  Authentic  Leadership,  it  easily 
stands  alone  as  a  guide  to  locating  what 
the  authors  call  "the  internal  compass  that 
guides  you  successfully  through  life." 

At  the  heart  of  True  North  is  a  series 
of  interviews  with  125  managers,  from 
Novartis  CEO  Daniel  Vasella  to  Palm 
co-founder  Donna  Dubinsky.  George 
and  Sims  indulge  in  a  few  anecdotes 
that  flatter  their  subjects.  But  they  also 
get  interviewees  to  talk  about  failures, 
emotional  challenges,  personal  tragedies, 
regrets— in  short,  life  events  that  knocked 
them  off  typical  career  paths.  Taken 
together,  the  stories  illustrate  True  North's 
thesis:  that  there  is  no  single  way  to 

become  an  ideal  leader.  The  volume  is  both  memorable  and 
perceptive. 

True  North  has  three  parts.  The  first  is  an  anecdote-rich 
section  that  describes  what  it  means  to  be  an  "authentic 
leader"  and  examines  how  various  people  arrived  at  this 
status  or  lost  their  way.  There's  Kevin  Sharer,  who  abandoned 
General  Electric  for  MCI,  only  to  find  that  he  was  miserable 
and  that  Jack  Welch  wouldn't  take  him  back.  ("Hey,  Kevin, 
forget  you  ever  worked  here,"  Welch  told  him.)  Sharer 
learned  patience  and  humility  and  went  on  to  become 
chairman  of  Amgen.  The  key  experience  for  Novartis'  Vasella, 
in  contrast,  came  from  childhood:  He  endured  years  of  illness 
and  learned  the  value  of  compassion  in  health  care. 

The  book's  second  section,  which  focuses  on  the  five  key 
facets  of  a  leadership  plan,  is  its  most  useful.  First  comes 
"knowing  your  authentic  self,"  i.e.,  learning  to  be  self- aware. 
This  proved  difficult  for  David  Pottruck,  a  former  CEO  of 
Charles  Schwab  who  found  that  his  long  workdays  and 
aggressiveness  made  colleagues  resent  and  distrust  him.  His 
answer,  on  the  job  and  in  his  third  marriage,  was  to  force 
himself  to  seek  feedback  on  a  regular  basis.  Next,  after  you 


RTLL  GEORGE 


T  RoUTH 
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attain  a  measure  of  self- awareness,  you  should  focus  o  i 
values  and  principles  that  matter  to  you.  David  Gerger  i 
Jon  Huntsman,  both  of  whom  served  in  the  Nixon  Wh 
House  and  experienced  the  Watergate  scandal  up  clost 
had  to  learn  to  draw  ethical  lines.  Huntsman  recalls  th 
"an  amoral  atmosphere  permeated  the  White  House." 
growing  realization,  highlighted  by  a  request  to  entraj.' 
politician,  prompted  him  to  leave. 

A  third  step  in  the  construction  of  a  leadership  plan: 
discovering  what  motivates  you.  The  most  successful  1 1 
the  authors  learn,  rarely  start  out  wanting  to  get  rich. ' 
are  inspired  to  make  a  difference,  to  test  their  limits,  t( 
follow  a  passion.  In  many  cases,  they  ab< 
secure  posts  for  the  unknown.  Fourth  in 
authors'  scheme  is  building  a  support  te^- 
Here,  we  read  that  many  in  Silicon  Valle; 
including  Palm's  Dubinsky,  were  aided  It' 
Chairman  Bill  Campbell,  whom  George 
the  "dean  of  mentoring."  Howard  Shultt 
Starbucks  found  inspiration  in  manager!1 
guru  Warren  Bennis.  Finally,  you  should  1 
forge  what  George  and  Sims  call  "an  intitf 
life"  that  augments  work  with  such  thinnl 
family,  friends,  community  service,  exerir 
church,  and  whatever  else  matters  in  yoi  i 

True  North's  last  section  deals  with 
empowering  the  people  around  you.  The 
ask  leaders— including  many  women  (m<  tij 
in  any  other  part  of  the  book)— to  talk  ab<\  I 
the  higher  calling  of  their  work.  Avon  Pre  dj 
Andrea  Jung  explains  that  "what  we  do  i;  fl| 
women  in  the  communit 
while  Anne  Mulcahy  of  m 
talks  about  trying  to  mot! 
personnel  as  the  compa 
struggled  to  stave  off  ba 
As  elsewhere  in  the  booi 
is  no  victory  lap.  At  one  p 
Mulcahy  recounts  pullinj 
on  a  highway  after  a  toug 
saying  to  herself:  "I  don'  i 
where  to  go.  I  don't  want  j 
home.  There's  just  no  pla 

^^"^^  go." 

Most  readers  will  relat  1 
at  least  some  of  the  subjects'  struggles,  whether  they  in  fl 
watching  a  sibling  die  or  fighting  to  keep  ego  from  gett 
in  the  way  of  results.  These  people  come  across  as  fallit 
emotional,  and,  yes,  authentic.  A  series  of  exercises  at  t 
end  of  each  chapter  may  help  readers  evaluate  their  pri 
and  practices.  While  True  North  offers  no  simple  answe  j 
it  provides  plenty  of  fodder  to  help  readers  figure  out  ft  J 
themselves  how  to  become  a  leader.  ■ 

-By  Diar 


An  inspiring, 
anecdotal 
guide  to 
effective 
and  humane, 
leadership 
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ARDCOVER  BUSINESS  BOOKS 


JIM  CRAMER'S  MAD  MONEY  James  J.  Cramer  with  Cliff  1        2 

Mason  (Simon  &  Schuster  •  $25)  More  investing  wisdom 
from  the  television  personality. 

THE  WORLD  IS  FLAT  Thomas  L.  Friedman  (Farrar,  Straus         3       21 
,  &  Giroux  •  $30)  Globalization  is  great— sort  of— says  a 
i  columnist  for  The  New  York  Times. 

IfREAKONOMICS  Steven  D.Levitt,  Stephen  J.  Dubner  2      22 

[(Morrow  •  $27.95)  Crack  gangs,  the  Ku  Klux  Klan,  and  more. 

■  JEFFREY  GITOMER'S  LITTLE  GOLD  BOOK  OF  YES!  14       2 
[  ATTITUDE  Jeffrey  Gitomer  (Prentice  Hall  •  $19.95) 

I  Accenfuafe  the  positive. 

-WHY  WE  WANT  YOU  TO  BE  RICH  Donald  J.  Trump,  Robert        4       4 
I T.  Kiyosaki,  Meredith  Mclver,  Sharon  Lechter  (Rich  Press  • 
J)$24.95)  Help  for  the  shrinking  middle  class. 

(THE  ONLY  THREE  QUESTIONS  THAT  COUNT  Ken  Fisher         -       1 
(Wiley  •  $27.95)  A  contrarian  approach  to  investing,  by  a 
Forbes  columnist. 

UMADE  TO  STICK  Chip  Heath,  Dan  Heath  (Random  House         -       1 
I  •  $24.95)  An  examination  of  why  some  ideas  gain  traction 
<vhile  others  fade  from  view. 

;  WHAT  GOT  YOU  HERE  WON'T  GET  YOU  THERE  Marshall        -       1 

[Goldsmith  with  Mark  Reiter  (Hyperion  •  $23.95)  An 
|sxecuf/Ve  coach  on  negative  habits  that  can  hurt  careers. 

SffHE  STARBUCKS  EXPERIENCE  Joseph  A.  Michelli  8        3 

KMcGraw-Hill  •  $21.95)  How  the  coffee  retailer  built 
Ms  following. 

r  JIM  CRAMER'S  REAL  MONEY  James  J.  Cramer  (Simon  &         6      22 
^Schuster  •  $26)  The  "10  Commandments  of  Trading," 
"romCNBC's  wild  man. 

-iTHE  LITTLE  BLACK  BOOK  OF  CONNECTIONS  Jeffrey  -       5 

■  Gitomer  (Bard  Press  •  $19.95)  Building  relationships  with 
Mstomers,  co-workers,  vendors,  etc. 

kOUR  ICEBERG  IS  MELTING  John  Kotter,  Holger  Rathgeber       10      4 
■St.  Martin's-  $19.95)  Dealing  with  change. 

'THE  SMARTEST  INVESTMENT  BOOK  YOU'LL  EVER  READ      -       2 
ipaniel  R.  Solin  (Perigee  •  $19.95)  A  four-step  plan. 

,  WORDS  THAT  WORK  Dr.  Frank  Luntz  (Hyperion  -$24.95)  A     -       1 
"jOPspinmeister  on  how  business  can  communicate  better. 

kTHETAOOFWARRENBUFFETTMaryBuffett.DavidClark       9       3 
(.  Scribner  •  $19.95)  Wisdom  from  the  Sage  of  Omaha, 
,:ompiled  by  a  former  daughter-in-law. 


PAPERBACK  BUSINESS  BOOKS 
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MONTH     ON  LIST 


START  LATE,  FINISH  RICH  David  Bach  (Broadway-  -       1 

$14.95)  Strategy  and  tactics  for  baby  boomers  nearing 
the  age  of  retirement. 

GOOD  TO  GREAT  AND  THE  SOCIAL  SECTORS  Jim  1       14 

Collins  (Collins  •  $11.95)  A  primer  on  how  noncorporate 
organizations  can  excel. 

J.K.LASSER'S  YOUR  INCOME  TAX  2007  The  J.K.Lasser        3        2 

Institute  (Wiley  •  $17.95)  Time  to  start  sorting  receipts. 

WHAT  COLOR  IS  YOUR  PARACHUTE?  2007  Richard  2        6 

Nelson  Bolles  (Ten  Speed  Press  •  $17.95)  The  enduring 
job-search  bible. 

THE  ERNST  &  YOUNG  TAX  GUIDE  2007  Ernst  &  Young  LLP      15       2 

(CDS  Books  •  $16.95)  Sharpen  those  pencils  and  get  out 
the  W-2s. 

THE  AUTOMATIC  MILLIONAIRE  David  Bach  (Broadway         5       13 

$12.95)  How  you  can  put  your  investment  program 
on  autopilot. 

CRUCIAL  CONVERSATIONS  Kerry  Patterson,  Joseph  11      12 

Grenny,  Ron  McMillan,  Al  Switzler  (McGraw-Hill  •  $16.95) 
Strategies  for  those  all-important  talks. 

A  GUIDE  TO  THE  PROJECT  MANAGEMENT  BODY  -      12 

OF  KNOWLEDGE  Project  Management  Institute  (PMI 
Publications  •  $49.95)  Delivering  results. 

THE  ESSAYS  OF  WARREN  BUFFETT  Warren  E.Buffett,  7        3 

Lawrence  A.  Cunningham  (Cunningham  Group  •  $25)-4 
selection  of  epistles  to  Berkshire  Hathaway  shareholders. 

COLLAPSE  Jared  Diamond  (Penguin  -$17)  From  Easter  4      12 

Island  to  Mayan  Central  America,  why  civilizations 
fall  apart. 

THE  WALL  STREET  JOURNAL  COMPLETE  REAL-ESTATE        -       1 
INVESTING  GUIDEBOOK  David  Crook  (Three  Rivers 
Press  •  $14.95)  Finding  valuable  properties,  etc. 

*C\  THINK  AND  GROW  RICH  Napoleon  Hill  (Ballantine  •  $7.99)      8       21 
\-2L  Willpower  and  a  positive  attitude  are  the  keys. 

*  r%  THE  ABC'S  OF  REAL  ESTATE  INVESTING  Ken  McElroy  10       2 

A-O  (Warner  •  $16.95) /Advice  from  the  Rich  Dad's  bookshelf. 

FIND  IT,  FIX  IT,  FLIP  IT!  Michael  Corbett  (Penguin -$15)  13      12 

You  can  profit  from  real  estate,  by  a  TV  show  host. 

RICH  WOMAN  Kim  Kiyosaki  (Rich  Press  -$18.95)  How  12       9 

women  can  avoid  self-sabotage  and  take  control  of 
their  finances. 
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D  GREAT  Jim  Collins  (HarperBusmess  •  $27.50) 
I  'COVER  YOUR  STRENGTHS  Marcus  Buckingham, 
ili  Clifton  (Free  Press -$30) 

f\  DYSFUNCTIONS  OF  A  TEAM  Patrick  Lencionl  (Jossey- 
■  1.95) 

IK  Icolm  Gladwell  (Little.  Brown  •  $25.95) 
>  MED  MY  CHEESE?  Spencer  Johnson  (Putnam  •  $19.95) 
LI  .t  RED  BOOK  OF  SELLING  Jeffrey  Gitomer 
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PAPERBACK  BUSINESS  BOOKS 

RICH  DAD,  POOR  DAD  Robert  T.  Kiyosaki  with  Sharon  L.  Lechter 

(Warner  •  $16.95) 

THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay  •  $14.95) 

GETTING  THINGS  DONE  David  Allen  (Penguin  •  $15) 

THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  Stephen  R.  Covey 

(Free  Press -$15) 

GETTING  TO  YES  Roger  Fisher,  William  Ury.  Bruce  Patton  (Penguin  •  $15) 

THE  E-MYTH  REVISITED  Michael  E.Gerber(HarperBusiness  •  $16) 


RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T.  Kiyosaki  with 

Sharon  L.  Lechter  (Warner  •  $17.95) 

THE  48  LAWS  OF  POWER  Robert  Greene  (Penguin  •  $18) 

RICH  DAD'S  GUIDE  TO  INVESTING  Robert  T.  Kiyosaki  with 

Sharon  L.  Lechter  (Warner  •  $19.95) 

THE  MILLIONAIRE  NEXT  DOOR  Thomas  J.  Stanley,  William  D.  Danko 

(Pocket  Books  •  $15) 

SMART  WOMEN  FINISH  RICH  David  Bach  (Broadway  •  $14.95) 

RICHEST  MAN  IN  BABYLON  George  S.  Clason  (Signet  ■  $6.99) 
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IdeasFaceTime 


WITH  MARIA  BARTIROMO 


China  Syndrome:  How  Sea 


WHEN  STOCK  MARKETS  in  China  took  a  ma- 
jor hit  on  Feb.  27, 1  rang  up  Don  Straszheim, 
vice-chairman  of  investment  bank  Roth 
Capital  Partners  in  Los  Angeles,  for  some 
answers.  Straszheim  was  chief  economist 
at  Merrill  Lynch  for  a  dozen  years  and  is  an 
expert  on  investment  in  China. 

Why  was  China  so  important  to  this  week's  market  volatility? 

For  the  first  time,  an  event  in  China's  equity  markets  triggered 
a  reaction  around  the  world.  In  the  last  two  years,  China  has 
gone  from  being  interesting  to 
being  important  to  being  top  of 
mind  among  investors.  So  when 
China's  equities  collapsed,  inves- 
tors around  the  world  conclud- 
ed, "Oh-oh,  this  means  maybe 
something  important  to  China's 
economy.  And  it  may  mean  some- 
thing important  to  equity  markets 
around  the  world."  This  wasn't 
the  case  five  years  ago. 

Should  we  be  worried  that  China's 
economy  could  crack  and  set  off 
a  ripple  effect? 

I  don't  think  so.  Equities  in  China 
are  not  really  important  to  economic  growth.  Equity  financing 
is  still  a  small  part  of  raising  capital.  Far  more  important  than 
paper  gains  or  losses  for  Chinese  investors  is  growth  in  real 
jobs  and  income  for  workers.  That's  what  drives  the  economy. 

China  had  a  huge  rally  before  this  week's  sell-off.  Were  the 
gains  warranted? 

From  2001  till  summer,  2005,  China's  markets  went  down 
about  70%.  This  was  because  more  people  came  to  realize  that 
China's  equity  markets  were  still  quite  immature... and  just 
stayed  away  or  bailed  out.  Beijing,  in  the  summer  and  fall  of 
2005,  decided. ..we've  got  to  accelerate  the  reforms  we're  mak- 
ing in  the  equity  markets.  When  those  reforms  were  initiated, 
investors  in  China  concluded  this  is  the  start  of  something 
big.  And  so  equities  rose  130%  in  2006  and  up  another  10%  to 
30%  in  early  2007.  As  enthusiasm  got  ever  greater,  it  became  a 
mania.  No  other  word  to  describe  it.  And  for  whatever  reason, 
investors  in  China  a  couple  of  days  ago  concluded,  "This  is  get- 
ting increasingly  worrisome.  We've  made  fantastic  gains,  lef  s 
take  some  money  off  the  table."  So  when  you  look  at  this  9% 


decline,  it's  a  big  number  in  a  day,  but  it's  a  small  nu 
terms  of  the  magnitude  of  the  rally  over  the  last  18  m< 

How  sound  are  the  underlying  values  of  the  Chinese  sh , 

I'm  a  skeptic  about  many  of  the  equities  on  the  Shan; 
Shenzhen  markets.  First,  about  two-thirds  of  those  co  { 
remain  state-owned.  And  those  markets  are  dominate! 
tail  investors,  not  institutional  investors— exactly  the 
of  the  States,  Europe,  Japan,  and  other  developed  eccj 
Return  on  equity,  price-earnings  ratio,  book  valuJ 
concepts  have  not  yet  entered  the  consciousness  of  1 
age  Chinese  equity  investor.  The  Shanghai  and  the  S\ 
markets  are  still  highly  vulnerable,  with  enormous 
'  risk  to  Western  investors  \ 


Does  the  market  still  havi 
to  go  down?  Beijing  analy 
it  could  safely  drop  10%  i 

This  is  now  really  a  nrj 
investor  psychology.  Thd 
may  be  over,  or  there  < 
another  25%  or  40%  droJ 

Do  you  think  the  banking  < 
could  derail  China's  econif 

China's  financial  sector  i:  b 
its  weakest  link.  The  ban 
state-owned,  and  loans  a, 
more  on  the  basis  of non  j 
that  China  doesn't  have  1 1 
economy. 


considerations.  The  result  is 
tools  to  carefully  manage  its 


What  do  you  tell  U.S.  investors  who  lost  money  this  we 

To  me,  it  is  more  of  a  buying  opportunity  than  a  timj 
out  and  run  for  cover. 

Alan  Greenspan  just  suggested  a  recession  could  ha 
you  think  the  U.S.  will  fall  into  recession  this  year? 

No.  I  think  the  economy  is  going  to  continue  to  grow  I 
sonable  pace,  something  in  the  3%  range.  Most  of  the  d 
housing  is  over.  Almost  anybody  in  this  country  who  hi 
skills  can  find  a  job.  And  earnings  have  been  rising  i  j 
the  last  four  or  five  years.  Inflation  remains  under  cor 
rates  are  not  at  levels  that  suggest  the  economy  is  appn 
danger  point.  We  had  a  10-year  recovery  from  1991  to :  j 
lowed  by  a  modest  recession.  We're  now  in  the  sixth  y 
current  expansion,  and  I  think  it  has  many  more  years  | 

Maria  Bartiromo  is  the  anchor  ofCNBC's  Closing  Bell. 
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fhe  Power  of  Knowledge  Engineering.  Visit  u3 


It  is  clear  which  way  to  go:  cars  have  to  become  lighter, 
cleaner,  smarter  and  safer.  SKF  is  a  vital  co-driver  in  this 
accelerating  race.  Our  hub  bearings  have  significantly 
reduced  the  weight  of  wheel  bearing  arrangements.  Wt 
have  made  an  engine  cover  30%  lighter.  And  our  innova- 
tive valve  stem  seal  design  offers  better  sealing  capacity. 
It  all  adds  up  to  fuel  saved  and  reduced  emissions. 

By  sharing  our  expertise,  experience  and  creativity, 
industries  can  boost  performance  beyond  their  expecta- 
tions. Want  to  stay  ahead?  Challenge  our  specialists! 


"he  Power  of  Knowledge  Engineering 
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BY  JACK  AND  SUZY  WELCH 


The  Unemployment  Act 


Are  you  at  all  concerned  about  American  competitiveness  in 
the  future? 

— Srikanth  Raghunathan,  Irwin,  Pa. 

Yes.  But  not  for  the  standard  "the  sky  is  falling"  reasons, 
like  the  twin  deficits,  low-cost  Chinese  manufacturing,  or 
intellectual  property  piracy.  We  believe  those  challenges  will 
largely  be  ameliorated  by  market,  political,  and  legal  forces. 
No,  we're  as  worried  as  can  be  that  American  competitiveness 
is  about  to  be  whacked  by  something  no  one  seems  to  be 
talking  about:  the  Employee  Free  Choice  Act,  which  is 
currently  weaving  an  insidious  path  through  Congress 
toward  becoming  law.  If  it  does,  the  long-thriving  American 
economy  will  finally  meet  its  match. 

You  didn't  read  wrong.  We  know  it  must  sound  strange  to 
oppose  legislation  that  promises  something  as  motherhood-y 
as  "free  choice."  But  the  title  of  this  bill  is  pure  propaganda. 
It  won't  encourage  liberty  or  self-determination  in  the 
workplace;  more  likely  it  will  introduce  intimidation  and 
coercion  by  labor  organizers,  who,  after  a  long  slide  into 
near-oblivion,  finally  see  a 
glorious  new  route  to  millions 
of  dues-paying  members. 
Their  campaign  could  trigger 
a  surge  in  unionization 
across  U.S.  industry— and 
in  time,  a  reversion  to  the 
bloated  economy  that  brought 
America  to  its  knees  in  the 
late  1970s  and  early  '80s  and 
that  today  cripples  much  of 
European  business.  If  you 
want  to  be  reminded  of  what 
that  looks  like,  drive  through 
Pennsylvania's  Lehigh  Valley, 
as  we  did  last  weekend,  and 

take  a  look  at  all  the  shuttered  factories.  Steel— like  coal, 
autos,  and  so  many  other  industries  in  the  global  economy- 
paid  the  inevitable  price  of  unionization  run  amok. 

MAKE  NO  MISTAKE.  We  don't  unilaterally  oppose  unions. 
Indeed,  if  a  company  is  habitually  unfair  or  unreasonable, 
it  deserves  what  it  gets  from  organized  labor.  But  the 
problem  with  unions  is  that  they  make  a  sport  out  of  killing 
productivity  even  when  companies  are  providing  good  wages, 
benefits,  and  working  conditions.  It  is  not  uncommon  in 
a  union  shop  to  shut  down  production  rather  than  allow  a 
nonunion  worker  to  flip  a  switch.  Only  a  union  or  millwright 
electrician  can  do  that  job!  Come  on.  Companies  today  can't 
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An  insidious 
pro-union  bill 
in  Congress 
would  impair 
America's 
ability  to 
compete 


afford  such  petty  bureaucracy  or  the  other  excesses  ui 
often  lead  to,  such  as  two  people  for  every  job  and  a  li 
approach  to  even  the  smallest  matters.  Yes,  managers 
and  employees  will  sometimes  disagree.  But  in  the  gl 
economy,  they  have  to  work  through  those  differences 
adversaries  but  as  partners. 

The  Employee  Free  Choice  Act  undermines  that.  H 
how.  Currently,  when  labor  organizers  want  to  launch' 
unionization  effort,  they  ask  each  worker  to  sign  a  cat 
show  of  support.  If  30%  or  more  employees  do  so,  a  fil 
supervised  election  can  be  called  and  conducted  with  i 
the  most  revered  mechanisms  in  democracy,  the  secre 
Thus,  employees  can  vote  their  conscience,  without  fe 
retribution  from  either  union  leaders  or  management 

By  contrast,  under  the  Employee  Free  Choice  Act, 
organizers  could  start  a  union  if  50%  of  employees,  1 
one  more  worker,  sign  cards.  That' s  right— no  more  s 
ballot.  Instead,  employees  would  likely  get  a  phone  a 
a  pointed  solicitation,  or  worse,  a  home  visit  from  a  sh 
team  of  organizers.  You  can  just  imagine  the  scenario 
organizers  sit  around  the  kitchen  table  and  make  thei 
likely  with  a  lot  of  passion.  Then  they  slide  a  card  in  f 
the  employee  with  a  pen.  Who  would  say  no?  Who  a 

Now,  union  supporters  will  tell  you  that  they  won't 
intimidate  employees  for  votes,  and  regardless,  mana 
intimidates  all  the  time  by  threatening  to  fire  employ* 
who  vote  union.  But  the  system  as  it  exists  has  safegv 
including  heavy  fines  against  companies  that  misbeh 
automatic  new  elections. 

Still,  the  advance  of  the  Employee  Free  Choice  Act 
continues  unabated.  And  so  pretty  soon,  if  enough  bu 
leaders  and  legislators  don't  stand  up,  it  may  well  be:  S 
again,  unions.  So  long,  American  competitiveness.  Tl 
change  won't  happen  instantly.  Companies  will  fight 
as  if  their  lives  depend  on  it,  because  they  do.  But  giv 
logistics  of  the  Employee  Free  Choice  Act,  any  manaj 
campaign  is  hobbled.  If  you  can't  be  at  the  kitchen  ta 
the  organizers  and  their  hard  stares,  you  probably  ca  w 

If  s  too  bad.  In  fact,  if  s  terrible.  And  ironic.  First,  1 
the  ability  to  unionize  already  exists  in  America,  thai  tt 
the  secret  ballot.  And  second,  becaubritbse  the  Emp]  x 
Free  Choice  Act  ultimately  only  provides  a  free  choic 
nobody  would  ever  want:  how  to  spend  a  governmei  ss 
unemployment  check.  ■ 

Jack  and  Suzy  Welch  bok  forward  to  answering  your  ques  is 
about  business,  company,  or  career  challenges.  Please  e-mc  to 
atthewelchway@businessweek.com.  For  their  weekly  I 
go  to  www.businessweek.com/search/podcasting.htm. 
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viat  it  means  to  be  World  Wise.  It  means  seeing  the  world  as  interconnected  and  flowing,  and 
wowing  how  borderless  economies  affect  the  investment  decisions  you  make.  It  means 
itfymg  the  wherewithal  to  invest  as  confidently  in  Nmgbo,  China,  as  in  Chicago  or  New  York. 
^Morgan  Stanley,  World  Wise  is  an  understanding  of  the  world  as  more  complex  and  more 
jtjnamic  than  it  has  ever  been.  Which  means  that  success  is  not  only  a  matter  of  what  you've 
Rested  in,  but  more  importantly,  whom  you've  invested  with. 


Ask  a  Financial  Advisor  today. 

morganstanley.com/WORLDWlSE 
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IT'S  NOT  EXPENSIVE  TO  LOOK  EXPENSIVE. 
HP  COLOR  LASERJETS  STARTING  AT  $299. 

Looking  your  best  just  got  even  easier  with  the  HP  Color  LaserJet.  Its  renowned  print  quality  helps 

you  stay  current  and  competitive.  And  for  15  years  running,  HP  has  been  PC  Magazine's  Readers' 

Choice  for  service  and  reliability.  HP  LaserJets,  the  reliable  workhorse  printers  for  business. 


BEST 

HP  Color  LaserJet  2605dn. 
Up  to  10  pages  a  minute* 
Plus  two-sided  printing. 

$499. 

HP  Color  LaserJet  2600n 
Up  to  8  pages  a  minute 
Plus  network-ready. 

GOOD  $399 

HP  Color  LaserJet  1600. 
Up  to  8  pages  a  minute. 

$299 


lb  leam  more,  visit  hp.com/go/colorprinter.  Call  1-800-888-3119  Or  visit  your  local  reseller  or  retailer 
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rhen  you  think  Texas,  chances 

are  you  think  big.  Which  is 

why  we've  made  San  Antonio  the 

home  of  the  new  full-sized  Tundra, 

our  biggest  pickup  truck  yet. 

The  San  Antonio  plant,  Toyota's 
10th  in  the  U.S.,  is  a  vital  part  of  our 
U.S.  operations.  With  a  total  of  over 
4,000  team  member  and  on-site  supplier 
jobs,  it  represents  a  sizeable  investment 
.4. 


in   the   local   community,    \ 
bringing  Toyota's  total  U.S. 
investment  to  over  $15  billion 
Which  is  impressive,  even  by  Texas 
standards. 

This  new  plant  is  just  one  more 
example  of  our  commitment  to 
America.  It's  what  drives  us  to  think 
big-about  our  vehicles  and  the  people 
who  drive  them. 
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And  because  Canon  Pixma  printers  feature  our  Chromalife  100  system  you'll  get  beautiJ 
detailed  photos  that  stand  the  test  of  time. 
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With  built-in  Duplex  Printing,  you  car 
2-sided  documents  and  photos  autom} 
Using  the  Automatic  Document  Feeder, 
easily  copy,  scan  or  fax  multi-page  doc 
—  all  from  the  same  machine. 
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PIXMA.THERE  IS  NO  SUBSTITUTE.  To  learn  more  about  PIXMA  Office M-ln-One 
Printers,  visit  www.usa.canon.com/consumer,  or  call  1-800-OK-CANON. 
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Introducing  the  stylish  and  dependable 
Panasonic  Toughbook®  Y5  with 
Verizon  Wireless  BroadbandAccess 
Built-in.  Its  rugged  design,  lightweight 
construction  and  6-hour  battery  life 
provide  the  power  and  durability 
Toughbook  is  famous  for.  And  access 
to  America's  most  reliable  wireless 
broadband  network  is  already  built  in, 
so  you're  no  longer  dependent 
on  Wi-Fi  hotspots.  It's  the  freedom 
to  work  on  the  go,  on  the  notebook 
and  on  the  network  you  can  count  on. 


*  •*  *  m'% 


Buy  a  new  Toughbook  Y5  today  and  get: 

1  month  FREE  BroadbandAccess 
service  with  a  new  2-yr  activation* 
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arch  1-31 ,  2007.  Network  claim  based  on  fewest  aggregate  blocked  and  dropped  connections.  BroadbandAccess  is  available  in  242 
jolitan  areas  and  180  primary  airports  in  the  U.S.,  covering  more  than  202  million  people.  Network  details  &  coverage  maps  at 
•ss  com.  See  verizonwireless.com/bestnetwork  for  details.  ©2007  Verizon  Wireless. 

ptebook  PCs  are  covered  by  a  3-year  limited  warranty,  parts  and  labor.  To  view  the  full  text  of  the  warranty,  log  on  to 
nic.com/businessAoughbook/premium_services.asp.  Please  consult  your  Panasonic  representative  prior  to  purchase. 
sonic  Corporation  of  North  America.  All  rights  reserved. 


Contact  <fWj//  a  Panasonic  partner 
CALL  1.888.557.4239 
CLICKverizonwireless.com/panasonic 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/07_12/online.htm. 


Bugatti  Veyron  16. 
Powerful  and  pric 


The  Wheels  of  Luxury 

For  the  status-conscious,  few  signs  of  success  are  more  satisfyii  j 

than  a  Mercedes  or  Lexus— or  even  better,  a  Rolls-Royce  or 

Ferrari— in  the  driveway.  And  while  luxury  cars  are  low-volume  j 

and  relatively  low-revenue  lines,  their  strong  margins  and  abiliil 

to  attract  affluent  buyers  make  them  integral  to  companies  sucl 

DaimlerChrysler,  Toyota,  Fiat,  ai 

Volkswagen.  BusinessWeek.comj 

Special  Report  on  Luxury  Cars  loot 

the  state  of  the  luxury  auto  marlj 

in  the  U.S.  A  key  issue:  Can  Ame 

build  a  luxury  car  again  after  ye* 

of  ceding  the  market  to  imports'*! 

Lincoln  seems  hors  de  combat,  b 
Ro.ls-RoycePhantomDropheadCoupe  ^^  ^  ^  ^  &  $30>mi 

coupe  with  the  looks  and  performance  to  compete  with  BMW's  j 
3  Series  and  Mercedes'  C-Class.  We  also  ask  how  one  can  justifj 
spending  six  figures  on  a  car  (if  s  not  easy,  but  it  can  be  done), 
and  we  grumble  about  top-of-the-line  cars  with  the  highest  recalls! 
Last,  see  our  slide  shows  on  the  top -selling  luxury  cars  and  noil 
faded  marques  such  as  Peerless,  Alvis,  and  Isotta-Fraschini.  Gc ' 
www.businessweek.com/go/07/luxuryautos  for  all  this  and  more. 
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GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  High-dividend  stocks  I  Free  stock-trading  sites  I  Unc 
B-school  rankings  I  Woodworking:  Executive  stress  reliever  I  Check  your  local  TV  listings  for  progran 
and  times.  For  video  clips,  go  to  www.businessweekweekend.com 
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"Denial  is  not  a  good 
investment  philosophy." 

-Michael  Fair,  chief  investment  officer  at 

money  manager  Fair  Miller  &  Washington, 

on  the  danger  of  viewing  the  Bow's  157-point  gain  on 

Mar.  6  optimistically,  as  reported  in  USA  Today 


ED  BY  DEBORAH  STEAD 


ONS 


3  Be  Continued  in  2009 


1ET0RIC  in  the  House  of  Representatives 

s  often  sweeping,  but  never  so  much 
is  when  a  bill  is  square  in  the  sights 
i  of  the  most  powerful  interests  in 
ington:  Big  Business  and  Big  Labor. 
i  oratory  was  strident  on  Mar.  1  when 
)use  passed  the  Employee  Free  Choice 
■  2007  in  a  largely  party-line  vote  of 
t|!5.  The  measure  aims  to  change  labor 
r\  allow  employees  to  unionize  by  having 
■>rity  of  workers  sign  petition  cards. 
Bients  say  it's  an  end  run  around  the 
l»  ballot  method  called  for  under  existing 
■id  that  it  would  permit  unions  to 
date  workers  into  signing, 
ching  on  C-SPAN  or  listening  to 
and  conservative  pundits  sound 
a  might  think  the  bill  could  actually 
e  law  this  year.  But  it  can't.  Even  its 
:ratic  supporters  concede  that  getting 
ed  in  the  Senate  would  be  an  uphill 
And  if  it  should  clear  that  hurdle 
ow,  President  George  Bush  will,  as 
>ed,  veto  it. 
on  the  House  floor,  Representative 


Virginia  Foxx  (R-N.C.)  dubbed  the  measure 
the  "Employee  Intimidation  Act"  and  noted 
that  it  is  favored  by  the  Communist  Party 
of  the  U.S.  Democrats  say  it's  an  economic 
and  social-justice  issue,  with  Representative 
Bruce  Braley  (D-Iowa)  promising  that  such 
legislation  would  help  workers  reach  their 
"full  potential  as  human  beings." 

Everyone  involved  knows  the  bill  isn't 
going  anywhere  in  this  Congress.  But  it  has 
been  declared  a  top  priority  by  unions  that 
contribute  heavily  to  Democratic  candidates 
and  worry  about  declining  membership. 
If  s  also  a  concern  of  business  lobbyists  who 
back  Republicans  in  races  and  fear  increased 
labor  costs. 

Today's  fight  is  about  a  future  year, 
when  a  Democratic  Congress  might  be 
working  with  a  Democratic  President  to 
sign  such  a  law.  It's  the  initial  battle  of 
a  larger  war  to  come,  says  John  Gay,  a 
lobbyist  at  the  National  Restaurant  Assn. 
who  is  working  against  the  measure. 
"The  harder  you  fight  now,  the  easier 
it  gets  later."  -Eamonjavers 
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THE  BIG  PICTURE 

TOURISM'S 
GLOBAL 
REPORT  CARD 

SWITZERLAND  tops  the  World 
Economic  Forum's  first-ever 
ranking  of  124  countries 
based  on  their  appeal  as  a 
tourist  destination.  Austria 
and  Germany  were  Nos.  2 
and  3,  respectively.  Iceland 
was  No.  4,  with  the  U.S. 
rounding  out  the  top  five.  The 
list  is  based  on  52  variables, 
from  a  country's  culture  to 
its  security.  America  could 
improve  in  a  few  areas,  such 
as  its  citizens'  attitudes 
toward  foreign  visitors— 
though  it  still  beats  France, 
No.  122,  on  that  score. 

-Lindsey  Gerdes 


Factors  affecting 
travel-and- 
tourism  appeal 

Travel-and-tourism 
environment 
and  infrastructure 


U.S.  rank 
(out  of  124 
countries) 


Natural  and 
cultural  resources 


Price 
competitiveness 
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Citizen  attitudes 
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Data:  Travel  &  Tourism  Competitiveness 
Report  2007,  World  Economic  Forum 
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THE HOUSE 
MAKES  A 
HOUSE CALL 

In  the  debate  over  whether 
companies  exert  too  much 
influence  over  patient 
care,  the  New  York-based 
Cardiovascular  Research 
Foundation  and  its  founder, 
Dr.  Martin  Leon,  are  central 
figures.  The  foundation  gets 
money  from  medical  device 
makers  and  uses  some  of  it 
to  stage  annual  conferences 


that  spotlight  their  products, 
including  drug-eluting  stents 
used  to  open  clogged  arteries 
(BW-Oct.23,2006). 

Now  the  potential  conflict 
of  interest  has  caught  the 
attention  of  Henry  Waxman 
(D-Calif.),  chairman  of 
the  House  Committee  on 
Oversight  &  Government 
Reform.  On  Feb.  28,  Waxman 
sent  letters  to  stent  makers 
Boston  Scientific  and 
Cordis,  a  unit  of  Johnson 
&  Johnson.  Both  donate  to 
Leon's  foundation.  Worried 
that  stents  are  being  used 
off-label,  Waxman  requested 
reams  of  marketing  data, 
including  "all  documents 
related  to  funding  support 
for"  the  foundation.  Leon's 
group  says  its  conferences 
follow  industry  guidelines. 
Cordis  and  Boston  Scientific, 
which  say  they'll  cooperate, 
have  until  Mar.  21  to  do  so. 
-Arlene  Weintraub 
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PERK  PATROL 

WHAT 
THE  BOSS 
DIDN'T  GET 

THE  NEW  Securities  & 
Exchange  Commission  rules 
requiring  more  disclosure 
about  executive  perks  have 
yielded  some  long  lists 
this  proxy  season:  private  jet  usage,  mega 
life  insurance  policies,  country  club  dues. 
But  energy  pipeline  giant  Kinder  Morgan 
complied  by  declaring  what  it  doesn't  dole 
out:  "Unlike  many  companies,  we  have 
no  executive  perquisites,"  it  declares  in  its 
10 -K,  in  a  paragraph  brought  to  light  by 
footnoted.org,  which  tracks  SEC  filings. 

The  company  notes  that  its  management 
got  no  money  for  cars,  jets,  financial 
planning,  or  any  other  privileges  in  2006. 
"We  are  currently  below  competitive  levels 
for  comparable  companies  in  this  area  of  our 


compensation  package,"  Kinder  writes  sly] 

Kinder  spokesman  Larry  Pierce  says 
"that's  the  way  we've  done  things  since 
the  beginning,"  adding  that  the  company 
highlighted  its  no-perks  policy  in  this  yeai 
filing  precisely  because  of  the  new  SEC 
rules.  It  may  be  the  last  year  for  such  publ  j 
bragging  rights.  In  August,  2006,  Kinder 
announced  it  is  going  private.  Its  $22 
billion,  management-led  leveraged  buyo 
awaits  approval  from  the  California  Public 
Utilities  Commission,  expected  later 
this  year.  -Aaron  Pressman { 


INTERNAL  AFFAIRS 

THE  SPY  HUNTER  OF  BENTONVILLE 


I 


BEHIND  Wal-Mart's  recent 
announcement  that  it 
had  fired  two  computer 
technicians  and  disciplined 
a  manager  for  secretly 
recording  and  intercepting 
phone  and  text-message 
communications  is  one  of 
the  world's  most  legendary 
spy  hunters:  former  CIA 
and  FBI  agent  Kenneth 
Senser. 

Senser  headed  the 
company's  internal 
investigation  into  the  affair. 
That  led  to  the  Mar.  5 
revelation  that  phone 
conversations  between 
Wal-Mart  public-relations 
employees  and  New  York 
Times  business  reporter 
Michael  Barbara  had  been 
taped  and  that  a  number 
of  text  messages  sent  from 
or  around  the  company's 
Bentonville  (Ark.) 
headquarters  were  also 
captured  and  stored. 


Senser  knows  a  thing 
or  two  about  internal 
espionage.  He  was  the  man 
in  charge  of  reinventing 
the  FBI's  internal  security 
operations  after  the  2001 
arrest  of  bureau  agent 
Robert  P.  Hanssen,  who  was 
spying  for  the  Russians. 

Since  2003,  Senser  has 
been  plying  his  trade  as  head 
of  corporate  security  for 
Wal-Mart.  Besides  leading 


internal  investigations, 
he  has  handled  issues  as 
varied  as  the  company's 
preparations  for  the  bird : 
threat  and  its  response  to 
Hurricane  Katrina  in  200 
Senser  did  not  return  phc 
calls  seeking  comment.  A 
Wal-Mart  spokeswoman  I 
Senser  had  no  involveme 
in  the  spying  incidents. 

He  began  his  intelliger 
career  at  the  CIA  in  1983 
and  was  detailed  to  the  F 
to  work  on  security  issue 
in  1999.  In  the  wake  of  th 
Hanssen  scandal,  Senser 
by  then  the  FBI's  assistar 
director  for  security,  help 
launch  a  new  analytical  i 
to  look  for  behavioral  clu 
that  would  help  identify 
spies  inside  the  bureau.  1 
was  hunting,  he  told  Tin 
magazine  in  2002,  for  "v 
makes  the  person  tick— 1 
these  things  are  happeni 
-Eamonfo 
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That's  how  we  feel,  too.  Because  you're  only  as  good  as  the  questions  you  ask. 
The  simple  truth  is  that  there  are  neither  enough  formulas  nor  business  cases 
to  span  the  range  of  decisions  you'll  face  as  an  executive.  In  the  MBA  programs 
of  Chicago  GSB,  we  produce  rigorous,  disciplined  askers.  And  wouldn't  you 
know  it:  they  also  seem  to  be  the  people  that  everyone  turns  to  for  answers. 


Triumph  in  your  moment  of  truth. 


HICAGO 
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BOOK  NOTES 

HOW  TO  GET 
RID  OF  THE, 
UH,  JERKS 

WHEN  Stanford  University 
management  professor 
Robert  Sutton  wrote  in  the 
Harvard  Business  Review 
in  2004  that  companies 
should  ban  bullying 
personalities  from  their 
ranks,  he  was  flooded  with 
approving  e-mails.  Perhaps 
not  surprisingly,  his  2007 
book,  The  No  Asshole 
Rule:  Building  a  Civilized 
Workplace  and  Surviving 
One  That  Isn't  (Warner 
Business  Books),  is  a  big 
seller:  In  the  business  genre, 
it  was  recently  at  No.  2  on 
BarnesandNoble.com. 

But  couldn't  Sutton  have 
picked  less  inflammatory 
wording?  "There's  an 


emotional  reaction  to  a 
dirty  title,"  he  says.  "You 
have  a  choice  between 
being  offensive  and  being 
ignored."  The  indelicate 
appellation  aside,  the 
book  reasonably  argues 
against  keeping  arrogant 
or  intimidating  employees. 
And  it  lists  companies— 
among  them,  Google, 
Barclays  Capital,  and  Men's 
Warehouse— that  have 
policies  aimed  at  preventing 
the  recruitment  of  such 
characters.  One  rule  Sutton 
recommends:  "Keep  your 
resident  jerks  out  of  the 
hiring  process." 

The  author  also  cites 
corporate  leaders  who,  he 
says,  "lost  their  jobs ...  in  part 
because  of  their  demeaning 
ways,"  including  former 
Sunbeam  chief  Al  Dunlap 
and  ex-Walt  Disney  CEO 
Michael  Eisner. 

Sutton  says  he  wants 
the  book  to  spur  workplace 
policies  that  reform  or 
drive  out  the  nasties  and  to 
persuade  companies  that  such 
bad  conduct  is  contagious. 
"This  is  poisonous  behavior 
you  catch  from  other  people," 
he  says.  We  have  met  the 
jerks,  and  they  are  us. 

-Hardy  Green 


PRODUCE  PROVENANCE 

YES,  WE  HAVE 
GREEN  BANANAS 

Health-food  consumers  want  their 
bananas  green,  as  in  earth-friendly. 
But  how  can  you  check  an  organic 
banana's  bona  fides?  In  February, 
Dole  Food  began  labeling  its  offerings 
with  "farm  codes."  The  stickers  send 
consumers  to  doleorganic.com,  where 
typing  in  the  three-digit  code  identifies  the 
plantation  that  grew  the  banana,  along  with 
organic  certification  details,  worker  photos, 
and  satellite  map  images  via  Google  Earth. 
Organic  Valley,  the  U.S.'s  biggest  organic 
farmer  cooperative,  has  offered  a  similar 
feature  on  its  soy  milk  cartons  since 
2004.  Entering  the  expiration  date  at 
organicvalley.coop/soy  brings  up 
bios  of  the  farmers  who  grew 
the  beans. 

-Elizabeth  Woyke 
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MEDIA  MELD 

TO  BOLDLY  GO  BEYOND  THE  PODCAST 


A  HIGH-POWERED  team  of  new-media 
and  old-media  executives  is  behind  the 
latest  attempt  to  create  TV-like  networks 
for  videos  shown  over  the  Internet.  Next 
New  Networks,  or  N3,  was  slated  to  be 
launched  on  Mar.  8  with  six  channels  on 
subjects  from  sewing  to  comics.  Within 
three  years,  it  hopes  to  build  a  network  of 
100  super-niche  Web  channels. 

What  sets  N3  apart  from  other  Web- 
video  efforts  is  its  online  take  on  the  TV 
studio  system:  Some  of  the  3-  to  11- 
minute  daily  or  weekly  shows  combine 
hired  hosts  and  video  submissions  from 
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the  audience.  Others  are  mostly  clips 
sent  by  viewers  that  N3  edits  together. 
The  company  is  also  seeking  out  online 
talent— to  hire  them  or  license  their 
shows. 

I  A  A  A 

N3  started  with  Fred 
Seibert  (who  helped 
create  the  notion  of 
branding  cable  channels 
at  MTV  and  turned 
around  Hanna-Barbera) 
and  Emil  Rensing,  an 
early  America  Online 
employee.  Inspired 


QHHifia 


Eubmitl 


by  the  popularity  of  early  shows  tr 
assembled,  such  as  VOD  Cars,  a  vi<| 
podcast  for  car  fanatics,  and  Cha 
Frederator,  a  cartoon  podcast,  the 
hit  on  the  idea  of  a  broad  network  j 
assembled  a  team  that  combined' 
smarts  with  Web  community  kn<fl  I 
That  includes  Herb  Scanned  (whc 
launched  Dora  Th 
Explorer  and  Spon,  | 
SquarePants)  and. 
Simmons,  who  rai  | 
Sundance  Group, 
funded  with  $8  m  I 
from  venture  fund 
individuals,  inclw  ' 
MTV  co-founder  1 
Pittman.  -Heathel 
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I'M  KATE. 

I'M  A  SALES  REP. 
I  KNOW  YOU  JUST  SENT  ME 
AN  URGENT  EMAIL 
BECAUSE  I  HEARD  IT 
ON  MY  CELL  PHONE. 


SEE  HOW  INTELLIGENT  COMMUNICATIONS 
IS  CHANGING  KATE'S  WORLD  AT  AVAYA.COM 


AVAyA 

INTELLIGENT  COMMUNICATIONS 
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upfront 


ECO  WATCH 


The  Eyes  of  Texas 
Are  Still  on  TXU 


TO  THE  LIST  of  those 

complaining  about  the 
environmental  shortcomings 
of  the  recently  announced 
private  equity  deal  for  the 
big  Texas  utility  TXU,  add  a 
formidable  opponent: 
eco-conscious  Dallas 
Mayor  Laura  Miller. 

On  Mar.  5  and  6,  David 
Bonderman,  a  founder 
of  Texas  Pacific  Group, 
one  of  the  firms  in 
the  private-equity 
consortium,  flew  to 
Dallas  to  meet  with 
Miller  and  business 
and  citizen  groups  for 
a  round  of  talks  that 
may  prove  decisive  to  the 
TXU  sale. 

Miller,  48,  is  a  force  to 
be  reckoned  with.  A  former 
Dallas  City  Council  member, 
community  activist,  and 
newspaper  reporter,  she's  at 
ease  in  a  fight.  As  mayor  she 
has  clashed  publicly  with 

QUESTION  OF 
THE  WEEK 

TV  footage  of  rats 
iovading  a  New  York 
dy-KFC/TacoBellis 
all  over  the  Web.  What 
can  Yum1  Brands  do  to 
counter  negative 
images  in  the  era 
of  YouTube? 


Dallas'  mayor 
thinks  Texas 
got  the  worst 
of  a  deal  with 
a  utility  and 
private  equity 


city  council  members  and 
is  willing  to  wrangle  with 
local  businesspeople,  some  of 
whom  are  still  bitter  over  her 
opposition  to  development  tax 
incentives. 

Last  year,  with  the 
backing  of  oil  billionaire 
Ed  Bass,  Miller  created 
a  coalition  of  cities  that 
galvanized 
opposition  to 
TXU's  plans  to 
build  11  coal-fired 
plants  in  Texas. 

After  looking  at 
terms  negotiated 
by  Environmental 
Defense  and  the 
Natural  Resources  Defense 
Council  in  the  Feb.  26  TXU 
sale,  Miller  and  local  groups 
decided  that  the  utility-private 
equity  consortium  got  the 
best  part  of  the  deal. 

Environmental  Defense 
and  the  NRDC  disagree.  The 
two  groups  gave  the  nod 


"They  can't  turn  off  the 
shock  appeal  of  the  first 
video,  but  they  can  post 
their  own— explaining 
measures  they've  taken— 
on  YouTube,  tagging  it 
with  the  same  keywords 
so  it  appears  alongside 
the  other  clip." 


I 

m 

MILLER  In  new 

talks  with  TXU 
and  its  bidders 

*4 

to  TXU's  $45  billion  sale  to 
Texas  Pacific  Group,  Kohlberg 
Kravis  Roberts,  and  Goldman 
Sachs  Group  after  the  buyers 
consented  to  a  10-point 
agreement  that  includes 
building  only  three  plants. 
True,  after  the  buyout  was 
announced  the  utility  said  it 
had  already  been  planning 
to  build  a  smaller  number 
of  plants.  But  the  NRDC  and 
Environmental  Defense  point 
out  that  these  cuts  are  now 
guaranteed. 

Miller— who  was  not  part 
of  the  negotiations— and  her 
coalition  and  local  groups 
want  further  concessions. 
At  the  Mar.  5  meeting 
with  Bonderman,  she 
demanded  that  TXU  agree 


"You  can  only  fight  visuals 
with  visuals.  The  company 
should  release  videos 
showing  its  sanitary 
programs  in  action. 
It's  not  as  sexy  as  vermin 
running  rampant,  but  it's , 
the  best  of  their  limited 
options." 

-Eric  Dezenhall, 
CEO,  Dezenhall  Resources 


not  to  reapply  for  coal-p  * 
permits  in  Texas,  use  les  * 
polluting  technology  for  J; 
plants,  and  clean  up  exis  * 
facilities.  "It  was  a  good  f 
meeting,  and  we're  goin  ** 
to  continue  talking  with:! 
mayor,"  said  Jeff  Eller,  a  j 
spokesman  for  the  priv 
equity  consortium. 

If  TXU  doesn't  satisf 
critics,  its  new  owners  i 
face  fierce  resistance, 
experienced  activists  inti 
to  lobby  Texas  lawma 
on  ways  to  rein  in  the  ut 
and  legally  fight  the  buih  u*> 
of  proposed  new  coal  ph 
Miller,  who  crisscrossed 
the  state  last  year  to  buil 
opposition,  isn't  about  tt 
stop  now.       -Heather  ( 


"The  company  needs 
to  come  up  with  a 
startling,  blockbuster 
promotion.  It  needs  to  I 
more  significant  than  i 
Super  Bowl  commerce 
because,  frankly,  the 
franchise  is  at  risk  all  o\  i 
the  country." 

-Robert  Dilenschneider.  fount 
The  Dilenschneider  Gfi 
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Jack,  [the  global 
warming Jdebate  is  over, 
and  the  scientists  have 
won....  There  is  no  more 
time  for  fence-sitting." 


-Ian  Keay 
Palo  Alto,  Calif. 


THE  WELCHES  NEED  TO  FACE  FACTS 
ABOUT  GLOBAL  WARMING 

BACK  IN  THE  DAY,  Jack  Welch  would 
annually  evaluate  his  managers,  fire  the 
bottom  10%,  and  lavish  praise  and  bo- 
nuses on  the  performers.  But  now  in 
"The  global  warming  wager"  (The  Welch 
Way,  Feb.  26)  he  has  flipped  the  other 
way  and  seems  intent  on  firing  the  over- 
whelming consensus  of  scientists  and 
promoting  the  1%  of  deniers. 

Jack,  this  debate  is  over,  and  the  sci- 
entists have  won.  There  is  no  other  side, 
there  is  no  on  the  other  hand,  there  is  no 
more  time  for  fence-sitting  and  prevari- 
cation. It  is  real,  it  is  worsening,  we  are 
causing  it,  and  the  later  we  change  course 
the  worse  it  will  be  and  the  more  it  will 
cost  our  children  and  grandchildren. 

We  will  be  reengineering  the  indus- 
trial infrastructure  of  our  global  civili- 
zation over  the  next  50  years.  General 
Electric  Co.  stands  poised  to  make  scads 
of  money  from  it.  The  "Electric"  in  Gen- 
eral Electric  will  be  a  huge  component 
as  we  move  away  from  fossil  fuels.  I,  for 
one,  intend  to  be  part  of  the  solution, 
glancing  up  from  my  labors  on  high,  dry 
land  to  see  the  Jack  Welches  huddle  on 
their  ever-diminishing  iceberg,  heading 


out  into  turbulent  warming  waters,  de- 
bating what  is  real  and  what  is  not. 

-Ian  Keay 
Palo  Alto,  Calif. 

GIVEN  THE  PARTISANSHIP  that  grips 
Washington  and  the  media  culture  that 
feeds  on  such  divisiveness,  Jack  and  Suzy 
Welch's  uncertainty  about  global  warm- 
ing is  understandable. 

If  they  were  to  talk  to  actual  climate 
scientists,  however,  and  avoid  the  spin 
doctors  trying  to  overlay  their  agendas 
onto  media  interpretations  of  the  sci- 
ence, they  would  come  away  under- 
standing that  the  case  for  a  human 
fingerprint  on  climate  change  is  close 
to  airtight. 

Regardless,  it  was  heartening  to  read 
their  message  that  business  should  plan 
as  if  global  warming  will  have  far-reach- 
ing impacts  on  human  society.  Many 
have  likened  reducing  greenhouse  gas 
emissions  to  paying  an  insurance  premi- 
um in  order  to  reduce  unbearable  risks. 
That  analogy  doesn't  quite  hit  the  mark. 
Cutting  emissions  through  energy  effi- 
ciency and  other  process  improvements 
will  have  lasting  business  benefits,  even 
if,  somehow,  The  Wall  Street  Journals 
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diehard  ideologues  know  something 
thousands  of  scientists  don't. 

-Jim  DiPeso 
Republicans  for  Environmental  Protection 

Seattle 

WE  OBJECT  TO  Jack  and  Suzy  Welch 
equating  the  status  of  the  global  warm- 
ing debate  to  that  of  the  political  debate 
between  Democrats  and  Republicans 
about  the  state  of  the  U.S.  economy  or 
the  status  of  war  in  Iraq. 

Far  from  being  a  political  debate,  the 
current  Intergovernmental  Panel  on  Cli- 
mate Change  report  is  a  sobering  assess- 
ment of  the  possible  impact  of  climate 
change  on  human  civilization  and  the 
natural  world.  This  conclusion  is  based 
on  the  best  of  current  scientific  measure- 
ments, observations,  and  climate  mod- 
eling simulations,  all  published  in  the 
peer-reviewed  scientific  literature. 

To  equate  hundreds  of  scientific  stud- 
ies with  an  opinion  piece  in  The  Wall 
Street  Journal  indicates  that  we  have  truly 
entered  an  age  where  truth  is  relative. 

We  need  to  change  our  way  of  thinking 
from  short-term,  bottom-line  models  to 
one  that  spans  decades  or  even  centuries 
and  that  takes  the  needs  of  both  human 
and  nonhuman  communities,  present 
and  future,  into  account. 

-Roger  DeKock  and  Kenneth  Piers 

Professors  of  Chemistry 

Calvin  College 

Grand  Rapids,  Mich. 

A  VOTE  OF  CONFIDENCE 

IN  CITIS  CHUCK  PRINCE 

THE  STATEMENT  YOUR  reporter  elect- 
ed to  use  from  my  interview  for  "The 
real  scandal  at  Citi"  (News  &  Insights, 
Feb.  26)  could  lead  readers  to  incorrectly 
interpret  the  comment  as  a  less-than- 
enthusiastic  assessment  of  Chuck  O. 
Prince's  performance  to  date.  As  I  stated 
in  the  interview,  I  believe  Chuck  has 
acted  decisively  and  has  taken  bold  steps 
to  continue  to  position  Citigroup  for 
growth,  while  delivering  an  impressive 
current  return  on  equity.  I  also  believe 
he  is  putting  the  company  on  the  right 
course  to  capitalize  on  the  opportunities 
available  to  it  as  a  result  of  its  unique  and 
powerful  global  franchise. 

-Jay  S.  Fishman 

Chairman  &  CEO 

Travelers  Cos. 

St.  Paul,  Minn. 

KEEPING  DIVORCED  PARENTS 
FROM  BECOMING  DEADBEATS 

WHILE  IMPRISONING  deadbeat  parents 
sounds  like  the  right  thing  to  do,  if  you 
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look  deeper  into  the  story,  they  are  c 
dead-broke  parents  ("Pepperoni,  oni 
handcuffs,"  Up  Front,  Feb.  26). 

Debtors  prisons  were  eliminated  y 
ago,  with  the  exception  of  child-sup 
debt.  Here  we  throw  dads  and  (ra; 
moms  into  jail.  Not  too  many  pat 
can  meet  their  obligations  from  a  pr 
cell.  Can  you  imagine  if  we  thre\ 
American  debtors  into  prisons  and 
their  pictures  on  pizza  boxes?  I  ( 
think  the  country  has  enough  boxes 
-Peter  G 
Weston,  Jl 

HOW  TECH  CAN  DELIVER 
THE 'WOW  FACTOR' 

AS  A  USABILITY  engineer,  I  loved  st  I 
my  field  described  as  the  "wow  facto 
"Trimming  the  fat  from  technology*  f 
Front,  Feb.  26). 

Many  technology  companies  are  §] 
of  thinking  that  the  way  to  make 
products  more  attractive  is  to  add  I 
tures  that  customers  may  or  maj[ 
really  want.  It  is  a  sad  reality  that  i 
usability  is  so  rare  that  it  elicits  a  u^\ 
reaction  from  customers. 

Most  user  studies  find  that  pi  J 
prefer  products  that  are  easy  to  j 
and  easy  to  use.  But  they  get  sucked 
buying  products  based  on  long  fe{ 
lists  because  they  can't  tell  howvj 
the  product  is  to  use  while  they  a[ 
the  store. 

If  companies  want  to  develop  I 
customers,  they  should  focus  on  usal 
and  not  worry  so  much  about  havirj 
longest  feature  list  in  the  store. 

-MarcM 

■ 

INNOVATION  IS 
NOTHING  TO  SNEEZE  AT 

AT  THE  END  of  Michael  Arndt's 
review  of  Payback  by  James  P.  At  j 
and  Harold  L.  Sirkin,  he  says:  "Tj 
also  ample  payback  in  being  rem] 
that  innovation  is  likely  to  be  no> 
of  a  fix-all  than  management  fa  j 
the  past"  ("Turning  ideas  into  do.'| 
Books,  Feb.  26). 

Real  innovation  as  practiced  by  i 
companies  is  not  a  fad.  It  is  the  con 
tion  of  technical  invention  and  bu 
insight  for  creating  products  tha 
erate  revenue  and  profit.  For  exi 
research  at  IBM  is  aligned  with  cor 
needs  and  for  many  years  has  succ 
helped  turn  inventions  into  produc 
in  the  marketplace.  To  promote  ii 
tion,  it  is  necessary  to  create  a  cultu 
supports  some  risk-taking,  but  al 
eludes  the  careful  development  of  si 
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The  Next  Nissan  Maxima 


ole  leather-appointed  seats:  Brushed  aluminum  accents.  A 
i  audio  system:  The  next  Nissan  Maxima?  Part  of  the  next 
nation  of  Nissan  thinking.  All  that's  missing  are  keys  to  the 
utive  washroom.  For  more,  visit  NissanUSA.com. 

>rt.  "2007  Maxima  shown.  Nissan,  the  Nissan  Brand  Symbol,  "SHIFTJ1  tagline  and  Nissan  model  names  are  Nissan  trademarks.  Always  wear  your  seat  belt,  and  please  don't  drink  and  drive.  £'2006 
North  America,  Inc. 
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-esearch  and  development  projects 
he  regular  measurement  of  results. 
ration  is  an  evolving  process  and 
includes  research  in  services  and 
ess  models. 

-Robin  Williams 

Former  Associate  Director 

IBMAlmaden  Research  Center 

San  Jose,  Calif. 

CORPORATE  SPYING 
EASY 

ID  WITH  great  interest  your  recent 
I:  "Spies,  lies  &  KPMG"  (Investiga- 
D  Feb.  26).  As  a  strategic  intelligence 
x'jsional,  I  have  often  been  asked 
Bents  to  provide  counterintelligence 
i  ;el  to  deal  with  circumstances  simi- 
I  those  you  describe.  What  is  invari- 
jbund  in  such  cases  is  that  in  an 
j  isingly  globalized  economy,  intelli- 
I  gathering  by  any  means  is  a  simple 
If  life.  Unfortunately,  many  organi- 
|is  do  not  convey  this  information  to 
lamployees,  making  them  easy  prey 
jj  entreaties  of  individuals  utilizing 
He  forms  of  pretext. 

-Alden  R.  Taylor 

Managing  Partner 

Strategic  Insights 

Stamford,  Conn. 
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get  Davos.  I'm  booked  up  for  TED" 
Tech,  Mar.  12)  reported  that  the  Apple 
intosh  was  first  unveiled  during  the 
uary,  1984,  TED  conference.  The 
intosh  made  its  debut  at  a  Jan.  24 
eholder  meeting,  one  month  earlier. 

tworking  (Inside  Innovation,  Mar.  12) 
ild  have  said  that  130,000  recruiters 
!  accounts  with  Linkedln. 
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BY  STEPHEN  H.  WILDSTROM 
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Where  Search  Stumbles 

Searching  the  Web,  I  can  find  the  text  of  Chaucer's  Canterbury  Tales  in 
Middle  English  or  the  definition  of  an  elliptic  curve.  But  can  I  find  a  nearl| 
supermarket  or  pharmacy  open  at  2  a.m.?  Clever  as  search  tools  are  at 
ferreting  out  the  obscure  and  global,  they  tend  to  fall  down  badly  at  the 
mundane  and  the  local,  despite  major  investments  by  search  providers. 


I  went  looking  for  a  variety  of 
services  in  downtown  Washington 
D.C.  using  four  major  search 
companies:  Google,  Yahoo!, 
Microsoft's  Live,  and  Ask.com.  Each 
did  better  at  some  things  than  others 
and  no  clear  winner  emerged.  In 
fact,  in  certain  respects,  all  of  them 
disappointed. 

A  search  for  an  all-night  drugstore 
seemed  like  an  easy  and  realistic  first 
test.  I  asked  each  service  to  find  a 
"24-hour  pharmacy"  with  Zip  Code 
20005  as  the  starting  point.  To  my 
surprise,  only  Yahoo!  Local  (local. 
yahoo.com)  achieved  reasonable 

success,  pointing  me  to  a  CVS  store  within  a  mile.  Google 
(local.google.com)  and  Live  (local.live.com)  both  came 
up  with  Kaiser  Permanente  facilities  that  only  serve  HMO 
members  and,  in  any  event,  aren't  open  24/7.  Ask  (city.ask. 
com)  found  nothing  matching  my  request. 

Local  search  is  better  at  accommodating  a  taste  for  saag 
paneer  than  a  need  for  midnight  medication.  Searches 
for  "Indian  restaurant"  turned  up  something  useful  from 
each  service.  The  results  were  still  mixed,  with  non-Indian 
establishments  on  all  the  lists  but  Live's.  And  Google's  top 
suggestion  was  several  miles  from  downtown. 

AS  EVERYONE  KNOWS,  sex  drives  a  lot  of  Internet  commerce, 
so  I  decided  to  give  the  search  tools  a  mildly  risque 
test,  looking  for  "sex  toys."  Yahoo  and  Google  both  put 
reasonable,  nearby  suggestions  in  the  top  spot  of  their 
results,  though  Google  oddly  offered  Microsoft's  Washington 
corporate  affairs  office  as  the  sixth  item  on  its  list.  Ask  came 
up  with  a  puzzling  list  of  10  electronics  stores.  Live  said  it 
could  find  nothing  matching  the  request.  Flowers  proved  to 
be  much  less  of  a  challenge.  All  of  the  services  responded  to 
"florists"  with  a  reasonable  list  of  local  stores. 

My  final  test  was  to  look  for  a  "jazz  show."  Ask  did  the  best 
when  I  selected  its  "Events"  search  option.  Yahoo  offered 
a  list  that  mainly  contained  upcoming  local  performances. 
Google  focused  on  venues  rather  than  specific  performances. 
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Live  offered  the  Web  pages  of 
local  performers.  Similarly,  As  | 
was  the  only  service  that  did  i 
reasonable  job  of  finding  nearj 
movies. 

There  are  a  lot  of  reasons 
local  search  does  so  badly  Thll 
main  one  is  that  the  tools  thai! 
scour  the  vast  Web,  guided  bji 
keywords  and  sites'  populariti 
are  boggled  by  local  searches?! 
The  algorithms  don't  know  tl  j 
a  Kaiser  Permanente  pharmaj 
isn't  open  to  the  public  or  than 
a  24-hour  refill  line  is  differei  J 
from  a  24-hour  store.  When  tq 
process  is  more  focused  and  I 
automated,  as  with  Ask^s  list 
of  performances,  search  worl' 
much  better. 

At  its  best,  obviously,  local  I 
ryiff  SG3TCN  search  is  a  lifesaver.  All  of  thi | 

'&  .  local  search  services  are  tied 

in  with  their  parents'  mappii  \ 
features,  which  can  provide 
walking  or  driving  instructio| 
well  as  a  map. 
But  this  does  you  no  good  if  the  service  can't  figure  ou 
what  you're  looking  for.  Fortunately,  there  are  alternativi 
to  local  search  engines.  Services  with  human  input,  such 
Citysearch  or  the  user-generated  Yelp,  are  better  at  findii 
restaurants.  Fandango  or  MovieTickets.com  will  locate  j 
movies— and  sell  you  a  ticket.  And  the  old-fashioned  Yel 
Pages  came  through  with  the  all-night  drugstores  that  g  j 
the  search  services  so  much  trouble.  II 
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MediaCentric 


BY  JON  FINE 


A  Small  Drop  in  Bud's  Barrel 

What  is  happening  with  Anheuser-Busch,  proprietor  of  Budweiser  and 
other  iconic  Middle  American  beer,  mirrors  much  of  what's  up  with  big 
marketing  and  media  right  now.  There's  the  pursuit  of  the  elusive  25-y< 
old  Everyman.  There's  the  struggle  to  recalibrate  how  the  brewer  sells 
brands  in  stupendous  volumes  amid  the  vicissitudes  of  an  uncooperati 


and  fractionalized  market.  And 
there's  the  inevitable  big-sounding 
bet  on  new-school  advertising  and 
platforms.  Or  at  least  it  sounds  big. 
Next  to  the  brewer's  overall  media 
budget,  though,  not  so  much. 

Anheuser-Busch  and  its  rivals 
are  fighting  a  gradual  un-beering 
of  America.  In  2005,  the  last  year 
for  which  there  are  data,  U.S.  beer 
sales  fell,  again.  The  top  two  beer 
companies— Anheuser-Busch  is 
the  biggest— lost  share,  according 
to  figures  cited  by  BusinessWeek's 
corporate  sibling  Standard  & 
Poor's.  Historically,  category- 
leading  companies  such  as  Anheuser-Busch  pushing  middle- 
of-the-road  fare  have  succeeded  by  keeping  a  ferocious  mass- 
marketing  machine  fully  cranked.  That's  what  household 
giant  Procter  &  Gamble,  for  one,  still  does.  But  most  of 
Anheuser-Busch's  customers  are  the  young  men  widely 
believed  to  be  disappearing  from  standard  media  channels. 

WHICH  IS  WHY  Anheuser-Busch  will  shell  out  $30 
million  on  Bud.TV,  its  well  publicized  bid  to  create  video 
programming  on  its  own  Web  site.  It  also  inked  a  deal  with 
nascent  social  networking  site  MingleNow  for  a  promotion 
called  "clink,"  in  which  users  post  photos  toasting  one 
another  with  beer.  Tony  Ponturo,  Anheuser-Busch's 
vice-president  for  global  media  and  sports  marketing, 
says  that  $30  million  will  be  roughly  the  annual  cost  for 
building  and  maintaining  Bud.TV.  Ponturo  also  says  the 
company  is  "reengineering"  its  ad  mix  this  year,  even 
while  overall  spending  will  stay  roughly  flat  with  2006, 
when,  according  to  TNS  Media  Intelligence,  the  company 
spent  $509.2  million  on  media.  The  changes,  Ponturo  says, 
will  shift  dollars  away  from  nonsports  TV  and  boost  digital 
spending  by  around  50%  this  year.  Consider,  though,  that 
in  2006,  Anheuser-Busch  spent  $386.9  million  on  TV. 
So  the  total  spending  on  Bad.TV  is  less  than  8%  of  last 
year's  TV  budget.  By  contrast,  Microsoft  is  shifting  its 
marketing  dollars  around  far  more  aggressively.  Senior 
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BUD.TV  A  $30  million 
investment— but  a 
fraction  of  Anheuser- 
Busch's  ad  budget 


Vice-President  Mich  Matt 
told  attendees  at  a  recent 
marketing  conference  tha 
the  next  three  years  Micrc 
will  move  most  of  its  ad  b 
the  digital  realm.  "Intera( 
said  Matthews,  "is  even  nr 
valuable  than  exposure." 

Interaction  is  a  slipper  I 
for  a  beer  company,  thouji 
Institute  guidelines  govei: 
marketing  to  underage  an 
require  would-be  Bud.TV, 
visitors  to  navigate  a  rela 
involved— though  by  no  i 
foolproof— registration  aa 
checking  process.  Pontur I 
that  only  10%  of  all  visitc 
the  front  page  are  registe 
(This  has  not  stopped  23| 
state  attorneys  general  ft 


complaining  about  age  concerns.)  MingleNow's  ell 
photos  will  be  monitored  to  ensure  that  drunken 
shenanigans  won't  dominate,  although  Tom  Shiph'I 
Anheuser-Busch's  senior  director  for  global  indusl , 
development,  implies  that  those  guidelines  may  n<  | 
to  the  pictures  that  fans  post. 

As  with  so  much  else  that  the  largest  players  at 
online,  Bud.TV  and  clihk  are  admirable  enough  in  t 
although,  thanks  in  part  to  industry  guidelines,  nc 
one  will  mistake  them  for  the  most  fluid  and  forw< , 
leaning  precincts  of  the  Web.  So  what  of  the  other  | 
advertisers,  those  who  spend  hundreds  of  million: 
ads,  monitor  those  buys  obsessively,  and  pore  ove;  j 
of  data  before  shifting  a  penny?  They  win  ink  for  <  ( 
ad  plays  while  placing  over  90%  of  their  budgets  ( j 
Maybe  big  brands  find  that  old,  clunky  marketing 
gone  by  still— gasp— works  well  enough.  ■ 
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■he  R-Word  is  'Rocky,' 
fot  'Recession' 

/the  economic  ride  ahead  will  be  bumpy— but  manageable 
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U.S.  ECONOMY 


In  the  financial  markets,  a  little  fear  is  a  good  thing, 
elps  investors  make  smarter  decisions  and  avoid  complacency, 
nks  tOiSage  advice  on  the  inevitability  of  the  business  cycle  from 
ner  Federal  Reserve  Chairman  Alan  Greenspan,  and  as  the  result 
sudden  plunge  in  Chinese  stock  prices,  investors  are  coming  back 


notion  that  the  world  is  a  risky  place  after  all.  But 
louldn't  get  carried  away,  especially  with  the  R- 
Recessions  are  a  fact  of  life,  and  they  are  largely 
iictable.  It's  a  safe  bet  that  the  U.S.  economy  won't 
ence  one  anytime  soon. 

classic  warning  signs  just  aren't  there.  Consider 
jnomic  landscape  before  the  2001  recession.  Prior 
official  start  of  that  downturn  in  March,  2001,  the 
ird  &  Poor's  500-stock  index  had  plunged  25% 
;  the  previous  six  months,  and  spreads  between 
on  corporate  bonds  and  Treasury  notes,  a  measure 
lit  tightness,  had  widened  sharply.  Corporate 
had  been  falling  for  more  than  a  year.  Businesses 
aught  with  a  mountain  of  inventories  as  the  annual 
i  rate  in  overall  demand  slumped  to  2.2%,  from 
he  year  before,  and  manufacturing  output  was 
i  straight  down, 
-forward  to  2007.  As  of  Mar.  7,  the  S&P  500  index 
bout  4%  from  its  February  peak.  Credit  spreads 
idened,  but  not  by  much  and  from  very  narrow 
gs.  Corporate  earnings  just  finished  2006  with 
d  14th  consecutive  double-digit  advance.  The 
ms  with  inventories  are  small,  narrowly  based,  and 
f  largely  eliminated  by  resilient  demand,  which 
)wn  3.3%  over  the  past  year.  And  manufacturing 
appears  to  be  firming  up,  based  on  the  February 
from  the  nation's  purchasing  managers.  These  are 
'.  kind  of  signs  that  point  to  big  trouble. 

OT  THAT  THE  RECENT  market  turmoil  is  a 
;nt.  The  cost  of  capital  is  now  generally  higher 
was,  and  investors  and  lenders  have  a  lower 
ice  for  risk.  This  pattern  raises  some  red  flags.  The 
rnering  the  most  press  is  the  subprime  mortgage 
:,  which  could  generate  a  broader  credit  crunch. 

Ier,  the  bigger  danger  is  rooted  in  the  psychology 
umer  and  business  behavior,  not  in  any  great 
tiic  impact  from  the  market's  plunge. 
J  example,  the  immediate  wealth  effect  on 
niers  from  the  drop  in  stock  prices  so  far  is  no 
J;r  blow.  The  broad  Dow  Jones  Wilshire  5000 
>  which  correlates  well  with  the  stock  portion  of 


CEOs  EXPECT  STEADY 
BUT  SLOWER  GROWTH 


household  net  worth,  is  still  a  shade  above  its  fourth- 
quarter  average  and  about  14%  ahead  of  the  low  hit  last 
June.  Also,  the  resulting  credit-tightening  has  not  been 
great  enough  to  adversely  affect  consumer  borrowing 
outside  of  subprime  mortgage  lending  or  corporate 
financing  for  new  equipment  and  expansion. 

Nevertheless,  both  consumer  and  business  confidence 
are  bound  to  take  a  hit.  For  consumers,  the  shock  will  be 
mitigated  by  the  strength  in  the  job  markets.  Personal 
income  from  wages  and  salaries  jumped  1.2%  in  January 
from  December,  partly  reflecting  a  boost  from  bonuses, 
especially  on  Wall  Street.  Over  the  past  year,  overall  wage 
income  is  up  5%,  beating  inflation  by  nearly  3%. 

THE  SECTOR  TO  WATCH  most  closely  is  U.S.  business. 
The  biggest  threat  to  the  economy  in  coming  months  is  a 

major  swing  in  corporate 


sentiment  that  cuts 
further  into  both  capital 
spending  and  hiring. 
Corporate  outlays  have 
been  a  strong  support 
under  the  economy, 
and  the  accompanying 
additions  to  payrolls 
have  buoyed  consumer 
spending,  in  the  face 
of  high  gas  prices  and 
the  housing  slump.  In 
recent  weeks  new  claims 
for  unemployment  insurance  have  turned  upward,  a 
trend  that  bears  watching.  The  rise  could  simply  reflect  a 
return  to  normal  weather  conditions  after  an  early  mild 
winter— or  a  new  round  of  corporate  caution. 

Despite  solid  balance  sheets  and  readily  available 
funds  from  both  internally  generated  profits  and  outside 
credit,  businesses  already  were  pulling  in  their  horns 
beginning  last  summer.  Questions  over  the  economic 
impact  of  the  housing  slump  and  higher  energy  prices 
led  to  a  drop  in  outlays  for  new  equipment  and  buildings 
in  the  fourth  quarter,  and  wariness  continued  into 
the  first  quarter.  In  January,  production  of  business 
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equipment  fell,  and  new  equipment  orders  plunged.  Now 
comes  the  market  jolt,  which  is  sure  to  prompt  even  more 
conservative  decision-making  in  the  boardroom. 

The  view  from  CEOs  in  the  first  quarter,  prior  to  the 
Feb.  27  market  slide,  was  a  smidgen  more  upbeat  than  in 
the  fourth  quarter,  based  on  the  Business  Roundtable's 
CEO  Economic  Outlook  Survey.  The  group's  Economic 
Outlook  Index,  a  composite  of  CEO  expectations  for  sales, 
capital  spending,  and  hiring  in  the  coming  six  months, 
rose  three  points,  to  84.9,  but  this  overall  assessment 
remained  at  a  relatively  subdued  level  compared  with 
2005  and  early  2006  (chart,  page  31).  Managers  were 
looking  for  steady  growth  in  coming  months,  with  no 
big  speedup  or  slowdown  from  current  conditions,  but 
if  s  easy  to  see  how  recent  events  may  have  nudged 
expectations  down  a  notch. 

MORE  THAN  LIKELY,  THOUGH,  the  current  weakness 
in  capital  spending  does  not  signal  any  great  or  lasting 
pullback.  Regional  surveys  of  capital  spending  plans 
by  several  district  Federal  Reserve  banks  suggest  the 
lull  is  temporary.  Economists  at  jPMorgan  Chase  have 
compiled  these  plans  into  an  index  that  tracks  equipment 
outlays  fairly  well,  and  the  measure  suggests  capital 
spending  will  grow  at  a  steady  pace  in  coming  months. 
The  softness  in  business  outlays  has  coincided  with 
the  weakness  in  manufacturing,  which  is  largely  the 
result  of  efforts  by  businesses  to  reduce  top-heavy 
inventories.  Consider  that  manufacturers  account  for 
about  one-fifth  of  all  outlays  for  equipment.  With  output 
and  rates  of  capacity  utilization  declining,  many  factories 


have  temporarily  shelved  their  expansion  plans. 
However,  recent  signs  suggest  the  inventory 
adjustment,  while  not  yet  complete,  is  well  advanced. 
January  manufacturing  inventories  fell  for  the  first  tir ' 
in  almost  a  year,  and  in  February  the  Institute  for  Sup 
Management^ s  factory  activity  index  strengthened 

notably  on  gains  in  r 
orders  and  productk 
(chart). 

Moreover,  when 
companies  are  ready 
to  expand,  financing  j 
shouldn't  be  an  issui 
With  almost  all  of  th  | 
S&P  500  companies 
having  reported  for 
fourth  quarter,  earni 
are  up  11.7%  from  a 
earlier,  according  to 
Thomson  Financial. . 


THE  FACTORY  SECTOR 
SHOWS  SOME  LIFE 

5g  PERCENT  REPORTING  IMPROVEMENT 
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excluding  the  big  drop  in  the  energy  sector,  they're  u 
15.9%.  In  the  coming  year,  profits  are  bound  to  slow, 
a  high  single-digit  pace  is  hardly  weak.  Margins,  whii 
topping  out,  are  still  at  a  historically  high  level. 

With  central  bank  policies  in  the  U.S.  and  around  i 
the  world  not  overly  tight  compared  with  the  restrict  > 
financial  conditions  that  often  have  preceded  past 
recessions,  the  danger  of  a  generalized  credit  crunch 
small,  at  least  for  now.  As  long  as  credit  is  flowing,  jo 
and  incomes  are  rising,  and  profits  are  growing,  if  s  i 
too  early  to  start  talking  about  that  R-word.  ■ 


HOUSING 


Builders  Bite  the  Bullet 


INVESTORS  GOT  nervous  after 
the  big  fall  in  January  sales  of  new 
homes.  But  if  s  unlikely  that  the 
housing  recession  has  suddenly 
deepened.  Rather,  homebuilders  have 
set  themselves  up  finally  to  reduce 
their  inventories  of  unsold  homes. 

The  month's  16.6%  plunge  in 
home  sales  sent  share  prices  of 
homebuilders  reeling  on  fears  that 
demand  may  have 
dropped  another 
peg.  U.S.  economist 
Michael  Moran  of 
Daiwa  Securities 
believes,  however, 
that  the  "lion's  share 
of  the  adjustment  in 
housing  construction 
is  behind  us."  Moran 
points  to  the  average 
gap  between  housing 
starts  and  new 
single-family  home 


BUILDERS  HAVE  MADE  BIG 
ADJUSTMENTS 

THOUSANDS  OF  UNITS  AT  ANNUAL  RATE 


DIFFERENCE  BETWEEN 
,nn  SINGLE-FAMILY  HOUSING  STARTS 
"u  AND  NEW  HOME  SALES 
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sales  in  the  three  months  through 
January,  which  sank  to  a  25-year  low 
of  179,333  on  an  annualized  basis. 
Historically,  housing  starts  outpace 
sales  by  about  400,000  per  year. 
The  perennial  difference  is  due  to 
individuals  who  hire  a  builder  to 
construct  their  homes.  These  are 
captured  in  the  housing  starts  data 
but  not  home  sales  figures  since  the 
units  never  hit  the 
market. 

While  sales  have 
certainly  slowed,  the 
narrowing  between 
starts  and  sales  is 
largely  the  result  of 
an  abrupt  pullback 
in  new  construction. 
Starts  were  off  nearly 
40%  from  a  year  ago 
in  January,  while 
sales  were  down  20% 
over  the  same  period. 


The  adjustment  in  constructir 
especially  relative  to  sales,  will 
to  a  drop  in  housing  completion 
and  a  trimming  of  inventories,' 
Moran.  Averaging  the  positive  e 
of  mild  weather  on  November  ai 
December  housing  statistics  wit 
negative  impact  evident  in  Janu; 
and  (most  likely)  February,  Mon 
sees  sales  hovering  around  an  a 
rat,e  of  1  million  homes.  That  wo 
bring  inventory  levels  back  to  a 
comfortable  level  by  early  next  j 

Clearly,  risks  remain.  Governr 
data  don't  put  canceled  purchase 
of  new  homes  back  into  inventoi 
figures.  Tighter  lending  standarc 
banks  could  also  reduce  the  nun 
potential  buyers.  Those  factors  v 
prolong  the  inventory  adjustmel 
But  otherwise  it  appears  that  th( 
big  economic  drag  from  residen  (j 
construction  is  set  to  ease.  II 
-By  James  Mehring  in  Ne 
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A  people-ready  business  runs  on  Microsoft  software. 

How  to  free  IT  to  be  the  killer  advantage  it  was  meant  to  be?  Give  your  people  software  that  automates  routine 
IT  tasks:  networking,  data  recovery,  and  device,  server,  and  security  management.  Software  like  Microsoft 
Windows  Server'  2003  R2,  the  Microsoft  Forefront™  line  of  security  products  for  business,  and  the  System  Center 
family  of  IT  management  solutions.  You'll  give  IT  people  time  to  think  big.  And  they'll  use  it  to  put  you  on  the 
cutting  edge.  Microsoft.  Software  for  the  people-ready  business™  microsoft.com/peopleready 
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MARKETS:  STILL  JITTERY 

The  big,  bad  market  crash  may  have  to  wait.  As  of  press  time  it  seemed  that  the  Feb.  27 
global  stock  sell-off,  which  started  with  Chinese  bourses  tanking  and  culminated  in  a  416- 
point  decline  in  the  Dow,  had  not  stopped  buyers.  They  came  back  with  a  vengeance  on 
Mar.  6,  bidding  up  America's  major  indexes  to  their  biggest  rally  of  the  year.  Developed  and 
emerging-market  benchmarks  sprang  back  even  more.  As  for  the  instigator,  China:  Even 
after  Feb.  Tfs  one-day  9%  rout,  mainland  shares  are  still  up  9%  in  2007. 

Still,  the  S&P  500  remains  down  2%  this  year,  Japan  has  slipped  3%  (photo,  a  Tokyo 
storefront  indicator),  and  Russia  and  India  have  each  dipped  in  excess  of  8%.  Wall  Street 
bears  can  point  to  heightened  volatility  and  growing  anxiety  over  subprime  mortgage  rot. 
Meanwhile,  bulls  shout  that  the  market  remains  fairly  valued,  earnings  are  still  growing— 
and  the  Federal  Reserve  can  always  open  the  liquidity  spigot  if  and  when  the  economy  starts 
to  look  parched. 
Emm*  "A  brief  respite,  then  more  pain  for  stocks,"  www.businessweek.com/go/tbw 


Street  Scams? 

Tales  of  insider  trading  are 
once  again  shaking  Wall  Street. 
On  Mar.  1  federal  prosecutors 
and  regulators  announced  the 
filing  of  criminal  and  civil  fraud 
charges  in  one  of  the  largest 
insider  trading  cases  in  two 
decades.  The  authorities  busted 
13  people  including  a  UBS 
executive  director  and  a  former 
Morgan  Stanley  compliance 
officer  in  a  series  of  schemes 
that  allegedly  netted  at  least 


$15  million  in  illicit  profits.  The 
next  day,  the  SEC  charged  un- 
known people  with  scoring  at 
least  $5.4  million  by  trading  in 
advance  of  the  $45  billion  offer 
for  utility  giant  TXU. 
MMIW  "The  century's  big 
insider- trading  bust," 
www.businessweek.com/go/tbw 


RIM's  New  Numbers 
Research  In  Motion,  seller  of  the 
boffo  BlackBerry  wireless  device, 


is  making  every  effort  to  look  » 
like  it's  doing  the  right  thing. 
The  company,  one  of  more  than 
140  facing  scrutiny  over  op- 
tions grants,  said  on 
Mar.  5  that  it  would  take  a 
$250  million  noncash  charge 
to  account  properly  for  grants 
made  between  2002  and  2006. 
RIM  also  said  that  while  no 
one  did  anything  wrong,  it 
was  shaking  up  management. 
Co-CEO  Jim  Balsillie  relinquished 
his  seat  as  chairman,  and  the 
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board  was  reshuffled.  In  otl 
handheld  news,  The  Wall  Si 
Journal  reported  on  Mar.  5 1 
Palm  is  working  with  Morgan 
Stanley  to  study  options,  inci 
ing  a  sale  of  the  company.    | 
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Lining  Up  at  Chrysler 

Will  private  equity  grab  the ,  j 
driver's  seat  at  Chrysler  Group 
Cerberus  Capital  Management  a  .- 
Blackstone  Group  have  joined 
General  Motors  on  the  short  I 
of  serious  bidders  for  the  Oil 
lerChrysler  unit.  Both  firms  r  3 
with  the  company  the  week 
Mar.  5.  Blackstone  has  expi 
ence  in  the  auto  industry  afil^ 
majority  owner  of  parts  mat  ^ 
TRW  Automotive  and  formerh  j, 
an  investor  in  American  Axlei  ■;•;,, 
Manufacturing.  Cerberus  acqn  u 
51%  of  GM's  GMAC  finance  * 
last  year. 

i  sT; 

l  iff 
Subprime  Indeed 

Speeding  the  downward  sps  ,; 
ral  in  the  subprime  mortga?  m 
market,  New  Century  Financial  »,;■ 
Mar.  2  said  it  was  under  iri  ,M 
tigation  for  questionable  &  i^ 
sales  and  accounting  error*  , , 
Mar.  7  its  stock  had  sunk  (*  .j 
See  "Who  will  get  shredde*' 
page  39 


Wal-Mart  Watchdogs? 

The  Bentonville  (Ark.)  b 
moth  said  on  Mar.  5  that  a 
puter  technician  over  sevi 
months  intercepted  mess; 
and  taped  phone  calls  betv 
employees  and  a  reporter 
The  New  York  Times.  The  c 
pany  fired  two  snoopers  ai 
disciplined  a  manager.  Fee 
gumshoes  are  on  the  trail. 
See  "The  spy  hunter  of 
Bentonville,"  page  12 


'■  Oedor 
Citi's  Big  Move  in  Jap;    ^ 

How's  this  for  a  comeback '  ||$t 
In  the  fall  of  2004,  Japan's '  »ofp 
financial  regulator  told  CBB  kSomi 
to  shutter  its  private  bank*  fcictt 
allegedly  misleading  clien  fife 
about  investments  and  rati  ^ 


ftfto  mmmmmmMmi^^ 


;  that  were  used  to  ma- 
late  stocks.  Rehabilitated, 
merged  as  a  white  knight 
a  $10.8  billion  bid  on 
6  for  Nikko  Cordial,  Japan's 
-largest  broker.  The  deal 
d  be  the  biggest  foreign 
isition  in  Japanese  history. 
^  "Tokyo  comeback: 
i'uys  Nikko," 
businessweek.com/go/tbw 


already  hamstrung  by  political 
interference.  Airbus  also  had  to 
ground  a  planned  cargo  ver- 
sion of  the  A380  megajet  after 
its  last  remaining  customer, 
UPS,  canceled  an  order  for  10 
freighters  on  Mar.  2. 


May,  Mr.  Icahn 
jhone  maker  Motorola 
to  hang  up  on  Carl  Icahn 
ar.  2,  filing  a  proxy  with 
!EC  urging  shareholders 
)  vote  with  the  billionaire 
st,  who  owns  at  least  1.4% 
company  and  has  said 
ints  a  seat  on  the  board. 
i,  meanwhile,  escalated 
(ng  documents  saying  he 
ds  to  buy  more  than  4.4% 
:  company.  Judging  from 
fs  history,  he  may  settle 
'otorola's  using  some  of 
1.2  billion  cash  hoard  for 
ikbuyback.  Sources  say 
are  already  taking  place. 


More  Magic  for  Merlin 

Waxworks  and  theme  parks 
aren't  for  kids  only.  Just  ask 
private  equity  giant  Blackstone 
Group,  whose  Merlin  Entertain- 
ments spent  just  under 
$2  billion  on  Mar.  5  for  Tus- 
sauds  Group,  owner  of  the 
London  Eye  ferris  wheel  and  the 
Madame  Tussauds  wax  museum 
franchise.  The  deal  makes 
Merlin,  which  bought  Den- 
mark-based theme  park  chain 
Legoland  in  2005,  the  world's 
No.  2  attractions  operator 
after  Walt  Disney. 
HUM*  "No  mystery  in 
Blackstone's  wax  museum," 
www.businessweek.com/go/tbw 


us  Takes  Flak 

ing  fears  of  unrest  that 
zap  production,  thou- 
of  French  workers  struck 
s  on  Mar.  6  to  protest 
to  eliminate  10,000  jobs 
r  countries.  Meanwhile, 
h  pols  called  for  a  strong 
role  in  the  planemaker's 
t,  EADS— a  rebuke  to 
gers  who  say  Airbus  is 


Calling  All  Telecoms 
The  folks  at  Alltel  know  there's 
little  future  for  a  sleepy 
regional  phone  company,  so 
they're  dialing  for  a  suitor. 
Sources  confirmed  on 
Mar.  6  that  Alltel  has  talked 
with  the  likes  of  Verizon,  Sprint, 
and  AT&T.  Alltel  declined 
comment.  Analyst  reports  say 
Alltel  could  fetch  $25  billion 
to  $30  billion.  That  stiff  price 
makes  it  unlikely  a  deal  will 
get  done  soon. 


MPAIGN  OF  THE  WEEK 

|hey're  everywhere:  ads  from  Gap,  Apple,  and  others  flogging 
Kdiandise  benefiting  the  charity  Global  Fund  to  Fight  AIDS,  Tuber- 
M  ;is  &  Malaria.  So  just  how  much  has  this  high-profile  (Product) 
RED  campaign,  fronted  by  singer 
Bono  and  running  for  about  a  year, 
raised?  Some  $18  million,  reported 
Advertising  Age  on  Mar.  5.  Doesn't 
seem  like  much,  right?  Julie  Cordua, 
marketing  chief  for  RED,  says  it's 
actually  $25  million,  since  some 
participating  companies  haven't  yet 
NNG  THE  MESSAGE  ciOSed  their  2006  books.  She  adds 

■the  $6  billion  Global  Fund  over  the  previous  four  years  had 
a>  cted  only  $5  million  from  private  sources,  a  fraction  of  what 
■  has  raised.  "We  think  it's  great,"  she  says.  But  the  amount 
wiy  less  than  what  the  half-dozen  companies,  which  donate  a 
Ron  of  profits  from  selling  RED  items,  spent  to  market  those 
■Is.  Some  estimates  put  that  number  at  $100  million.  Cordua 
■the  actual  figure  is  "far  less"  and  would  have  been  spent  as 
?a  of  the  companies'  regular  ad  budgets.  As  for  RED's  target  in 
V,  Cordua  says,  "we  haven't  set  a  goal." 
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AT&T  and 
Cingular  have 

combined 
to  cover 

half  the  cities 
we  do. 


Sprint  Mobile  Broadband 
covers  2x  more  cities  than 
their  BroadbandConnect. 


It's  the  nation's  largest  and  fastest  mobile 
broadband  network.  With  Sprint  you  can 
make  just  about  any  place  a  workplace.  And 
now  get  a  mobile  broadband  card  for  free. 


FREE 


with  new  card  activation  on  unlimited 
data  access  plan  Requires  2-yr 
.  fy  -^    agreement  and  $49.99  mail-in  rebate. 

X»^VIv  V    No  voice  plan  required. 
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Sprint 


Together  with  NEXTEL 


POWER  UP 


Fastest  mobile  broadband  network  claim  based  on  combined  weighted  average  of  upload  and 
download  speeds  on  the  Sprint  Mobile  Broadband  Network,  including  Revision  A-en.;b:ed  markets, 
compared  with  publicly  available  average  speeds  on  other  carriers'  mobile  broadband  networks. 
Actual  speeds  may  vary.  Access  to  Rev.  A  speeds  requires  a  Rev  A-capable  device  /connection  card.  See 
sprint  com/mobilebroadband  for  details.  Sprint  Mobile  Broadband  Network  reaches  over  200  million 
people.  Rev.  A  enhancements  reach  over  95  million  people.  Coverage  not  available  everywhere  -  see 
sprint.com/coverage  for  details.  Not  available  in  all  markets/retail  locations.  Coverage  comparison 
based  on  most  recent  available  information  regarding  Cingular  broadband  market  covenge  as  of 
/26/07.  Free  Card  Offer  Subject  to  credit  approval.  Additional  restrictions  apply.  Mail-in  Rebate: 
Requires  purchase  by  3/31/07  and  activation  by  4/14/07  of  new  line  on  Unlimited  Data  Plan  ($59.99) 
and  two-year  agreement.  $36  activation  fee  and  $200  early  termination  fee  apply.  Rebates  cannot 
exceed  purchase  price.  Taxes  excluded.  Line  must  be  active  30  consecutive  days.  Allow  8-12  weeks 
for  rebate.  ©2007  Sprint  Nextel  All  rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  other 
trademarks  are  trademarks  of  Spi  mt  Nextel. 
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HAMMER 

How  Fed  rate  hikes  have 
turned  into  a  regressive 
tax  on  weak  borrowers 

BY  PETER  COY 
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THE  CRASH  IN  SUBPRIME  LENDING  HAS  PUT 

Federal  Reserve  Chairman  Ben  S.  Bernanke  in 

an  awkward  position.  In  past  business  cycles, 

when  the  Fed  raised  interest  rates,  the  impact 

was  democratic:  Companies  large  and  small 

had  to  pay  more  to  borrow,  and  so  did  most 

households.  Everyone  suffered. 

This  time  around,  though,  most  borrowers  have  been  able  to  escape 

the  Fed's  interest-rate  hammer.  As  the  Fed  has  boosted  short-term 

rates  by  more  than  four  percentage  points  since  2004— the  biggest 

move  since  the  early  1980s— corporations  and  households  with  good 

credit  have  easily  switched  to  long-term  loans,  where  rates  have  barely 

budged  over  the  past  three  years.  "A  prime  borrower  has  options," 

says  Robert  Moulton,  president  of  Americana  Mortgage  Group  Inc.,  a 

Manhasset  (N.Y.)  mortgage  broker. 

Which  leaves  one  group  of  Americans  to  absorb  the  brunt  of  tight 
money:  families  with  poor  credit.  These  typically  low-  to  moderate-in- 
come families  have  always  relied  heavily  on  short-term  borrowing.  But 
they  are  even  more  vulnerable  today  because  so  many  of  them  bought 
homes  during  the  boom  using  subprime  adjustable-rate  mortgage  loans 
(ARMs)  tied  to  short-term  interest  rates.  As  rates  have  gone  up,  loan  pay- 
ments are  beginning  to  skyrocket. 

The  numbers  involved  are  enormous.  About  $265  billion  worth  of 
subprime  loans  are  scheduled  to  have  their  rates  adjusted  upward  in 
2007,  estimates  analyst  Michael  Youngblood  of  Friedman,  Billings, 
Ramsey  &  Co.  in  Arlington,  Va.  And  because  money  for  subprime 
loans  has  dried  up  in  recent  weeks,  if  s  going  to  be  far  harder 
for  these  borrowers  to  refinance.  The  result:  Many  stretched 
homeowners  may  soon  be  paying  11%  or  12%  on  their 
mortgages,  while  everyone  else  can  get  30-year  fixed- 
rate  loans  at  a  little  over  6%.  That's  the  plight  of 
Pamela  C,  a  blind  mother  of  three  in  Golden  Val- 
ley, Minn.,  who  is  a  medical  transcriptionist.  Her 
monthly  payment  just  jumped  to  $2,544  from 
$2,088  and  is  headed  higher.  "Unfortunately," 
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she  says,  "the  gal  did  not  overly  explain 
to  me  that  once  the  three  years  [of  the 
teaser  rate]  were  done,  the  rate  would 
boot  way  up." 

In  effect,  monetary  policy  is  turning 
into  a  regressive  tax,  putting  the  Fed 
and  Bernanke  in  a  bind:  If  he  holds  rates 
at  current  levels  without  regard  to  the 
impact  on  subprime  borrowers,  foreclo- 
sure rates  over  the  coming  year  could 
approach  recession  levels.  On  the  other 
hand,  if  the  Fed  starts  lowering  rates  to 
spare  subprime  borrowers  from  default, 
it  risks  letting  inflation  accelerate,  which 
would  harm  everyone. 

Most  economists  argue  that  the  econ- 
omy is  healthy  enough  to  withstand  the 
problems  in  subprime.  That's  partly  be- 
cause the  Fed's  17  rate  increases  have  had 
a  relatively  narrow  impact.  Today  only 
28%  of  nonfinancial  corporate  debt  is 
tied  to  short-term  rates,  much  lower  than 
in  the  past.  Interest  payments  on  corpo- 
rate debt  have  risen  only  by  $30  billion 
since  2004— a  pittance  when  profits  have 
leapt  by  more  than  $300  billion. 

Similarly,  families  with  better  credit 
have  been  able  to  escape  the  short-term 
squeeze  by  switching  to  fixed-rate  mort- 
gages. Take  the  case  of  a  hypothetical 
prime  borrower  who  took  out  an  ARM 
loan  two  years  ago  and  saw  the  rate  re- 
set after  one  year.  The  starting  rate  was 
about  4%;  it  would  have  gone  up  to  about 
7.5%.  But  instead  of  absorbing  the  near- 
doubling  of  the  rate,  this  prime  borrower 
could  refinance  into  a  30-year  fixed-rate 
loan  at  a  bit  over  6%.  In  other  words,  an 
increase  of  five  percentage  points  in  the 


Fed  funds  rate  translated  into  only  a  two 
percentage-point  increase  in  long-term 
rates  for  the  homeowner. 

Nor  have  car  buyers  been  hit  hard  by 
the  rate  increases,  even  though  the  auto 
sector  was  a  key  channel  for  monetary 
policy  in  the  past.  According  to  data  from 
the  Fed,  the  interest  rate  on  banks'  car 
loans  has  increased  by  only  1.5  percent- 
age points  since  2004- 

Homeowners  with  subprime  loans 
aren't  as  lucky.  Few  seem  to  have  under- 
stood their  exposure  to  Fed  rate  policy 
when  they  took  out  their  mortgages.  The 
most  popular  are  hybrids  whose  rates 


stay  fixed  for  two  years,  then  adjust  p 
odically  over  the  next  28  years  based 
a  set  percentage  over  a  short-term  ben 
mark  such  as  the  London  Interbank 
fered  Rate  (LIBOR).  Opponents  calluv 
"exploding"  loans  because  the  rates  £- 
artificially  low  during  the  two-year  te£ 
period,  then  leap.  In  the  industry,  the;; 
known  as  2/28s. 
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The  Short-Term  Squeeze 

Many  subprime  borrowers  are  stuck  with  adjustable-rate 
loans  that  keep  rising,  while  mortgage  borrowers  with  good 
credit  have  been  able  to  take  advantage  of  long-term,  fixed- 
rate  loans  that  still  have  low  rates.  Corporations  also  have 
switched  to  cheaper,  long-term  debt 
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I  TYPICAL  SUBPRIME  BORROWER* 

I  TYPICAL  MORTGAGE  BORROWER 

WITH  GOOD  CREDIT*' 
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PROJECTED 
•ADJUSTABLE-RATE  MORTGAGE  WITH  TWO-YEAR  TEASER 
-ADJUSTABLE-RATE  MORTGAGE  WITH  ONE-YEAR  TEASER. 
REFINANCED  INTO  A  30-YEAR  FIXED  MORTGAGE  IN  2006 
Data:  Freddie  Mac,  First  American  LoanPertormance, 
BusinessWeek 


ESCAPE  ROUTE  CLOSED 

THE  2/28s  NOW  COMING  up  for  tl 
first  reset  were  made  in  early  2005 
seems  crazy  now,  but  when  the  lol  ^ 
were  made,  nobody  worried  much  ab 
the    reset.    That's 
cause,  historically,  5 
or  80%  of  two-year 
brids  were  paid  of 
the  first  two  years.  '.■ . 
ing  home  values  wc^ 
reduce  the  loan-to-  f 
ue  ratio,  qualifying  [ 
borrowers  to  refittf 
at  lower  rates.  Or  t?  *^ 
would  repair  their  c 
it  and  get  a  better  It 
Or  they  would  sell 
move.  Battling  for  r 
ket  share,  lenders  di 
worry  much  about  Iff  *'* 
term  consequence; 
lax  lending. 

But  home  value; 
day  are  flat  or  fall ' ' 
What's  worse  for  n 
subprime    borrow 
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PEAK  YEARS  FOR  FED  FUNDS  RATES 
Data:  Federal  Reserve 


the  escape  route  o 
financing  at  long-1 
rates   is   pretty  n 
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d  off.  The  reason  is  simple:  They 

qualify  for  a  30-year  fixed-rate 

Bloodied  subprime  lenders  have 

edly  tightened  their  lending  stan- 

What's  more,  the  rate  on  a  fixed 

rime  loan  is  around  8.75%,  which 

jher  than  the  teaser  rate  they've 

paying.  Sure,  that's  less  than 

they  will  soon  be  paying  for  their 

but  they  would  have  to  apply 

t  a  new  fixed-rate  loan  and  most 

n't  demonstrate  the  ability  to  pay 

"They're  going  to  be  forced 

ty  with  the  adjusting  portion  of 

an,"  says  Brian  A.  Simon,  senior 

resident  of  Freedom  Mortgage 

in  Mount  Laurel,  N.J.  "It's  go- 

)  be  a  real  challenge  to  a  lot  of 

wers." 

julators  allowed  this  problem 
/elop  and  only  now  are  cracking 
.  On  Mar.  2,  five  of  them,  including 
;d  and  the  Federal  Deposit  Insur- 
]orp.,  came  out  for  the  seemingly 
is:  requiring  lenders  to  go  by  the 
ped  interest  rate— not  just  the 
rate— in  evaluating  borrowers' 
to  pay.  But  such  tough  rules  will 
rorsen  the  squeeze  on  borrowers 
eed  to  refinance. 

v  big  is  the  hit  from  rate  jumps?  A 
|1  subprime  loan  might  have  been 
in  early  2005  at  7%  or  so.  Today, 
|  :s  teaser  expiring,  that  loan  might 
letting  to  10%,  which  is  the  most 
1 1  owed  to  go  up  at  one  time.  But 
>pxt  time  the  loan  resets— in  six 

!is  or  a  year— the  rate  will  go  up 
based  on  the  loan's  contractual 
ti  over  LIBOR.  So  even  if  short- 
I  bates  stay  where  they  are,  ARM 
I -will  approach  12%  in  the  next 
I  r  so.  Thaf  s  way  out  of  reach  of 
lubprime  borrowers. 
I  the  Fed,  the  key  question  is 
|pr  the  stress  on  subprime  borrow- 
Ireads  to  the  rest  of  the  financial 
te .  So  far,  it  really  hasn't:  Prime 
■ige  rates  have  actually  been  fall- 
■)  chances  are  the  Fed  will  stay 
■;h  on  inflation  in  spite  of  the 
■to  weak  borrowers.  Says  Mark 
it-,  a  New  York  University  econo- 
it:  I  don't  think  the  Fed  is  going  to 
monetary  policy  on  distributional 
■^rations.  Once  the  Fed  loses  its 
■»n  maintaining  price  stability,  all 
ifculd  break  loose."  For  many  poor 
rwwners,  it  already  has.  ■ 


MORTGAGE  MELTDOWN 

WHO  WILL  GET 
SHREDDED? 

As  the  subprime  business  tanks,  the  pain 
is  spreading  to  a  wide  swath  of  investors 


iTo  see  a  video  report  on  subprime  defaults 
I  could  affect  the  overall  mortgage  market. 
fcbusinessweek.com/go/tv/mortgage 


BY  MARA  DER  HOVANESIAN 
AND  MATTHEW  GOLDSTEIN 

HE  CANARIES  IN  THE 
coal  mine  are  keeling 
over  fast.  After  years 
of  easy  profits,  the  $1.3 
trillion  subprime  mort- 
gage industry  has  taken 
a  violent  turn:  At  least 
25  subprime  lenders,  which  issue  mort 
gages  to  borrowers  with  poor  credit  his 
tories,  have  exited  the  business, 
declared  bankruptcy,  announced 
significant  losses,  or  put  them- 
selves up  for  sale.  And  thaf  s  just  in 
the  past  few  months. 

Now  there's  evidence  that 
the  pain  is  spreading  to  a  broad 
swath  of  hedge  funds,  commercial  banks, 
and  investment  banks  that  buy,  sell, 
repackage,  and  invest  in  risky  subprime 
loans.  According  to  Jim  Grant  of  Granfs 
Interest  Rate  Observer,  the  market  is  start- 
ing to  wake  up  to  the  magnitude  of  the 
problem,  entering  what  he  calls  the  "rec- 
ognition stage."  Says  Terry  Wakefield, 
head  of  the  Wakefield  Co.,  a  mortgage 
industry  consulting  firm:  "This  is  going 
to  be  a  meltdown  of  unparalleled  propor- 
tions. Billions  will  be  lost." 

Hedge  funds,  those  freewheeling, 
lightly  regulated  investment  pools, 
seem  particularly  vulnerable.  Busi- 
nessWeek has  learned  that  $700  mil- 
lion Carrington  Capital  and  $3  billion 
Greenlight  Capital  may  have  gotten 
badly  burned  because  of  their  intricate 
dealings  with  New  Century  Financial, 
a  major  subprime  lender  whose  stock 
has  plunged  84%  in  four  weeks  amid  a 
Justice  Dept.  investigations  into  its  ac- 
counting. Magnetar  Capital,  a  $4  billion 
fund  formed  two  years  ago,  may  be  on 
shaky  ground,  too.  The  question  is,  how 
many  others  may  be  suffering?  "This 
is  a  very  opaque  industry,  so  no  one 
really  knows,"  says  Mark  M.  Zandi,  chief 
economist  and  co-founder  of  Moody's 


Economy.com  Inc.  "My  guess  is  that  if 
you  look  at  the  top  hedge  funds,  they're 
bearing  most  of  the  risk." 

Not  that  big  commercial  and  invest- 
ment banks  will  go  unscathed.  Citigroup, 
HSBC,  and  Countrywide  Financial  have 
boosted  their  estimates  of  losses  and 
warned  of  credit  troubles.  Sanford  C. 
Bernstein  analyst  Brad  Hintz  predicts 
that  the  subprime  meltdown  will  result 
in  earnings  reductions  for  Bear  Stearns, 
Lehman  Brothers,  Goldman  Sachs,  Mer- 
rill Lynch,  and  Morgan  Stanley. 

Among  hedge  funds,  Greenwich 
(Conn.)'s  Carrington  seems  particularly 
vulnerable.  Managed  by  ex-Citigroup 
banker  Bruce  M.  Rose,  the  fund  was 
launched  in  2003  with  $25  million  in  seed 
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money  from  New  Century,  which  owns 
about  a  35%  equity  stake.  Such  an  intimate 
tie  between  a  lender  and  a  hedge  fund  is 
highly  unusual,  say  analysts.  Carrington 
specializes  in  turning  subprime  mortgages 
into  sophisticated  bonds  called  collateral- 
ized debt  obligations  (CDOs)  and  selling 
them  to  other  investors.  Not  surprisingly, 
New  Century  is  one  of  Carrington's  big- 
gest suppliers,  providing  17%  of  the  loans 
in  a  recent  deal.  Another  major  supplier  is 
Fremont  General,  which  says  it  plans  to 
exit  the  subprime  business. 

With  Carrington  on  the  verge  of  losing 
loans  from  two  major  providers,  the  fund, 
which  counts  Citigroup  as  an  investor, 
seems  to  be  in  a  bind.  Rose  says  he  expects 
the  market  for  subprime  loans  to  pick  up 
again  and  is  in  talks  with  several  lenders 
to  buy  mortgages.  "We  have  no  exposure 
to  New  Century  as  a  corporate  entity,"  he 
says.  "Our  deals  have  outper- 
formed just  about  everything 
out  there." 

One  clear  loser  is  David 
Einhorn,  manager  of  hedge 
fund  Greenlight  Capital,  who 
made  a  big,  ill-timed  gamble 
on  the  subprime  sector  when 
he  fought  his  way  onto  New 
Century's  board  last  March. 
Greenlight,  which  regularly 
posts  double-digit  annual 
gains,  is  down  about  2.5% 
on  the  year;  its  stake  in  New 
Century,  valued  at  $109  mil- 
lion at  the  start  of  the  year, 
has  shrunk  to  $21  million. 
Einhorn's  seat  on  New  Cen- 
tury's board  prohibited  him  from  selling 
even  as  the  lender  warned  that  it  would 
restate  most  of  its  2006  earnings  results 
and  said  federal  prosecutors  are  investi- 
gating its  accounting.  Einhorn,  through 


SUBPRIME  SELL-OFF 

An  index  that  tracks  the  riskiest 
subprime  loans  has  nosedived 
this  year 

100r 
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GREENLIGHT'S 

EINHORN  His  fund 
could  be  hard  hit 


a  spokeswoman,  de- 
clined to  comment. 

Some  on  Wall  Street 
point  out  that  Magne- 
tar  showed  bad  tim- 
ing, too,  by  entering 
the  subprime  arena 
last  year  just  as  the 
underwriting  quality 
of  subprime  loans  be- 
gan to  deteriorate  rap- 
idly (table).  For  now, 
Magnetar  isn't  show- 
ing any  outward  signs 
of  trouble.  A  person 
familiar  with  the  fund 
says  it  took  steps  to 
minimize  its  exposure 
to  the  subprime  market,  and  a  Magnetar 
spokesman  says  the  fund  is  doing  well. 
Other  hedge  funds  that  have  feasted 
on  mortgage-backed  securities 
will  be  hit  hard  if  rating  agen- 
cies start  downgrading  them,  as 
is  widely  expected.  That  would 
be  likely  to  send  their  values 
plummeting.  "This  is  indeed 
a  stress  scenario,"  says  Glenn 
T  Costello,  co-head  of  the  resi- 
dential MBS  Group  at  Fitch 
Ratings  Inc.  Kevin  J.  Kanouff, 
who  heads  bond  surveillance 
for  Clayton  Holdings  Inc.,  a 
consulting  firm  for  institution- 
al investors,  adds  that  "hedge 
funds  are  getting  very  nervous 
about  their  investments." 

But  those  downgrades  likely 
won't  come  right  away.  Observ- 
ers say  ratings  agencies  may  rely  on  some 
models  that  don't  fully  account  for  the 
recent  explosion  in  exotic  mortgages,  such 
as  interest-only  loans.  Says  Susan  Barnes, 
managing  director  in  the  U.S.  residential 
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Ticking  Time  Bombs? 

Changes  in  the  mortgage  industry  since  2000  have  increased  the 
risks  to  investors  of  mortgage-backed  securities. 


EQUITY  CASH-OUTS 

Homeowners  tapped  $900  billion  in  equity 
from  2000  to  2005.  If  home  prices  keep 
falling,  many  will  owe  more  than  their 
homes  are  worth-and  defaults  could  spike. 


SILENT  SECONDS 

Many  subprime  borrowers  used  "silent" 
second  mortgages  from  different  lenders 
to  refinance  and  cash  out  equity.  No  one 
tracks  the  extent  of  borrowers'  obligations. 


LAX  UNDERWRITING 

In  2006, 38%  of  all  subprime  loans 
required  no  money  down.  Some  60% 
of  subprime  loans  required  no  or  low 
documentation. 


UNTESTED  MODELS 

The  ratings  agencies  that  assess 
mortgage-backed  securities  may  use 
models  that  don't  fully  account  for  many 
new  types  of  exotic  mortgages. 


How  Resilient  Are  Mortgage  Backed  Securities  to  Collateralized  Debt  Obligation  Market  Disruptions7"  by  Joseph  R  Mason,  Drexel  University, 

and  Joshua  A  Rosner  Graham  Fisher  &  Co .  First  American  LoanPerformance 


mortgage-backed 
curities  group  of  S 
dard  &  Poor's,  wr 
like  BusinessWeek, 
unit  of  The  McGi  - 
Hill  Companies:"! 
models   are   cont  | 
ally  adjusted  and 
hanced."  Adds  Fil 
Costello:    "There' 
clear  trend  that  w 
expected  higher 
higher  losses." 

Commercial  ant 
vestment  banks  I 
many  tendrils  in 
mortgage  busii  *™ 
too.  They  earned 
fees  during  the  housing  boom  by  pac 
ing  loans  into  pools  and  selling  theij 
investors.  That  market  is  shrinking  as 
prime  lenders  and  investors  pull  in 
horns,  leaving  banks  holding  risky  loaj 

UP  THE  FOOD  CHAIN 

THERE'S  ALSO  growing  talk  that  E 
firms,  in  particular  Goldman  Sachs  GX'  k 
Inc.,  incurred  steep  losses  in  trades  b  si 
on  the  ABX  subprime  index  (chartr  ts 
market  makers,  the  big  banks  were  ft  I  M 
to  take  the  other  side  of  clients'  1 1  «S 
trades,  or  bets  that  the  index  would!  fa 
When  the  index  plunged  34%  in  ther  s  a 
10  weeks  of  the  year,  the  banks  lost.  (  a 
man,  which  reports  first-quarter  earn  M 
on  Mar.  13  and  is  a  big  player  in  then  m 
market,  declined  to  comment.  I  ier 

In  another  case  of  dreadful  tin  sfc 
Citigroup  disclosed  on  Feb.  28  th  em 
recently  upped  its  stake  in  New  Ceii  jr 
to  over  5%,  adding  some  1  million  si;  s  p 
just  weeks  before  New  Century  revi  j  i 
the  investigation  by  federal  prosecu  ie 
Citigroup  declined  to  comment.       j  \k 

The  biggest  fear  is  that  the  trfl  % 
will  move  up  the  food  chain.  The  e;  Qge 
questionable  lending  practices  thata  ju, 
used  for  subprime  mortgages  d.  eamj' 
the  boom  were  also  used  for  regub  j(f 
"prime,"  mortgages— among  then",  $v 
or  zero  downpayments,  loose  loa  fa 
value  ratios,  and  exotic  mortgages?  j 
low  up-front  payments  that  balloon"  j  pj. 
While  subprime  loans  accounted  foi  | 
of  mortgages  originated  last  year,  i  ;  f 
Liu  of  UBS  estimates  that  fully  -y 
of  last  year's  loans  are  "showing  (: 
of  signs  of  stress."  Says  Nouriel  ^ 
bini,  economics  professor  at  Newi  ^ 
University's  Stern  School  of  Bus  ^ 
"The  risk  that  prime  borrowers  wil  ?,,,, 
to  feel  financial  stress  in  2007  cam 
underestimated."  ■ 

-  With  Spencer  E.  Ante  in  Na*   ^ 
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KECUTIVE  COMPENSATION 


rHE  SEC  IS  EYEING 
SIDER  STOCK  SALES 


S!uc 


usinessWeekhas  learned  it  is  examining 
ossible  abuses  in  automatic  trading  plans 


PANE  SASSEEN 

RE  EXECU- 
tives  using 
inside  inform- 
ation to  boost 
returns  when 
they  sell 

stock  through 
malic  trading  plans?  That 
the    conclusion    reached 
he    first    academic    study 
ich  plans,  as  reported  by 
\iessWeek  on  Dec.  18.  Trou- 
6y  those  results,  now  the  Se- 
es &  Exchange  Commission 
airing  more  closely  at  such 
and  whether  the  rules 
iming  them  need  to  be  tight- 
BusinessWeek  has  learned, 
vay  the  plans  are  being  used  "isn't 
they  were  supposed  to  work,"  said  a 
:e  familiar  with  the  agency's  views. 
e  move  comes  as  broader  concerns 
grown    regarding    prearranged 
iig  plans,  known  as  10b5-l  plans 
he  2000  rule  that  created  them, 
investors  have  begun  to  track  them 
ly.  And  revelations  about  two  found- 
New  Century  Financial  Corp.,  the 
age  firm  whose  stock  collapsed 
an  announcement  it  would  restate 
earnings,  could  raise  new  questions 
such  sales:  Some  months  before, 
air  sold  shares  worth  $26  million 
gh  trading  plans. 

SEC's  goal  in  creating  automatic 
Ig  plans  was  to  allow  executives 
1  shares  without  triggering  insider 
ig  charges.  To  gain  that  legal  "safe 
r,"  however,  executives  must  meet 
li  conditions.  They  must  set  up  a 
kg  plan  when  they  don't  know  of 
ignificant  nonpublic  information, 
t  the  dates  or  prices  at  which  trades 
>e  made  in  advance,  and  give  up 
lol  of  the  trades  to  a  broker. 
Ibse  limited  rules  allow  executives 
I* maneuvering  room  to  time  sales 


i 


than  is  generally  understood.  Accord- 
ing to  the  study  by  Alan  D.  Jagolinzer, 
an  assistant  professor  at  the  Stanford 
University  Graduate  School  of  Business, 
executives  selling  shares  through  10b5-l 
plans  do  substantially  better  than 
would  be  expected  if  trading  were  truly 
automatic.  In  a  study  of  roughly  117,000 
trades  made  by  3,426  executives  at  1,241 
companies,  trades  made  inside  plans 
beat  the  market  by  6%  over  six  months, 
while  those  at  the  same  firms  who  traded 
outside  of  plans  only  topped  it  by  1.9%. 

More  often  than  not,  sales  made 
through  plans  by  insiders  occur  ahead 
of  a  stock  drop.  The  rules  also  allow 
executives  to  end  plans  before  they've 
been  fully  executed,  set  up  multiple  short- 
term  plans,  and  begin  selling  immediate- 
ly after  adopting  a  plan.  "I  wouldn't  have 
thought  the  plans  allowed  this  much 
flexibility,"  says  a  source  familiar  with 
Jagolinzer's  study.  "His  work  clearly  rais- 
es questions  about  the  trading  strategies 
people  are  using  and  if  they  are  going 
well  beyond  what  was  envisioned." 

The  report  has  prompted  the  SEC 
to  undertake  a  more  detailed  analysis 
of  10b5-l    plans.    If  the    commission 


eventually  concludes  that  problems  ex- 
ist, it  could  change  how  it  evaluates  cases 
for  potential  enforcement  action;  it  could 
also  propose  tightening  the  rules  govern- 
ing such  trades.  Greater  public  disclosure 
of  an  executive's  trading  strategy,  or  of 
the  dates  when  a  plan  is  started  or  ended, 
might  be  required.  H.  Nejat  Seyhun,  a 
finance  professor  at  the  University  of 
Michigan's  Ross  School  of  Business,  also 
thinks  stiffer  trading  controls  are  needed: 
Sales  might  be  banned 
until  six  months  after 
a  plan  is  put  into  ef- 
fect, for  example,  or 
an  executive  who  ends 
a  plan  prematurely  or 
makes  other  changes 
might  lose  the  safe 
harbor  protection. 

The  SEC's  enforce- 
ment officials  are 
also  keeping  a  close 
eye  on  10b5-l  trades, 
although  the  agency 
has  yet  to  challenge  a 
plan  by  bringing  an 
insider  trading  case 
against  an  executive 
with  one  in  place.  And 
growing  questions 
about  the  plans  could 
be  fueled  by  the  trades 
made  at  New  Century. 
Its  shares  have  plum- 
meted to  around  $5  in  the  wake  of 
a  Mar.  2  announcement  that  federal 
prosecutors  are  probing  its  accounting, 
as  well  as  looking  at  trading  in  its  securi- 
ties following  New  Century's  warning 
in  early  February  that  it  would  have  to 
restate  2006  earnings.  Between  August 
and  November  of  last  year,  two  founders, 
Robert  Cole  and  Edward  Gotschall,  sold 
roughly  650,000  shares,  at  prices  averag- 
ing just  below  $40,  through  automatic 
trading  plans.  The  company  declined 
to  comment.  Prosecutors  and  the  SEC 
would  not  comment  on  whether  those 
trades  are  among  those  being  probed. 

Some  investors,  too,  appear  to  be 
paying  closer  attention  to  such  plans. 
Gradient  Analytics  Inc.,  an  indepen- 
dent research  firm,  warned  clients  last 
year  to  steer  clear  of  companies  with 
overly  aggressive  automatic  trading 
plans.  Now  it  regularly  analyzes  such 
plans  in  recommending  stocks  to  buy  or 
sell.  "Plans  being  instituted  are  becom- 
ing more  creative,"  says  Carr  Bettis,  a 
former  finance  professor  who  co-founded 
Gradient.  "They've  been  around  long 
enough  for  people  to  find  ways  to  use 
them  to  their  advantage."  II 
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The  Real  Threat  Isn't  Housing 

If  productivity  growth  keeps  sliding,  a  widespread  crisis  could  be  next 


over  is 
cross 


THE  QUICKEST  WAY  TO  get  run 
to  look  the  wrong  way  when  you 
the  street.  Right  now  everyone  is  worry- 
ing—or obsessing— about  a  potential  hous- 
ing bust.  And  why  not?  You  can  hear  the 
screams  issuing  from  California  to  Flor- 
ida as  subprime  borrowers  and  lenders  take  it  on 
the  chin.  J  But  the  biggest  danger  is  not  the  hous- 
ing decline,  however  painful  it  might  be.  Instead,  an 

18-wheeler  that  threatens  to  flatten  the  economy  and  the 
financial  markets  is  barreling  at  us  from  another  direction 
altogether:  weak  productivity  growth. 

On  Mar.  6,  the  Bureau  of  Labor  Statistics  announced  that 
nonfarm  business  productivity  rose  by  only  1.6%  in  2006,  its 
smallest  gain  since  1997.  And  more  bad  news  was  buried  deep 
in  the  report:  Productivity  gains  for  2005  and  2004  were  re- 
vised down  as  well. 

Investors  shrugged  off  those  numbers,  sending  the  stock 
market  up  1.5%  that  day  for  the  biggest 
gain  since  July,  responding  to  a  rise  in  Asian 
markets  and  reassuring  words  from  Treasury 
Secretary  Henry  Paulson.  But  if  productivity 
growth  continues  its  three-year  slide,  the  U.S. 
will  be  vulnerable  to  a  widespread  recession 
or  financial  crisis  that  dwarfs  any  damage 
from  the  housing  slump.  Like  a  family  living 
large  that  has  to  cut  back,  Americans  will 
find  that  all  of  the  bills  put  off  for  years  will 
come  due. 

Consider  the  facts.  Since  1995,  when  the 
New  Economy  and  the  information  revolu- 
tion really  took  hold,  gains  in  productivity 
(output  per  hour)  have  averaged  about  2.7% 
per  year.  That's  a  full  percentage  point  higher 
than  the  preceding  two  decades. 

Faster  productivity  growth  means  that  the 
annual  output  of  the  economy  today  is  about 
10%,  or  $1.2  trillion,  bigger  than  it  would 
have  been  at  the  previous  anemic  pace.  That 
additional  output  is  more  than  enough  to  pay 
for  the  war  in  Iraq,  which  is  costing  $100  bil- 
lion to  $150  billion  per  year,  and  for  the  entire 
$767  billion  annual  cost  of  home  construc- 
tion and  renovation  in  2006.  And  you'd  still 
have  some  spare  billions  left  over. 
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THE  PRODUCTIVITY 
SLOWDOWN 


PERCENT 


CHANGE  IN  NONFARM  BUSINESS 
PRODUCTIVITY  OVER  YEAR  EARLIER* 


'97  '06 

Data:  Bureau  of  Labor  Statistics  -FOUR-QUARTER  AVERAGE 


In  short,  the  productivity  acceleratio 

the  past  10  years  has  created  a  total  of  { 

trillion  in  extra  output  since  1995,  measi 

in  2006  dollars.  That  helps  explain 

American  households,  taken  together,' 

so  much  richer  than  they  were:  Housek- 

nonhousing  net  worth,  adjusted  for  inflak 

and  federal  debt,  has  soared  by  almost  i 

trillion  over  the  same  period,  despite 

dot-com  debacle  that  crashed  the  markd 

The  massive  amount  of  additional  i 

duction  is  a  key  reason  why  the  U.S.i| 

not  faced  upward  pressure  on  prices 

good  productivity  gains  gave  the  economy  enough  moo 

turn  to  fight  off  the  disasters  of  2001— the  terrorist  atti 

the  stock  market  crash,  the  collapse  of  Enron— with  on 

minimal  recession. 

But  the  bonanza  starts  to  disappear  if  productivity  grcr 

drops  much  further  below  its  current  level.  Such  a  declinei 

lot  more  possible  than  most  economists  realize  or  are  williii 

accept.  History  shows  that  shifts  in  the  long-term  trends  of  l 

ductivity  are  essentially  unpredictable.  No  economic  foreca 

as  far  as  I  know,  foretold  the  product' 

acceleration  of  the  mid-1990s.  And  nor. 

but  nobody,  predicted  the  productivity  s 

down  of  the  1970s,  which  ignited  yea 

high  inflation. 

What  are  the  warning  signs  that  the  I 
ductivity  revolution  might  be  flagging?  \  i .. 
is  the  decline  in  business  investment  in  " 
fourth  quarter  of  2006,  combined  witlt(  jy 
drop  in  new  orders  for  nondefense,  nor> 
craft  capital  goods  in  January.  This  coui;  yfjrj 
due  to  the  housing  slump,  or  it  could  be- 
companies  are  seeing  fewer  good  investw  jyoi 
opportunities,  at  least  in  the  U.S. 

Another  disturbing  indicator  would  I  'IJgoi 
unexpectedly  high  increase  in  jobs  ovc 
next  few  months.  If  companies  run  into 
ductivity  problems,  their  first  response, 
be  to  hire  more  workers  to  meet  den* 
Finally,  the  biggest  red  flag  would  be  a  s 
fall  in  corporate  profits  that  lasts  more 
one  quarter,  just  as  a  precursor  to  the 
Economy  was  a  sharp  rise  in  profits. 

I  have  no  crystal  ball  when  it  com 
productivity;  no  one  does.  But  when 
hear  that  tractor-trailer  blow  its  air  hon 
a  good  idea  to  pay  attention.  ■ 
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Guys,  want  to  take  fewer  trips 
to  the  bathroom  at  night? 


LOMAX  may  Improve  male  urinary  symptoms  due  to  BPH  In  1  WEEK. 


Waking  up  to  go? 

Stopping  and  starting? 

Going  often? 

Straining? 

Going  urgently? 

Weak  stream? 


Talk  to  your  doctor.  For  many  men,  FLOMAX  may  help  in  one  week. 

DiVlAX  is  approved  to  treat  male  urinary  symptoms  due  to  BPH,  also  called  enlarged  prostate, 
ly  your  doctor  can  tell  if  your  symptoms  are  due  to  BPH  and  not  another  condition  such  as 
>state  cancer.  Common  side  effects  are  runny  nose,  dizziness  and  decrease  in  semen, 
udden  decrease  in  blood  pressure  may  occur  upon  standing,  rarely  resulting  in  fainting, 
avoid  situations  where  injury  could  result.  If  considering  cataract  surgery,  tell  your  eye 
geon  you've  taken  FLOMAX.  To  learn  more,  call  866-432-9734  or  visit  4FLOMAX.com. 

If  you  can't  afford  FLOMAX,  our  Patient  Assistance  Program  may  help.  Call  800-556-83 1 7. 


FLOMAX 

TAMSULOSIN  HCr**™0-4"0 
The  1-week  difference. 


5llase  see  Patient  Information  on  adjacent  page. 

■ght  ©2007  Boehringer  Ingelheim  Pharmaceuticals,  Inc.  All  rights  reserved.  (01/07)  FL-40707 
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FLOMAX 

WLOSINHO 


CAPSULES  0.4  NIG 


IMPORTANT  PATIENT  INFORMATION 


What  is  FLOMAX? 

FLOMAX  is  a  prescription  medication  that  is 
specifically  designed  to  help  relieve  the  signs  and 
symptoms  of  benign  prostatic  hyperplasia  (BPH),  a 
condition  your  physician  may  refer  to  as  an  enlarged 
prostate.  FLOMAX  works  by  relaxing  the  prostate 
muscles  around  the  urethra,  allowing  urine  to  flow 
more  freely  out  of  the  bladder.  FLOMAX  is  NOT 
indicated  for  the  treatment  of  high  blood  pressure. 

Who  should  not  use  FLOMAX? 

You  should  not  take  FLOMAX  if  you  are  allergic  to 
tamsulosin  hydrochloride  or  any  other  component  of 
FLOMAX. 

What  should  I  be  aware  of  before  taking 
FLOMAX? 

o  An  enlarged  prostate  (BPH)  and  cancer  of  the 
prostate  cause  many  of  the  same  symptoms.  It  is 
important  that  you  see  your  doctor  first  to  rule 
out  prostate  cancer. 

o  Though  extremely  rare,  FLOMAX  and  other 
drugs  in  this  class  (alpha- 1  blockers)  have  been 
associated  with  prolonged  painful  erection 
(priapism),  which  is  unrelieved  by  sex.  If  this 
occurs,  seek  immediate  medical  attention,  since 
this  condition  can  lead  to  permanent  inability  to 
have  an  erection,  if  left  untreated. 

o  During  cataract  surgery,  a  condition  known  as 
intraoperative  floppy  iris  syndrome  (IFIS)  has 
been  observed  in  patients  treated  with  drugs  in 
this  class.  When  considering  cataract  surgery, 
inform  your  surgeon  if  you  are  taking  or  have 
taken  FLOMAX  and/or  other  drugs  in  this  class. 

o  If  you  have  had  a  serious  reaction  to  sulfa,  be 
sure  to  tell  your  doctor  before  taking  FLOMAX. 

o  FLOMAX  should  NOT  be  used  in  combination 
with  other  drugs  in  its  class  since  interactions 
may  be  expected. 

o  FLOMAX  should  be  used  with  caution  in 
combination  with  cimetidine  or  with  warfarin  (a 
drug  often  prescribed  under  the  brand  name 
Coumadin®  [Bristol-Myers  Squibb  Company]). 

Are  there  any  warnings  associated  with  the 
use  of  FLOMAX? 

FLOMAX  may  cause  a  sudden  drop  in  blood 
pressure,  especially  following  the  first  dose  or  when 
changing  doses.  Although  rare,  this  drop  in  blood 
pressure  may  be  associated  with  fainting, 
lightheadedness   or  dizziness.   Caution   should  be 


exercised  when  driving,  operating  machinery,  or 
performing  hazardous  tasks,  since  injury  could  result. 

What  are  the  most  common  side  effects  of  Jlf 
FLOMAX? 

The  most  common  side  effects  are  dizziness,  runny 
nose,  and  a  decrease  in  semen.  Other  side  effects 
include  headache  and  tiredness. 


How  should  I  take  FLOMAX? 

FLOMAX  0.4  mg  capsules  are  taken  once  daily. 
FLOMAX  should  be  taken  approximately  one-half 
hour  after  the  same  meal  each  day.  If  you  stop  or 
forget  to  take  FLOMAX  for  several  days,  start  again 
with  the  0.4  mg  once-daily  dose.  If  you  were; 
previously  on  a  higher  dose,  contact  your  doctor  I 
before  returning  to  the  higher  dose. 

Do  not  crush,  chew,  or  open  FLOMAX  capsules. 


What  about  overdosing  with  FLOMAX? 

You  should  always  take  your  medications  according, 
to  the  directions  given  by  your  doctor.  If  you  think  \ 
you  have  taken  an  overdosage  of  FLOMAX  capsules,  -  . 
contact  your  doctor  immediately. 


la 


I 


Still  have  questions? 

For  more  information,  ask  your  doctor  or  pharmacist,  call  I 
1-866-432-9734,  and/or  visit  www.4FLOMAX.com. 
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HY  HYBRIDS  ARE 
UCH  A  HARD  SELL 

tey  haven't  crossed  over  to  the  mainstream 


', 


AVID  WELCH 

SIVEN    ALL    THE    BUZZ 
about  hybrids,  not  to 
mention  the  greening  of 
the  citizenry,  you'd  think 
they  would  be  easy  to 
sell.  They're  not.  After 
growing  nicely  through 
i  of  2006,  hybrid  sales  began  to  slow 
[this  year.  The  gasoline-electric  ve- 
>  now  make  up  1.8%  of  all  vehicle 
says  Edmunds.com,  down  from  a 
of  2.1%  in  October. 
e  major  reason  is  that  hybrids  typi- 
ost  $3,000-plus  more  than  conven- 
cars.  As  a  result,  automakers  in  re- 
reeks  have  been  slashing  prices.  Less 
a  year  ago,  Toyota  dealers  got  full 
for  the  Prius.  Now  you  can  imme- 
y  lease  one  for  a  slim  $219  a  month. 
Motor  Co.  is  also  cutting  the  price  of 
test  version  of  its  Escape  hybrid.  In 
In  February,  carmakers  spent  an  av- 
of  $1,500  on  incentives  per  hybrid, 
idmunds— triple  what  they  laid  out 
uary. 

p  discounting  helped  the  likes  of  Toy- 
otor  Corp.  and  Ford  post  decent  sales 
truary,  but,  as  the  Big  Three  know  all 


too  well,  ladling  out  incentives  is  no  way 
to  make  decent  profits.  Making  matters 
worse,  just  as  hybrid  sales  start  slowing, 
automakers  are  gearing  up  to  launch  a 
slew  of  new  models.  At  least  30  hybrids 
will  hit  the  market  in  the  next  20  months. 
That  will  bring  the  number  to  more  than 
40,  up  from  12  today,  says  Boston  research 
firm  Global  Insight.  "Now  that  the  auto- 
makers have  tapped  the  early  adopters, 
they're  going  after  the  mass  market,"  says 
Jesse  Toprak,  an  Edmunds  analyst.  "For 
consumers,  the  answer  is  often  no." 

TAILING  OFF 

A  FEW  YEARS  AGO,  automakers  decided 
to  put  hybrid  technology  in  regular  mod- 
els. The  hope  was  to  move  beyond  the 
geek  chic  of  the  Prius  and  win  over  ev- 
eryone else.  Hybrid  would  be  another  op- 
tion, like ,  say,  navigation.  If  enough  peo- 
ple bought  hybrids,  carmakers  figured, 
they  would  achieve  sufficient  economies 
of  scale  to  eliminate  the  big  premium 
over  conventional  models. 

That  hasn't  happened.  And  some  models 
have  suffered  badly.  Honda  Motor  Co.  sold 
70%  fewer  hybrid  Accords  in  2006;  Toyota 
has  sold  24%  fewer  Lexus  RX  400h  sport- 


utility  vehicles  so  far  this  year.  The  fuel 
savings  are  simply  too  puny  to  offset  the 
hybrid  premium.  With  gas  at  $2.50  a  gal- 
lon, it  would  take  10  years  to  recoup  the 
extra  $3,000  cost  of  the  Accord  hybrid. 

Honda  and  Toyota  are  trying  to  have 
it  both  ways:  putting  the  technology  in 
regular  models  while  coming  up  with  new 
hybrid-only  cars  that,  like  the  Prius,  confer 
instant  u&er-greenness.  Lexus  is  consider- 
ing one,  and  Honda  plans  a  subcompact. 

Getting  prices  down— and  not  by  dis- 
counting—is the  long-term  solution.  That 
means  finding  a  way  to  make  the  cars 
more  cheaply.  Batteries  account  for  about 
half  the  hybrid  premium.  But  cheaper 
lithium  ion  cells  won't  appear  for  sev- 
eral years.  Cutting  costs  further  requires 
achieving  those  elusive  economies  of 
scale,  which  means  building  and  selling 
more  hybrids.  That' s  Toyota's  strategy;  it 
hopes  to  sell  160,000  Priuses  this  year,  up 
from  107,000  in  2006. 

Pulling  that  off  will  require  deft  mar- 
keting, especially  since  the  government 
this  fall  will  start  requiring  a  more  ac- 
curate measure  of  fuel  economy.  The 
Prius'  claimed  55  mpg  will  likely  drop  to 
a  less  compelling  46  mpg.  Both  Toyota 
and  Ford  are  planning  major  advertising 
campaigns.  And  discounts  on  all  hybrids 
are  here  to  stay  for  a  while. 

Look  closely  and  you  can  see  the 
automakers  hedging  their  bets.  Toyota 
is  pushing  into  diesel.  Ditto  for  Honda, 
which  may  not  build  a  new  hybrid  Ac- 
cord. Nissan  is  waiting  to  see  how  its 
hybrid  Altima  does  before  putting  the 
technology  into  other  vehicles.  Honda's 
planning  chief  for  North  America,  Dan 
Bonawitz,  likely  speaks  for  most  of  his 
counterparts  when  he  says:  "There  won't 
be  a  giant  surge  in  hybrid  sales  unless 
there's  an  oil  crisis."  H 


A  Case  of  Sticker  Shock 

Hybrids  are  losing  traction  because  they  cost  more  than  their  conventional  siblings 


NISSAN 
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ALTIMA  HYBRID 

,000 


FORD  ESCAPE  HYBRID 

+$3,000 


HONDA  ACCORD  HYBRID 

+$3,300 


FROM  STARMAKER 
TO  SCAMMER? 

Boy  band  Svengali  Lou  Pearlman  is 
accused  of  running  a  Ponzi  scheme 


BY  CHRISTOPHER  PALMERI 

LOUIS  J.  PEARLMAN  SEEMED 
to  have  it  all.  He  lived  in 
a  $12  million,  Italian-style 
mansion  in  Orlando  and 
was  chauffeured  around  in 
a  powder-blue  Rolls-Royce. 
His  office,  part  of  a  sprawl- 
ing downtown  complex  he  owned,  was 
lined  with  the  gold  and  platinum  records 
he  earned  as  creator  of  pop  music  sensa- 
tions *NSYNC  and  the  Backstreet  Boys. 

Now,  all  that  could  go— in  the  words  of 
*NSYNC— bye,  bye,  bye.  The  Florida  Of- 
fice of  Financial  Regulation  has  charged 
Pearlman,  52,  with  orchestrating  a  Ponzi- 
like  scheme  that  may  have  bilked  some 
1,800  investors  out  of  $317  million.  The 
FBI  has  raided  his  house  and  office,  banks 
have  begun  seizing  assets,  and  dozens  of 
investors  have  launched  civil  suits.  Pearl- 
man,  who  said  in  a  Feb.  2  letter  to  the 
Orlando  Sentinel  that  he  was  in  Germany 
promoting  his  musical  ensemble  US5, 
couldn't  be  reached  for  comment. 

The  accusations  center  on  money- 
market-like  investments  sold  by 
Pearlman's  main  company,  Trans  Conti- 
nental Airlines  Inc.,  a  charter  carrier.  The 
accounts  offered  interest  rates  slightly 
higher  than  what  its  investors,  many  of 
them  Florida  retirees,  could  get  at  a  local 
bank.  According  to  the  Florida  complaint, 
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Pearlman  allegedly  distributed  brochures 
highlighting  coverage  by  the  Federal  De- 
posit Insurance  Corp.,  and  he  talked  up 
insurance  from  American  International 
Group  Inc.  and  Lloyd's  of  London.  Flor- 
ida regulators  say  none  of  that  was  true. 

Pearlman's  recent  legal  troubles  have 
also  hit  new  Florida  Governor  Charles 
J.  Crist  Jr.,  who  was  named  as  a  defen- 
dant in  a  Mar.  5  investor  suit.  The  suit 
claims  Crist,  a  Republican,  didn't  pursue 
complaints  about  Pearlman,  a  big  cam- 
paign contributor,  when  he  was 
Florida's  attorney  general.  A  Crist 
spokeswoman  says  the  governor 
hasn't  seen  a  copy  of  the  suit  and 
would  not  comment. 

Retirees  aren't  the  only  ones 
trying    to    get    money 
out    of    Pearlman. 
Bank    of    Amer-  I 
ica  Corp.  has  an  v 
outstanding     $25 
million     mortgage 
on    Church    Street 
Station,  his  down- 
town    entertainment 
complex  that  filed  for  bank- 
ruptcy protection  on  Feb.  20 

IMPRESARIO  Pearlman 

at  a  German  music 
awards  gala  in  2003 
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•MSYNCIN2001  This  year,  Wash) 

Band  members  ton  Mutual  Inc.  \ 

sued  Pearlman  a  $97  j^^  ■ 

oyer  his  handling  ment       ^  J, 

of  their  money  r?    u  ,, 

^^^^  '  over  a  defaulted  1< 

The  son  ol 
Flushing  (N.Y.)  dry  cleaner,  Pearlman 
raised  red  flags  with  his  business  ac 
ties  before.  Both  the  Backstreet  Boys 
*NSYNC  sued  him  in  the  late  1990s,  ck 
ing  he  misappropriated  money.  Those  s 
were  settled.  Last  year  pop  star  Justin  1 
berlake,  the  former  lead  singer  of  *NSY 
told  Rolling  Stone  that  he  had  "been  n 
etarily  raped  by  a  Svengali,"  referrin 
Pearlman.  Timberlake's  publicist  did 
respond  to  a  request  for  comment 

'EVERYTHING'S  FINE' 

FOR  DON  SELIGMAN,  the  leasing  aj 
for  Church  Street  Station,  the  first  w 
ing  came  last  November,  when  Fi 
Vasquez,  a  vice-president  for  operat 
at  Pearlman's  company,  asphyxiated  1 
self  in  his  garage:  "I  think  that  was 
precursor.  He  knew  what  was  coming 
Manhattan  dentist  Steven  S 
was  simply  blindsided.  Sarin's  pai 
first  invested  with  Pearlman  in  ! 
after  hearing  about  the  good  refr 
from  another  resident  of  their  Flc1 
retirement  community.  Sarin's  fat 
handed  over  much  of  their  life  saw 
to  Pearlman.  Sarin  says  Pearlman  i 
frequently  with  the  family,  even  i 
ing  his  parents  on  their  birthdays 
inviting  everyone  backstage  at  con* 
featuring  his  acts.  In  December, 
corned  beef  sandwiches  at  a  del 
Queens,  Sarin  and  his  brother  a 
Pearlman  about  their  investments.  • 
said:  'Everything's  fine,'"  Sarin  rer 
"The  business  is  doing  phenomena 
Now,  Sarin  says,  his  mother  can't 
crying,  and  Sarin  himself  had  1 
rushed  to  the  hospital  on  Feb.  2 
complications  from  stress.  "F 
blinded  by  the  ente: 
field,"  says  Sarin,  who  w 
Pearlman  would  r 
his  family's  mom 
For  now,  tl 
little  hope  of 
Gerard  A.  McHs 
who  was  appo' 
by  a  Florida  juc 
oversee  Pearli 
businesses  in 
February,  say-! 
has  recovered  £; 
$50,000  so  fa 
adds," I  don't 
how  I'm  goi 
get  paid."  II » 
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lets  you  talk  and 
work  simultaneously. 


Take  multitasking  to  the  next  level.  Introducing  the  Palm®  Treo™  750 
smart  device.  Only  Cingular's  broadband  technology  lets  you  talk  and 
download  data  at  the  same  time.  Plus,  send  and  receive  data  at 
broadband  speeds  with  the  familiar  functionality  of  Windows  Mobile.® 
Do  business  faster  with  now. 


>  Talk,  browse  the  Web,  and  download  data  simultaneously  on 
Cingular's  3G  wireless  network. 

>  Easy-to-use  Palm  innovations  integrated  with  Windows 
Mobile®  5.0,  such  as  picture  dialing  directly  from  the 
Today  screen. 

>  Supports  a  suite  of  email  applications  including  Microsoft 
Direct  Push,  Xpress  Mail,  and  Good"  Mobile  Messaging. 

>  Broadest  global  connectivity  of  any  U.S.  wireless  provider 
with  data  access  in  more  than  115  countries  and  voice  roaming 
in  more  than  185. 


Treo  750 
Exclusively  from  Cingular 

SAVE  $100 

after  $100  in  mail-in  rebate  debit 

cards  with  2-year  service  agreement 

on  unlimited  data  plan  of  $39.99/month 

or  higher  and  eligible  voice  plan. 


Visit  your  nearest  Cingular  store 

ie  is  not  available  in  all  areas.  Limited-time  offer.  Other  conditions  and  restrictions  apply.  See  contrad  and  rate  plan  brochure  for  details.  Subscriber  must  live  and  have  a  mailing  address 
ftgular's  owned  network  coverage  area.  Up  to  $36  activation  fee  applies.  Offer  available  at  participating  locations  Early  Termination  Fee:  None  if  cancelled  in  the  first  30  days;  thereafter  $175. 
■pts  impose  additional  fees.  Unlimited  voice  services:  Unlimited  voice  services  are  provided  solely  for  live  dialog  between  two  individuals.  Off  net  Usage:  If  your  minutes  of  use  (including 
mil  services)  on  other  carriers'  networks  ("offnet  usage']  during  any  two  consecutive  months  exceed  your  offnet  usage  allowance,  Cingular  may  at  its  option  terminate  your  service,  deny  your 
tinil  use  of  other  carriers'  coverage,  or  change  your  plan  to  one  imposing  usage  charges  for  offnet  usage.  Your  offnet  usage  allowance  is  egual  to  the  lesser  of  750  minutes  or  40%  of  the  Anytime 
utf  icluded  with  your  plan.  Rebate  Debit  Card:  Price  before  mail-in  rebate  debit  cards  is  $499.99.  Allow  10-12  weeks  for  rebate  debit  card.  Rebate  debit  card  not  available  at  all  locations.  Must 
:us.ner  for  30  consecutive  days.  Must  be  postmarked  by  4/30/07.  Sales  tax  calculated  based  on  price  of  unadivated  equipment  Certain  email  systems  may  require  additional  hardware  and/or 
wato  access.  The  Windows  logo  and  Windows  Mobile  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  ©2007  Palm,  Inc.  All 
its ;  erved.  Palm  and  Treo  are  among  the  trademarks  or  registered  trademarks  owned  by  or  licensed  to  Palm,  Inc.  All  other  brand  and  product  names  are  or  may  be  trademarks  of,  and 
usj  to  identify  products  or  services  of,  their  respedive  owners.  ©2007  AT&T  Knowledge  Ventures.  All  rights  reserved.  AT&T,  AT&T  logo,  Cingular,  and  Cingular  logos  are  trademarks  of  AT&T 
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PURECHAOS 

India's  crowded,  unruly 
roads  make  jfrtiard  to 
get  anyplace  * 
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When  foreigners  say  Bangalore  is 
India's  version  of  Silicon  Valley, 
the  high-tech  office  park  called 
Electronics  City  is  what  they're 
often  thinking  of.  But  however 
much  Californians  might  hate  traffic-clogged 
Route  101,  the  main  drag  though  the  Valley, 
it  has  nothing  on  Hosur  Road.  This  potholed, 
four-lane  stretch  of  gritty  pavement— the  primary 
access  to  Electronics  City— is  pure  chaos.  Cars, 
trucks,  buses,  motorcycles,  taxis,  rickshaws,  cows, 
donkeys,  and  dogs  jostle  for  every  inch  of  the 
roadway  as  horns  blare  and  brakes  squeal.  Drivers 
run  red  lights  and  jam  their  vehicles  into  any 
available  space,  paying  no  mind  to  pedestrians 
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clustered  desperately  on  median  strips  like  shipwrecked  sailors. 
Pass  through  the  six-foot-high  concrete  walls  into  Electron- 
ics City,  though,  and  the  loudest  sounds  you  hear  are  the  chirp- 
ing of  birds  and  the  whirr  of  electric  carts  that  whisk  visitors 
from  one  steel-and-glass  building  to  the  next.  Young  men  and 
women  stroll  the  manicured  pathways  that  wend  their  way 
through  the  leafy  80-acre  spread  or  coast  quiedy  on  bicycles 
along  the  smooth  asphalt  roads. 

With  virtually  no  mass  transit  in  Bangalore,  Indian  technol- 
ogy firm  Infosys  Technologies  Ltd.  spends  $5  million  a  year  on 
buses,  minivans,  and  taxis  to  transport  its  18,000  employees  to 
and  from  Electronics  City.  And  traffic  jams  mean  workers  can 
spend  upwards  of  four  hours  commuting  each  day.  "India  has 
underinvested  in  infrastructure  for  60  years,  and  we're  behind 
what  we  need  by  10  to  12  years,"  says  T.V.  Mohandas  Pai,  direc- 
tor of  human  resources  for  Infosys. 

India's  high-tech  services  industry  has  set  the  country's 
economic  flywheel  spinning.  Growth  is  running  at  9%-plus 
this  year.  The  likes  of  Wal-Mart,  Vodafone,  and  Citigroup  are 
placing  multibillion-dollar  bets  on  the  country,  lured  by  its 
300  million-strong  middle  class.  In  spite  of  a  recent  drop,  the 
^^^^^^^^^^  Bombay  stock  exchange's  benchmark 
Sensex  index  is  still  up  more  than  40% 
since  June.  Real  estate  has  shot  through 
the  roof,  with  some  prices  doubling  in 
the  past  year. 

But  this  economic  boom  is  being  built 
on  the  shakiest  of  foundations.  High- 
ways, modern  bridges,  world-class  air- 
ports, reliable  power,  and  clean  water  are  in  desperately  short 
supply.  And  what's  already  there  is  literally  crumbling  under 
the  weight  of  progress.  In  December,  a  bridge  in  eastern  India 
collapsed,  killing  34  passengers  in  a  train  rumbling  under- 
neath. Economic  losses  from  congestion  and  poor  roads  alone 
are  as  high  as  $6  billion  a  year,  says  Gajendra  Haldea,  ah  ad- 
viser to  the  federal  Planning  Commission. 

For  all  its  importance,  the  tech  services  sector  employs 
just  1.6  million  people,  and  it  doesn't  rely  on  good  roads  and 
bridges  to  get  its  work  done.  India  needs  manufacturing  to 
boom  if  it  is  to  boost  exports  and  create  jobs  for  the  10  million 
young  people  who  enter  the  workforce  each  year.  Suddenly, 
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NEW  VS.  OLD 

Infosys'  ultramodern 
Bangalore  campus; 
a  poor  neighborhood 
stands  in  the  shadow  of 
its  pyramid 


good  infrastructure  matters 
a  lot  more.  Yet  industry  is 
hobbled  by  overcrowded 
highways  where  speeds  av- 
erage just  20  miles  per  hour. 
Some  ports  rely  on  armies 
of  laborers  to  unload  cargo 
from  trucks  and  lug  it  onto 

ships.  Across  the  state  of  Maharashtra,  major  cities  lose  p 
one  day  a  week  to  relieve  pressure  on  the  grid.  In  Pune,  a  ci 
4.5  million,  if  s  lights  out  every  Thursday— forcing  factori<- 
maintain  expensive  backup  generators.  Government  offi! 
were  shocked  last  year  when  Intel  Corp.  chose  Vietnam 
India  as  the  site  for  a  new  chip  assembly  plant.  Although 
declined  to  comment,  industry  insiders  say  the  reason 
largely  the  lack  of  reliable  power  and  water  in  India. 

Add  up  this  litany  of  woes  and  you  understand  why  In 
exports  total  less  than  1%  of  global  trade,  compared  wid 
for  China.  Says  Infosys  Chairman  N.R.  Narayana  Murthji 
our  infrastructure  gets  delayed,  our  economic  developr 
job  creation,  and  foreign  investment  get  delayed.  Our  i 
nomic  agenda  gets  delayed— if  not  derailed." 

The  infrastructure  deficit  is  so  critical  that  it  could  pnrttel 

India  from  achieving  the  prosperity  that  finally  seems  t  i 

within  its  grasp.  Without  reliable  power  and  water  a 

modern  transportation  network,  the  chasm  between  In  .$ 

moneyed  elite  and  its  800  mTi  jy 

poor  will  continue  to  widen 

tentially  destabilizing  the  cot 

Jagdish  N.  Bhagwati,  a  prof 

at  Columbia  University,  fi|r,  fa 

gross  domestic  product  gr 

would  run  two  percentage  p  Le. 

higher  if  the  country  had  d    ■ 

roads,  railways,  and  power. 

bursting  at  the  seams,"  say  |-is, 


Building 
The  Future 

The  upgrading  of  India's 
infrastructure  is  moving  ahead 
in  fits  and  starts.  Here  are 
some  key  projects: 
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1  Delhi 
Metro 

Phase  I  of  the  system  was 
completed  on  budget  and 
ahead  of  schedule.  Foreign 
players:  South  Korea's 
Rotem,  subway  cars;  the 
U.S.'s  Parsons  Brinckerhoff, 
management. 


2  Golden 
Quadrilateral 

This  $12  billion  project 
connecting  India's  major 
cities  is  nearly  finished. 
Foreign  contractors:  the 
U.S.'s  Louis  Berger  Group, 
the  Netherlands'  DHV 
International. 


3Dabhol 
Power  Pl?i 

The  plant  was 
for  Enron,  whit 
forced  to  bow 
coming  on  slo 
Indian  managi 
Foreign  partici 
U.S.'s  GE  and  I 


50  I  BusinessWeek  I  March  19,  2007 


m  a 


'&.  - 1 


SgR 


;i  J 


Nath,  India's  Commerce  &  Industry  Minister.  Without 
r  infrastructure,  "we  can't  continue  with  the  growth  rates 
kve  had." 

e  problems  are  even  contributing  to  overheating  in  the 
)my.  Inflation  spiked  in  the  first  week  of  February  to  a 
Irear  high  of  6.7%,  due  in  part  to  bottlenecks  caused  by  the 
try's  lousy  transport  network.  Up  to  40%  of  farm  produce 
t  because  it  rots  in  the  fields  or  spoils  en  route  to  consum- 
fhich  contributes  to  rising  prices  for  staples  such  as  lentils 
mions. 

ilia  today  is  about  where  China  was  a  decade  ago.  Back 
China's  economy  was  shifting  into  overdrive,  but  its  roads 
bower  grid  weren't  up  to  the  task.  So  Beijing  launched  a 
tve  upgrade  initiative,  building  more  than  25,000  miles  of 
•ssways  that  now  crisscross  the  country  and  are  as  good 
t  best  roads  in  the  U.S.  or  Europe.  India,  by  contrast,  has 


just  3,700  miles  of  such  highways.  It's  no  wonder  that  when 
foreign  companies  weigh  putting  new  plants  in  China  vs.  India 
to  produce  global  exports,  China  more  often  wins  out. 
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j?  Bangalore 
3  Intl.  Airport 

£*  Vallapardam 

w  container  terminal 

2ch  office 

The  $430  million  airport 

Work  on  the  $555  million 

'outskirts  of 

is  due  to  be  completed  in 

container  transhipment 

is  home  to 

April,  2008.  Foreign  Players: 

facility,  which  will  serve 

ifestern  and 

Germany's  Siemens, 

the  southern  port  of  Kochi, 

companies.  Key 

engineering;  Switzerland's 

began  in  2005.  Foreign 

crosoft,  IBM, 

Unique,  operations. 

player:  Dubai's  DP  World. 

hina's  lead  in  infrastructure  is  likely  to  grow, 
too.  Beijing  plows  about  9%  of  its  GDP  into 
public  works,  compared  with  New  Delhi's  4%.  And 
because  of  its  authoritarian  government,  China 
gets  faster  results.  "If  you  have  to  build  a  road 
in  China,  just  a  handful  of  people  need  to  make  a  decision," 
says  Daniel  Vasella,  chief  executive  of  pharmaceutical 
giant  Novartis.  "If  you  want  to  build  a  road  in  India,  it'll 
take  10  years  of  discussion  before  you  get  a  decision." 
Blame  it  partly  on  India's  revolving-door  democracy.  Politi- 
cal parties  typically  hold  power  for  just  one  five-year  term  be- 
fore disgruntled  voters,  swayed  by  populist  promises  from  the 
opposition,  kick  them  out  of  office.  In  elec- 
tions last  year  in  the  state  of  Tamil  Nadu, 
for  instance,  a  new  government  was  voted 
in  after  it  pledged  to  give  free  color  TVs  to 
poor  families.  "In  a  sanely  organized  soci- 
ety you  can  get  a  lot  done.  Not  here,"  says 
Jayaprakash  Narayan,  head  of  Lok  Satta,  or 
People  Power,  a  national  reform  party. 

Then  there's  "leakage"— India's  euphe- 
mism for  rampant  corruption.  Nearly  all 
sectors  of  officialdom  are  riddled  with  graft, 
from  neighborhood  cops  to  district  bureau- 
crats to  state  ministers.  Indian  truckers  pay 
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SLOW  AND  FAST 

India's  rail  system  is  an 
anachronism.  But  New  Delhi's 
subway  system  finished  its  first 
phase  in  2005  on  budget  and 
ahead  of  schedule 


about  $5  billion  a  year  in  bribes, 
according  to  the  watchdog  group 
Transparency  International. 
Corruption  delays  infrastruc- 
ture projects  and  raises  costs  for 
those  that  move  ahead. 

Fortunately,  after  decades  of 
underinvestment  and  political 

inertia,  India's  political  leadership  has  awakened  to  the  mag- 
nitude of  the  infrastructure  crisis.  A  handful  of  major  projects 
have  been  completed;  others  are  moving  forward.  Work  on  the 
Golden  Quadrilateral— a  $12  billion  initiative  spanning  more 
than  3,000  miles  of  four-  and  six-lane  expressways  connecting 
Mumbai,  Delhi,  Kolkata,  and  Chennai— is  due  to  be  completed 
this  year.  The  first  phase  of  a  new  subway  in  New  Delhi  fin- 
ished in  late  2005  on  budget  and  ahead  of  schedule.  And  new 
airports  are  under  construction  in  Bangalore  and  Hyderabad, 
with  more  planned  elsewhere.  "We  have  to  improve  the  quality 
of  our  infrastructure,"  Prime  Minister  Manmohan  Singh  told 
a  gathering  of  tech  industry  leaders  in  Mumbai  on  Feb.  9.  "It's 
a  priority  of  our  government." 

Singh,  in  fact,  is  promising  a  Marshall  Plan-scale  effort.  The 
government  estimates  public  and  private  organizations  will 
chip  in  $330  billion  to  $500  billion  over  the  next  five  years  for 
highways,  power  generation,  ports,  and  airports.  In  addition, 
leading  conglomerates  have  pledged  to  overhaul  the  retailing 
sector.  That  will  require  infrastructure  upgrades  along  the  en- 
tire food  distribution  chain,  from  farm  fields  to  store  shelves. 

Envisioning  a  brand-new  India  is  the  easy  part;  paying  for 
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it  is  another  matter.  By  necessi 
since  the  country's  public  de 
stands  at  82%  of  GDP,  the  Hi 
worst  ranking  in  the  world,  mu 
of  the  money  for  these  new  pr 
ects  will  have  to  come  from  p 
vate  sources.  Yet  India  captui 
only  $8  billion  in  foreign  dip 
investment  last  year,  compai 
with  China's  $63  billion.  "Havi 
grandiose  plans  isn't  enougl 
says  Yale  University  econom 
professor  T.N.  Srinivasan. 

Just  about  every  foreign  co 
parry  operating  in  India  hai 
horror  story  of  the  hardsh 
of  doing  business  there.  No 
Corp.  saw  thousands  of  its  ( 
lular  phones  ruined  last  Oc 
ber  when  a  shipment  from  i 
factory  in  Chennai  was  soal 
by  rain  because  there  was 
room  to  warehouse  the  era 
of  handsets  at  the  local  airpr 
Japan's  Maruti  Suzuki  says  trui 
ing  its  cars  900  miles  fronv- 
factory  in  Gurgaon  to  the  r 
in  Mumbai  can  take  up  tot 
days.  That's  partly  due  to  deli 
at  the  three  state  borders  al< 
the  way,  where  drivers  are  stai 
as  officials  check  their  papi 
But  if  s  also  because  big  rigs; 
barred  from  India's  conges,!, 
cities  during  the  day,  when  t  ■, 
might  bring  dense  traffic  t| 
standstill.  Once  at  the  port,1 
Japanese  company's  autos 
wait  weeks  for  the  next  outboii) 
ship  because  there's  not  enoi 
dock  space  for  cargo  carrier<| 
load  and  unload. 

India's  summer  monscj 
wreak  havoc,  too.  Even  relatively  light  rains  can  choke  sera 
flood  streets,  and  paralyze  a  city,  while  downpours  are  devajj 
ing.  Two  years  ago,  Florida-based  contract  manufacturer  Jij 
Circuit  Inc.  saw  shipments  of  computers  and  networking] 
from  its  plant  near  Mumbai  delayed  for  five  days  after  an 
storm.  "In  our  business,  five  days  is  a  really  long  time," 
William  D.  Muir  Jr.,  who  oversees  Jabil's  Asian  operations^ 
Companies  often  have  no.  choice  but  to  make  the  best  I 
bad  situation.  Cisco  Systems  Inc.,  the  American  networl| 
equipment  giant,  has  had  a  research  and  development  of 
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India  since  1999  and  already  has  2,000  engineers 
in  the  country.  To  supply  the  country's  fast-grow- 
ing telecommunications  industry,  Cisco  decided 
last  year  to  try  its  hand  at  making  some  parts  lo- 
cally. In  December  it  contracted  with  another  com- 
pany to  build  Internet  phones  in  the  southeastern 
city  of  Chennai.  Although  Cisco  says  the  quality  of 
the  workmanship  is  up  to  snuff,  it  has  to  fly  parts 
in  because  the  ports  are  so  slow— and  getting  them 
to  the  factory  right  when  they're  needed  is  proving 
nettlesome.  "We  believe  in  manufacturing  in  In- 
dia, but  we  don't  believe  in  logistics  in  India— yet," 
says  Wim  Elfrink,  Cisco's  chief  globalization  of- 
ficer. Elfrink  adds  that  unless  the  Chennai  opera- 
tion demonstrates  it  can  run  as  efficiently  as  Cisco 
setups  elsewhere,  it  won't  go  into  full  production 
as  planned  this  summer. 

Even  the  world's  largest  maker  of 
infrastructure  equipment  is  constrained 
by  India's  feeble  underpinnings. 
General  Electric  Co.  last  year  sold 
$1.2  billion  worth  of  gear  such  as 
power  generators  and  locomotives  in  India,  more 
than  double  what  it  billed  in  2005.  To  meet 
that  surging  demand,  it  is  scrambling  to  find  a 
location  where  it  can  manufacture  locomotives 
in  partnership  with  India  Railways.  But  when 
GE  dispatched  three  employees  to  survey  a 
potential  site  the  railway  favored  in  the  northern 
state  of  Bihar,  the  trio  returned  discouraged. 
It  took  five  hours  to  drive  the  50  miles  from 
the  airport  to  the  site,  and  when  they  got  there 
they  found. ..nothing.  "No  roads,  no  power,  no 
schools,  no  water,  no  hospitals,  no  housing,"  says 
Pratyush  Kumar,  president  of  GE  Infrastructure 
in  India.  "We'd  have  to  create  everything  from 
scratch,"  including  many  miles  of  railroad  tracks 
to  get  the  locomotives  out  to  the  main  lines. 
But  there  is  a  silver  lining  for  GE  and  other 
international  giants:  India's  infrastructure  deficit 
could  yield  huge  opportunities.  American  executives  who  trav- 
eled to  India  last  November  on  the  largest  U.S.  trade  mission 
ever  were  tantalized  by  the  possibilities.  Jennifer  Thompson, 
director  of  international  planning  at  Oshkosh  Truck  Corp., 
viewed  construction  projects  where  swarms  of  workers  car- 
ried wet  concrete  in  buckets  to  be  poured.  That  told  her  there's 
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Bangalore's  new  airport 
takes  advantage  of  a 
law  permitting  public- 
private  partnerships 


great  potential  in  India  for  selling  Oshko 
mixer  trucks.  "There  are  infrastructure  c 
lenges,  but  we  see  a  lot  of  opportunitie 
help  them  meet  those  challenges,"  she  saslia 
That  explains  why  so  many  multinatioii|(tn( 
are  flocking  to  India.  Take  hotel  construct*  iti 
In  a  country  with  only  25,000  tourist-c 
hotel  rooms  (compared  with  more  than  140,000  in  Las  V(\  mw 
alone),  companies  including  Hilton,  Wyndham,  and  Rami  ated 
have  plans  for  75,000  rooms  on  their  drawing  boards.  Or  n  ratiw 
sider  telecom.  Because  of  deregulation  and  ferocious  demit  ^ 
India  boasts  the  fastest  growth  in  cell-phone  service  anywh  >u 
with  companies  adding  some  6  million  new  custome 
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th.  No  wonder  Britain's  Vodafone  Group  PLC  just  ponied 
11  billion  for  a  controlling  interest  in  Hutchison  Essar,  In- 
No.4  mobile  carrier.  U.S.  private  equity  outfits  also  want 
the  action.  On  Feb.  15,  Blackstone  Group  and  Citigroup 
unced  they  are  teaming  up  with  the  Indian  government 
iie  Infrastructure  Development  Finance  Corp.  to  set  up  a 
illion  fund  for  infrastructure  investments  in  India. 
it  while  the  laws  of  supply  and  demand  would  argue  that 
i's  infrastructure  gap  can  be  filled,  that  logic  ignores  the 
•sive  effect  of  the  country's  politics.  To  gain  the  favor  of 
s,  Indian  politicians  have  long  subsidized  electricity  and 
r  for  farmers,  a  policy  that  has  discouraged  private  invest- 
:  in  those  areas.  That's  what  wrecked  the  now-infamous 
10I  Power  plant.  In  the  late  1990s,  Enron,  GE,  and  Bechtel 
:  a  total  of  $2.8  billion  building  a  huge  complex  near 
bai  capable  of  producing  more  than  2,000  megawatts 
jctricity.  But  a  government  power  authority  set  prices 
w  that  it  was  uneconomical  for  Dabhol  to  operate,  and 
^hole  deal  fell  apart.  (The  plant,  taken  over  by  an  Indian 
lization,  now  runs  only  fitfully.)  A  2001  law  was  supposed 
ate  a  framework  to  support  private  investment  in  power 
ration.  But  according  to  American  construction  company 
itives,  it's  not  working  well.  "Everybody  knows  what 
3  to  be  done,  but  they  have  great  difficulty  doing  it,"  says 
►f  the  Americans.  "If  the  party  in  opposition  offers  subsi- 


dized power,  the  party  in  power  has  to  give  subsidized  power 
to  get  reelected." 

Politicians  who  refuse  to  play  the  game  pay  a  steep  price.  N. 
Chandrababu  Naidu,  the  former  chief  minister  of  the  state  of 
Andhra  Pradesh,  transformed  the  state  capital  of  Hyderabad 
from  a  backwater  into  a  high-tech  destination  by  building  new 
roads,  widening  others,  and  aggressively  carving  out  land  for 
factories  and  office  parks.  Google,  IBM,  Microsoft,  and  Mo- 
torola have  all  built  R&D  facilities  there. 

His  reward?  Voters  tossed  him  out  of  office  two  years  ago. 
During  his  decade  in  power,  Naidu  didn't  do  enough  for  rural 
areas,  and  his  challenger  promised  to  channel  state  funds 

into  irrigation  projects  and 
electricity  subsidies.  "Naidu 
thought  economics  were  more 
important  than  politics.  He 
was  wrong,"  says  V.S.  Rao, 
director  of  the  Birla  Institute 
of  Technology  &  Science  in 
Hyderabad.  Naidu,  56,  is  plot- 
ting a  comeback  in  elections 
two  years  hence.  This  time, 
he's  preaching  a  new  gospel. 
"You  can't  just  target  growth," 
says  a  chastened  Naidu.  "You 
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government 
has  a  history  of 
subsidization, 
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investment 
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have  to  create  policies  that  make  the  wealth  trickle  down  to 
the  common  man." 

But  even  when  politicians  say  they're  beefing  up  infra- 
structure, it  rarely  helps  the  poorest  Indians.  Agriculture  is 
stagnant  in  part  because  of  a  lack  of  the  most  rudimentary  of 
roads  to  get  to  and  from  fields.  N.  Tarupthurai,  for  instance, 
scratches  out  a  living  from  a  five-acre  plot  in  Jinnuru,  a  village 
in  northeastern  Andhra  Pradesh.  But  his  fields  are  more  than  a 


mile  from  the  nearest  paved  road,  so  each  day  the  40-year- 
Tarupthurai  must  carry  his  tools,  seeds,  fertilizer,  and  en 
down  a  dirt  path  on  his  back  or  on  his  bicycle.  "I  have  asl 
for  a  road,  and  the  government  says  if  s  under  consideratio 
says  the  mustachioed,  curly-haired  farmer.  Then  he  shrugs 
One  reason  little  practical  help  makes  it  from  the  seats 
power  to  India's  impoverished  villages  is  that  so  much  moi 
gets  siphoned  off  along  the  way.  With  corrupt  officials  sk 
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A  Long  and  Winding  Road 


To  understand  why  it's  so  hard  to  get  things  built  in 
India,  consider  Ashok  Kheny's  quixotic  quest.  For 
12  years  he  has  sought  to  create  a  vision  of  modern 
India  on  the  rolling,  palm-dotted  plains  south  of 
Bangalore.  Along  the  way  he  has  become  entangled 
in  India's  unique  blend  of  politics,  bureaucracy,  and  corruption. 
Kheny  started  off  with  high  hopes.  A  native  of  Bangalore,  he 
left  home  after  college  to  get  his  master's  degree  in  engineering 
at  Worcester  Polytechnic  Institute  in  Massachusetts,  then  stayed 
on  in  America  to  work  as  a  transportation  contractor.  In  1995  he 
returned  to  Bangalore  with  a  bold  proposal:  to  build  a  limited- 
access  toll  highway  between  Bangalore  and  neighboring  Mysore, 
a  ring  road  around  half  of  Bangalore,  and  a  handful  of  new 
townships  nearby.  The  Karnataka  state  government  approved  the 
plan,  so  Kheny  moved  back— never  suspecting  that  dynamiting 
the  rocky  terrain  would  turn  out  to  be  a  snap  compared  with 
breaking  through  India's  intransigent  bureaucracy. 

Officially,  Kheny  and  his  Nandi  Infrastructure  Corridor 
Enterprise  Ltd.  have  been  held  up  by  land  disputes  and 
government  reviews  and  approvals.  But  he  claims  the  real 
problem  is  that  he  refuses  to  go  along  with  the  traditional  way 
of  getting  things  done  in  Karnataka.  He  won't  pay  bribes,  and  he 
won't  buy  off  landowners  or  redraw  his  maps  to  accommodate 
them.  Landowners  and  state  agencies  have  filed  more  than  300 
lawsuits  against  the  project,  and  so  far  all  have  gone  in  Kheny's 


favor,  including  an  appeal  to  the  country's 
Supreme  Court.  But  the  battle  isn't  over. 
"I  get  letters  and  phone  calls  threatening 
to  kill  me  and  my  family,"  he  says— one 
reason  his  wife  and  children  have 
remained  behind  in  the  U.S. 

Still,  he  loves  nothing  better  than 
touring  his  construction  sites  in  his  silver 
Toyota  Camry.  In  his  dark  blue  pinstripe 
suit,  the  56-year-old  Kheny  looks  out  of 
place  among  the  huge  yellow  bulldozers 
and  battalions  of  sweaty  laborers.  A  drive 
on  the  25-mile  ring  road  is  an  arduous 
journey.  Every  few  miles  the  pavement 
comes  to  an  abrupt  end,  and  the  car  must 
veer  off  onto  rutted  dirt  tracks  for  several 
hundred  yards  until  the  highway  picks  up 
again.  Kheny  says  he  simply  stops  building 
when  he  gets  to  a  spot  where  bureaucratic 
hassles  have  delayed  the  project.  His 
approach  is  to  let  motorists  use  the  paved 
sections  as  they  are  completed.  "I  tell 
people  what's  holding  it  up  and  they  put 
pressure  on  the  government,"  he  says. 
The  strategy  is  working:  In  the  past  three 
months,  7  of  10  bottlenecks  have  been 
eliminated.  "Once  this  project  succeeds, 
it  will  open  up  the  whole  country,"  he 
predicts.  "It  shows  that  if  you  follow  the 
rules,  you  may  be  delayed,  but  you  can't  be  stopped." 

At  last,  the  political  winds  in  Karnataka  seem  to  be  blowing  in 
Kheny's  direction.  Some  ministers  in  a  new  coalition  government 
that  took  office  last  year  have  lined  up  behind  him.  "We  want 
to  encourage  him,"  says  Katta  Subramanya  Naidu,  minister  for 
major  and  medium  industries  in  Karnataka.  The  state's  chief 
minister  didn't  respond  to  repeated  requests  for  comment  on 
Kheny's  allegations  of  corruption.  Naidu,  too,  declined  to  address 
them,  but  he  acknowledged  that  the  problem  is  widespread  in 
India.  "Corruption  should  be  eradicated,"  he  says. 

The  area's  poor  villagers  once  regarded  Kheny  as  a  fast-talking 
schemer,  but  they  have  cast  aside  those  suspicions.  Along  the 
highway,  farmers  in  tattered  shirts  and  loincloths  invite  him  to  a 
temple  they're  building  to  Nandi,  the  Hindu  god  of  transportation 
and  the  namesake  of  Kheny's  company.  The  new  road  "is  beautiful," 
a  villager  named  Govind  says  in  halting  English.  "When  we  look  at  it 
we  feel  like  we  live  in  a  foreign  country."  -By  Steve  Hamm 
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PRECIOUS  DROPS 

Catching  leaking  water  from 
the  hose  of  a  government 
truck  in  a  New  Delhi  slum 


ming  at  every  step,  many 
public  works  projects  ei- 
ther go  over  budget  or  are 
never  completed.  "You  fig- 
ure that  25%  of  the  cost 
goes  to  corruption,"  says 
Verghese  Jacob,  head  of 
the  Byrraju  Foundation, 
which  promotes  rural 
development.  "And  then 
they  do  such  a  bad  job  that 
the  road  falls  apart  in  one 
year  and  has  to  be  patched 
over  again,"  Jacob  says  as 
he  josdes  along  in  a  car  on 
a  potholed  byway  outside 
Hyderabad. 

None  of  the  solutions 
to  India's  infrastructure 
challenges  are  simple,  but 
business  leaders,  some 
enlightened  government 
officials,  and  even  ordi- 
nary citizens  are  chipping 
in  to  make  things  better. 
The  most  potent  weapon 
India's  reformers  have 
against  corruption  is 
transparency.  Last  Octo- 
ber a  new  right-to-infor- 
mation law  went  into  effect  requiring  both  central  and  state 
governments  to  divulge  information  about  contracts,  hiring, 
and  expenditures  to  any  citizen  who  requests  it.  The  country  is 
also  putting  to  work  its  vaunted  technology  prowess  to  police 
the  government.  Officials  in  200  districts  are  using  software 
from  Tata  Consultancy  Services  Ltd.  to  help  monitor  a  govern- 
ment program  that  offers  every  rural  household  a  guarantee  of 
100  days  of  work  per  year.  Most  of  this  labor  goes  into  public 
works.  To  minimize  "leakage,"  the  TCS  software  tracks  every 
expenditure— and  makes  all  of  the  information  available  real- 
time on  a  Web  site  accessible  to  anyone. 

Sometimes  frustrated  Indians  take  matters  into 
their  own  hands.  Tired  of  spending  four-plus  hours 
a  day  in  traffic,  Aruna  Newton  last  fall  helped 
organize  something  of  a  women's  crusade  to  speed 
up  infrastructure  improvements.  Nearly  15,000 
volunteers  now  monitor  key  road  projects  and  meet  with 
state  officials  to  press  for  action.  They  even  enlisted  the  state 
chief  minister's  mother,  who  helped  get  his  attention.  "It's 
about  the  collective  power  of  the  people,"  says  Newton, 
a  40-year-old  vice-president  for  Infosys.  "I  just  wish 
building  a  road  was  as  easy  as  writing  a  software  program." 
Increasingly,  companies  trying  to  expand  in  India  have  the 
government  as  a  willing  partner  rather  than  a  roadblock.  The 
state  of  Andhra  Pradesh  rolled  out  the  red  carpet  last  year  for 
MAS  Holdings  Ltd.  of  Sri  Lanka,  South  Asia's  largest  garment 
manufacturer.  It  promised  subsidized  electricity,  new  access 
roads,  and  even  a  deepwater  port  if  the  company  would  place 
a  huge  industrial  park  on  the  southern  coast.  Now  MAS  Hold- 
ings plans  to  build  a  cluster  of  factories  that  will  eventually 
employ  30,000  production  workers.  And  it  chose  India  over 
China.  "The  government  support  was  absolutely  vital,"  says 
John  Chiramel,  India  director  for  MAS  Holdings.  "If  we  can 
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work  together,  there's 
stopping  growth  in  t 
country." 

A  key  to  getting  m 
sive  projects  off  the  drei 
ing    boards    is    formij 
public-private    partn  I 
ships  where  the  gove  I 
ment    and    compan  | 
share    costs,    risks,   s  | 
rewards.  In  2005,  In 
passed  a  groundbreak 
law  permitting  offici 
to  tap  such  partners!)  I 
for  infrastructure  ini 
tives.  Developers  ante 
most  of  the  money,  ( 
lect  tolls  or  other  us. 
fees,  and  eventually  hi 
the  facilities  back  to 
government. 

The  first  project  to  t< 
advantage  of  the  new  i 
is  the  $430  million  in 
national  airport  scheduled  to  open  next  year  in  Bangal 
The  facility  is  designed  to  handle  11.5  million  passengers 
year— nearly  double  the  capacity  of  the  overburdened  ej 
ing  airport.  It  will  be  owned  by  a  private  company,  which 
turn  it  over  to  the  Karnataka  state  government  after  60  ye 
Global  engineering  and  equipment  giant  Siemens  is  helpini 
build  the  facility,  and  Switzerland's  Unique  Ltd.  will  mam 
it.  These  companies  are  also  equity  investors.  The  state  hai 
contribute  just  18%  of  the  cost.  Without  such  an  arrangemi 
Karnataka  wouldn't  be  getting  a  new  airport. 

A  lot  of  India's  hopes  rest  on  the  airport  deal's  success.  | 
proves  the  viability  of  public-private  partnerships,  more  s 
ventures  could  come  pouring  in.  A  visit  to  the  site  instills  M 
fidence.  Project  manager  Sivaramakrishnan  S.  Iyer  is  a  cr< 
veteran  of  mammoth  infrastructure  ventures  through 
South  Asia  and  the  Mideast.  Wearing  a  scuffed  hardhat,  ^ 
a  two-day  growth  of  white  stubble  on  his  face,  he  surveys  i  I 
site  from  a  2.5-mile-long  bed  of  crushed  granite  that  will  b(  j  5 
runway.  Work  goes  on  seven  days  a  week,  18  hours  a  day. 
is  intent  on  wrapping  up  on  schedule  in  April,  2008.  "We  1 
the  will  to  do  it,  and  it  will  be  done,"  he  says. 

Will  the  airport  ( 
on  time?  That's  not  wi  | 
Iyer's  control.  Two  gov 
ment  authorities  are 
sponsible  for  building 
road  that  leads  to  the 
port,  and  they're  lock< 
a  dispute  over  how  to  < 
Work  hasn't  started. 

And  so  it  goes  in  b 
Unless  the  nation  sh 
off  its  legacy  of  bureai 
cy,  politics,  and  corrup 
its  ability  to  build  adec 
infrastructure  will  ra 
in  doubt.  So  will  its  i 
nomic  destiny.  ■ 

-Withm 
Lakshman  in  Mu 
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The  COO  needs  better  ways  to  manage  proc 


The  CMO  needs  m 


i 


The  CIO  has  a  strategy  for  IT  to  meet  all  their  needs  and  deliver  results. 


Welcome  to  Business  Service  Management  from  BMC  Software.  Business  Service  Management  (BSM) 
means  the  goals  of  IT  are  the  same  as  the  goals  of  the  business.  And  with  proven  software  and  processes 
from  BMC  Software,  BSM  can  be  implemented  in  stages,  demonstrating  the  value  of  IT  as  you  go. 
All  business  success  stories  have  to  start  somewhere.  With  BSM,  they  begin  in  IT. 


www.bmc.com/results 
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Recruitingofgraduatesisup, 
salary  offers  are  higher,  and  there 
are  major  changes  in  our  Top  50 

BY  JANE  PORTER 

PHOTOGRAPHS  BY  CHRIS  CASABURI 

I  j|j    Undergraduate  business-school  students  from  Emory, 
.    Virginia,  Wharton,  and  Berkeley 
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SOME  LIKE  IT  COLD:  Cornell 

location  is  great  for  skiers 


INCE  OUR  INAUGURAL  RANKING  OF 
undergraduate  business  programs  last 
year,  a  lot  has  changed.  There  are  nine 
new  schools  that  cracked  the  Top  50,  and 
salaries  for  grads  are  up  across  the  board. 
J  Some  things  have  stayed  the  same. 
Wharton  School  is  once  again  No.  1, 
solidifying  its  hold  on  the  title  of  best  undergraduate 
B-school  in  America.  Outstanding  faculty  and  high- 
caliber  students  make  Wharton  a  premier  program. 
But  Wharton  isn't  standing  still.  In  2006-07  it 
introduced  more  opportunities  to  study  abroad,  more 
student  involvement  in  faculty  research,  and  a  cohort 
system  for  undergrads  that  allows  incoming  students 
to  take  classes  as  a  group,  much  the  way  MBAs  do.  J  The 
University  of  Virginia,  meanwhile,  made  a  repeat  appear- 
ance at  No.  2,  underscoring  how  different  programs  can 
excel  on  their  own  terms.  A  tiny  two-year  program  at  a 
public  university,  with  in-state  annual  tuition  of  just 
$7,845,  Virginia's  Mclntire  School  of  Commerce  could 
not  be  more  different  from  Wharton,  an  elite  four-year 
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private-school  program  with  enrollc 
and  tuition  about  four  times  as  high, 

Yet  Virginia  rates  higher  on  stuc 
satisfaction,  sends  a  larger  percea 
on  to  top  MBA  programs,  and  is  roil: 
on  par  with  Wharton  on  key  meaa 
of  academic  quality.  A  dedicated  fat 
with  a  teaching  style  that  demands  a 
participation  and  teamwork,  plus  i 
vations  such  as  a  new  multidisciplb 
leadership  program,  don't  hurt  eithd 

We've  profiled  four  business  prog) 
that  stood  out  from  the  pack.  1 
learn  how  the  University  of  Califii 
at  Berkeley  leaped  to  No.  3;  why  I* 
ranked  University  of  Michigan  is  phsl 
out  its  two-year  program;  and  how< 
nell  University  provides  opportuniti( 
academic  exploration  at  every  turr. 
nally,  you'll  get  a  peek  behind  Villa 
University's  surprising  jump  to  No. 

Berkeley  (No.  3) 

DON'T  BE  FOOLED  BY  STUD! 
lounging  outdoors  in  the 
Courtyard  at  University  of 
ifornia  at  Berkeley's  gloriously  s 
campus.  At  the  Haas  School  of  Busi 
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the  two-year  undergrad- 
uate experience  is  pack- 
aged much  like  an  MBA 
program,  complete  with 
advanced  courses  and  a 
summer  cohort  system 
that  allows  students  to 
progress  as  a  group.  But 
recruiter  satisfaction,  not 
the  program's  MBA-like 
structure,  explains  why 
Haas  rocketed  up  nine 
spots  to  No.  3.  In  2006  re- 
cruiters ranked  Berkeley 
41st.  This  year:  No.l. 

What  changed  their 
minds?  Haas  cranked  up 
its  recruiting  efforts,  staff- 
ing Berkeley's  undergrad- 
uate career  center  with  an 
accounts  manager  who 
reaches  out  to  potential 
employers  and  helps  place 
students.  This  fall  alone, 
584  companies  attended 
career  fairs  at  Berkeley,  up 
from  501  last  fall,  includ- 
ing a  new  early-bird  event  in  November 
that  helped  employers  get  a  head  start 
on  intern  recruiting.  The  fair  was  one 
of  a  dozen  held  on  campus  throughout 
the  year,  where  the  likes  of  Intuit,  Cisco 
Systems,  and  Google  sought  out  students 
more  vigorously  alongside  such  new- 
comers as  Bloomberg. 

Berkeley  also  lavishes  white-glove 
treatment  on  recruiters,  who  get  fresh 
fruit  and  other  perks,  including  student 
guides.  "When  our  employers  step  out 
of  their  cars,  they  are  taken  by  the  hand 
by  students,"  says  Tom  Devlin,  director 
of  the  center.  To  confer  VIP  status  on 
such  leading  recruiters  as  McKinsey, 
Microsoft,  and  Goldman  Sachs,  the 
school  put  them  in  a  group  of  their  own 
called  the  Berkeley  Circle.  Members 
get  prominent  placement  on  the  career 
center  Web  site  and  are  encouraged  to 
provide  advice  on  what  their  compa- 
nies are  looking  for  in  undergrad  busi- 
ness majors. 

Of  course,  companies  wouldn't  be 
descending  on  Berkeley  if  they  weren't 
happy  with  the  product.  JPMorgan 
Chase  &  Co.  recruiter  Sasha  Price  says 
Berkeley  students  have  a  rare  combina- 
tion of  business  knowhow  and  commu- 
nication skills  that  belies  their  youth. 
"We  have  had  some  interviewers  say  to 
us:  'My  God,  these  Haas  students  know 
more  than  some  of  the  MBAs  we've  just 
hired,' "  Price  says. 

Although  students  at  times  feel  short- 
changed when  MBAs  get  preferential 


yfijr 


treatment  in  everything  from  faculty 
to  facilities,  as  they  do  at  many  other 
schools,  there  are  no  complaints  from 
undergrads  when  it  comes  to  the  job 
search.  Stephen  Wan,  a  senior  who  will 
be  working  in  Apple  Inc.'s  finance  de- 
partment this  fall,  says  he  has  yet  to  see 
an  unhappy  employer  on  the  Berkeley 
campus.  If  s  not  just  the  weather. 


Michigan  (No.  5) 

WITH  MORE  UNDERGRADUATE 
business  programs  moving  to 
a  four-year  format,  No.  5-ranked 
Stephen  M.  Ross  School  of  Business  at  the 
University  of  Michigan  faced  a  conun- 
drum. A  top-ranked  two-year  program,  it 
nevertheless  was  losing  high-caliber  appli- 
cants to  four-year  programs.  The  solution: 
split  the  difference  at  three  years,  and  allow 
high  school  students  to  apply  direcdy  to  the 
program  so  that  they  have  a  guaranteed 
spot  once  they're  sophomores.  Freshmen 
are  also  allowed  to  apply. 

Interest  in  the  program  is  already 
strong,  and  competition  for  spots  keen. 
For  this  fall,  900  high  schoolers  tossed 
their  hats  in  the  ring.  Only  65  got  in,  and 
their  average  high  school  GPA  was  a  stag- 
gering 3.9.  Those  who  make  the  grade 
find  a  college  experience  that  is  remark- 
ably similar  to  an  MBA  program,  with 
small  classes  and  an  emphasis  on  both 
teamwork  and  competition.  "We're  all  a 
bunch  of  overachievers,"  says  sophomore 
Michelle  Berta. 
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And  what  about  that  extra  yeaa 
gives  students  the  chance  to  take  cm  | 
outside  their  majors,  study  abroad,! 
explore  various  business  specialties  b*i 
settling  on  one.  By  allowing  them  toil 
business  courses  earlier,  it  also  b 
competitive  internship  candidates  an  J 
creases  the  chances  to  intern  at  more  J 
one  company.  More  than  90%  of  Rosq 
dents  surveyed  by  BusinessWeek  i 
having  internships  already;  the  avera 
the  Top  50  schools  was  74%. 

Some  things  haven't  changed.! 
e-mail  responses  from  diligent  prj 
sors  still  come  at  2  a.m.,  and  com| 
tion  for  the  top  of  the  grading  cun 
stiff.  White-glove  treatment  fronn 
B-school's  own  career  service  officii 
given.  And  although  Michigan's  uu 
graduates  number  about  25,000/ 
students  feel  part  of  a  tight-knit  i 
munity  while  still  getting  that  BB 
experience.  Says  senior  Jason  Tai 
"You  have  the  best  of  both  worlds 


Cornell  (No.  10) 


er 


MANY  B-SCHOOLS  PRO 
well-rounded  grads 
aging  students  to  forag* 
beyond  their  majors.  Cornell,  set 
the  bucolic  splendor  of  4,000  wi 
acres  in  Ithaca,  N.Y.,  takes  acadeir 
ploration  a  big  leap  further.  In  ad 
to  the  variety  they  encounter  outsi 
business  program,  students  get 
ond  dose  inside,  where  they're  req 
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On  a  typical  automotive  production  line,  some 
300  robots  make  around  1.2  billion  spot  welds  a 
-year.  That's  a  lot  of  welding  ...  and  a  lot  of  energy 
consumed. 

By  employing  SKF  electromechanical  actuators 
instead  of  conventional  pneumatics  in  the  robotic 
welders,  it  is  possible  to  achieve  energy  savings  of 
more  than  90  per  cent.  That  equals  13.5  million  kWh 
a  year  -  roughly  the  annual  energy  consumption  of 
over  1  400  typical  Swedish  family  homes. 

By  sharing  our  expertise,  experience  and  cre- 
ativity, industries  can  boost  performance  beyond 
expectations.  Looking  for  bright  ideas  on  how  to 
save  energy?  Challenge  our  specialists! 


"he  Power  of  Knowledge  Engineering 
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nto  The  Power  of  Knowle 
is  at  www.skf.com/knowledge 


■[•iiimuriiii* 


THE  BEST 

UNDERGRAD 

B-SCHOOLS 

strangely  enough,  to  take  a  full  year  of 
biology— thanks  to  the  program's  affilia- 
tion with  Cornell's  agriculture  school— as 
well  as  five  electives  ranging  from  con- 
sumer behavior  to  emerging  markets. 
They're  also  encouraged  to  look  beyond 
the  program  for  business-related  courses, 
studying  human  relations  in  the  School 
of  Industrial  &  Labor  Rela- 
tions, or  leadership  in  the 
Johnson  Graduate  School 
of  Management,  home  of 
Cornell's  MBA. 

That's  one  reason  Cor- 
nell, graduating  a  little 
over  200  business  stu- 
dents annually,  jumped 
four  spots  this  year.  "If 
you  are  a  quant  person 
who  never  wants  to  do 
marketing,  this  isn't  the 
school  for  you,"  says 
Cindy  van  Es,  a  statistics 
professor. 

At  schools  with  both 
an  undergrad  and  MBA 
program,  the  younger 
students  sometimes  get 
the  short  end  of  the  re-  I 
sources  stick.  Not  at 
Cornell,  where  the  two 
programs  have  separate 
faculties  and  facilities. 
There  is  one  drawback,  though.  While 
upper-level  courses  may  have  as  few  as 
a  dozen  students,  packed  lecture  halls 
of  as  many  as  600  are  common  for 
introductory  courses,  which  are  shared 
with  many  nonbusiness  students.  Still, 
Program  Director  Ed  W.  McLaughlin 
says  professors  are  recruited  with  the 
understanding  that  teaching  under- 
graduates is  a  top  priority.  Chrissie 
Eckhart,  a  senior  starting  at  HSBC  in 
the  fall,  says  one  finance  professor  in 
a  lecture  class  with  300  students  knew 
everyone  by  name:  "Professors  really 
care  about  students." 

Attracted  by  top-quality  candidates, 
recruiters  are  more  than  willing  to  make 
the  trek  to  Ithaca.  The  top  10  recruit- 
ers for  business  majors  include  eight 
big  New  York  investment  banks,  among 
them  Lehman  Brothers,  Morgan  Stanley, 
and  Merrill  Lynch. 

But  for  Cornell  students  with  a  han- 
kering for  power  suits  and  city  living, 
the  upstate  location  takes  some  getting 
used  to.  Senior  Jerald  Chau,  a  Hawaii 
native  and  soon-to-be  business  analyst 
at  Fannie  Mae,  calls  Cornell's  loca- 
tion "the  boondocks,"  but  says  he  has 
adapted.  "Instead  of  surfing,"  he  says, 
"I  snowboard." 
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Villanova(No.l2) 

IN  THE  SUNLIT  ATRIUM  OF  BART- 
ley  Hall,  home  to  Villanova's  busi- 
ness school,  students  are  bound  to 
bump  into  at  least  one  professor  who 
knows  their  name.  Downstairs  in  the  "Ex- 
change," servers  decked  out  in  dollar-bill 
ties  dish  out  sandwiches  with  names  like 


"the  Naz  Stack,"  while  a  stock  ticker  runs 
overhead.  There,  undergrads  work  on 
group  projects,  check  e-mail  on  school- 
provided  laptops,  or  plot  investment  strat- 
egies for  use  around  the  corner  on  the  Ap- 
plied Finance  Lab's  mock  trading  floor. 

If  s  this  personal  attention,  up-to-date 
technology,  and  emphasis  on  real-world 
learning  that  earned  Villanova  the  No.  12 
spot  this  year.  That  the  school  managed 
to  leap  seven  spots  in  one  year  is  a  testa- 
ment to  a  major  improvement  in  student 
satisfaction.  "People  are  happy,"  says  De- 
nis Connell,  a  senior  accounting  major. 
"You  can't  escape  it." 

When  James  M.  Danko  arrived  as  dean 
in  2005,  he  wanted  the  business  school 
to  join  the  ranks  of  nationally  recognized 
programs.  He  spent  his  first  100  days  as 


dean  meeting  individually  with  fact 
to  sort  out  their  needs.  One  of  his  f 
big  moves  was  to  lose  the  dowdy  "( 
lege  of  Commerce  &  Finance"  nai 
and  in  its  place  came  the  sleeker-sou 
ing  Villanova  School  of  Business, 
concerned  about  Villanova's  long-te 
brand,"  Danko  says. 

Among  Danko's  id 
for  keeping  Villanova 
the  cutting  edge  are  pi 
for  a  new  innovation  c 
ter,  which  will  be  Ian; 
funded  by  alumni.  He  { 
commissioned  a  new. 
dergraduate  center  in  B 
ley  Hall,  where  B-schoo 
will  be  able  to  get  help 
everything  from  a  de 
in  the  family  to  advice 
where  to  get  the  best  h 
cut.  The  new  facility  op 
in  September. 

The  changes  go  welr- 
yond  the  cosmetic.  Ai 
vised  curriculum  this  i 
will  include  more  advari 
calculus  to  meet  the  gi. 
ing  needs  of  high-cal. 
students,  and,  next  j 
freshmen  will  begin  tal 
new  introductory  couiJ 
including  business  c 
munication.  Faculty  are  learning  \ 
to  use  financial  technology  tools  inij 
classroom  and  have  been  visiting 
companies  as  Goldman  Sachs,  Lehjlj 
Brothers,  and  Johnson  &  Johnson  top 
the  brains  of  executives  generally. 

And  under  Danko's  leadership,  pi  I 
ously  overlooked  fields  such  as  marked 
are  finally  getting  their  share  of  atten  j 
Says  Michael  Radice,  a  senior  markelj 
major:  "They  are  bringing  in  peoplek 
are  hiring  all  across  the  board." 

Prospective  students  are  taking  m  j 
of  the  improvements.  Last  year  apd 
tions  were  up  35%,  with  a  sinulaa 
crease  likely  for  this  year.  "The  baska 
team  is  hot,"  says  Danko.  "Well,  so  i.| 
business  school."  ■ 

-With  Louis  Ld 
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DOES  YOUR 
B-SCHOOL 
MAKE THE 
GRADE? 

Here  are fourthings 
to  consider  when 
applyingtoan 
undergrad  business 
program 

BY  LOUIS  LAVELLE 


A 


WHEN  CONTEMPLATING  A 
college  business  program, 
students  and  parents  alike  may 
find  the  choices  paralyzing.  The 
good  news  is  that  bad  choices  are 
getting  hard  to  make.  Starting 
salaries  for  undergraduate 
business  majors  are  growing  faster  than  those  for  any 
other  discipline,  and  the  typical  new  business  grad  now 
earns  $45,243,  up  6.9%  from  a  year  ago,  according  to  the 
National  Association  of  Colleges  &  Employers.  J  Decent 
salaries  are  all  well  and  good— if  you  happen  to  land  a  job 
at  graduation.  But  not  everyone  does.  At  No.  1-ranked 
University  of  Pennsylvania's  Wharton  School,  more 
than  90%  of  business  students  get  hired  before  they 
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graduate.  At  No.  77,  Florida  State  Unr  ia 
sity,  only  38%  have  jobs  by  the  time  t  |t 
receive  their  diplomas. 

Meanwhile,    programs    are    gett  I? 
more  selective,  and  students  who  mi  '- 
have  made  the  grade  a  few  years  age  ' 
longer  do.  Schools  also  are  ratcheting  • 
quality  or  starting  specialized  progra  i ■'■ 
for  many  students  these  programs  i  ^ 
represent  the  best  choice,  even  if  it  me  p 
relocating  across  the  country.  If  s  ;  p' 
worth  asking  which  schools  are  i 
at  finding  students  decent  internsh 
Finally,  if  s  not  a  bad  idea  to  investij 
grading  practices,  since  grading  anf^i 
might  hinder  the  job  search. 

So,  read  on.  And  choose  well. 


Competition  is  fierce 

IONCE  CONSIDERED  A  HAVEN 
less  academically  gifted  stude 
undergraduate  business  progr 
are  raising  their  standards.  With  more 
dents  beating  a  path  to  their  doors,  n 
B-schools  are  boosting  their  admiss 
criteria  and  getting  fussier. 

At  schools  with  four-year  programs.!! 
and  ACT  requirements  have  gone  up.f 
average  SAT  score  for  freshmen  adrm 
to  the  Indiana  University  business 
gram,  where  applications  nearly  don 
last  year,  is  now  1340— up  from  131 
2005-2006  and  a  full  343  points  hi! 
than  the  national  average  for  test  ft 
who  intend  to  major  in  business.  Ati 
versifies  with  two-year  business  progn 
especially  those  like  the  University  of  i 
where  more  than  2,000  declared 
ness  majors  are  waiting  to  join  a  prop 
designed  for  1,300,  GPA  requiremefl' 
pre-business  courses  are  rising,  too. 

For  students,  the  higher  bar  req 
a  strategic  rethink.  Many  already 
standardized  tests  multiple  times  to 
imize  scores.  Those  with  lower  s 
who  are  applying  directly  to  fourj 
business  programs  are  beefing  up , 
applications  in  other  ways,  includinj 
ing  part  in  extracurricular  activities 
fund-raisers.  Savvy  applicants  assess 
likelihood  of  being  accepted  at  theii  i 
choice  schools  and  give  more  thouj 
less  selective  "safety"  schools. 

Those  applying  to  a  four-year  s 
with  a  two-year  business  prograrj 
advised  to  contemplate  what  they 
if  they  can't  find  places  as  juniors 
credits  accumulated  in  the  first  two 
be  transferred  to  another  school! 


tay  put,  declare  another  major,  and 
a  a  minor  in  business  instead? 


a  national  game 

UNDERGRADUATE  BUSINESS  ED- 
ucation  used  to  be  a  local  or  re- 
gional affair.  That's  changing.  To- 
nany  students  attend  programs  far 
home. 

t-of-state  schools  may  provide  a 
er  array  of  programs  than  those 
ble  in  an  applicant's  home  state, 
include  leadership,  entrepreneur- 
and  global  business.  A  number  of 

have  launched  specialized 
ams  that  place  students  in 
:o-crack   industries    that 
seated   in   the   school's     j 
ard— such     as     sports 
ting    at    the    Univer- 
f  Oregon,  home  state 
ce  and  Adidas,  among 
i  energy  commerce  at 
Tech  University;  life 
es  at  Wharton;  and  both 
atic  arts  and  computer 
pering  at  the  University  of 
ern  California. 

he  academic  offerings  aren't 
h  to  get  the  intellectual  juices  flow- 
insider  this:  Out-of-state  tuition  at 
blic  universities  can  be  a  bargain.  At- 
g  a  top  private  B-school  like  Whar- 
n  easily  cost  more  than  $30,000  a 
secluding  room  and  board  and  other 
expenses.  A  highly  ranked  public 
like  the  No.  2  University  of  Virginia 
25,945;  No.  13  University  of  Texas  at 
is  $22,580;  and  No.  15  University  of 
Carolina,  $18,010. 
ly  of  the  public  schools  have  pro- 
that  are  roughly  on  par  with 


private  institutions— in  terms  of  class 
size,  faculty-student  ratios,  and  other 
measures.  Public  schools  can  also  be  eas- 
ier to  get  into.  The  average  SAT  score  at 
Wharton  is  1430— compared  with  1366 
for  Virginia,  1335  at  UNC,  and  1275  for 
Texas-Austin. 

Sometimes  out-of-state  schools,  pub- 
lic or  private,  are  better  at  finding  grads 
decent  jobs.  If  a  school  has  established  re- 
cruiting relationships  with  specific  indus- 
tries, it  may  be  worth  a  look— no  matter 


where  it  is.  Are  you  an  aspiring  accoun- 
tant? All  of  the  Big  Four  firms  recruit  at 
Texas-Austin.  Aiming  for  Wall  Street?  Re- 
cruiters for  eight  financial-services  giants 
are  among  the  10  top  recruiters  at  New 
York  University.  For  a  would-be  "master 
of  the  universe"  living  in  Oklahoma  who 
is  considering  the  University  of  Okla- 
homa—where no  big  investment  banks 


recruit— the  message  is  clear:  change  ca- 
reer goals,  or  start  packing. 


Internships  matter 

3  INTERNSHIPS  ARE  A  VALUABLE 
learning  experience.  Since  many 
employers  use  them  as  extended 
tryouts  for  full-time  positions,  they  are 
also  an  important  pipeline  to  the  most 
coveted  jobs.  So  scoring  one  ought  to  be 
near  the  top  of  every  undergrad's  agenda. 
Yet  not  all  programs  provide  the  same 
access  to  internships.  At  No.  5  University 
of  Michigan,  92%  of  undergrads  who 
completed  our  survey  had  internships, 
t  compared  with  less  than  25%  at  No.  81 
■k  University  of  Texas  at  Dallas.  And  not 
'"^^  all  internships  are  created  equal. 
Co-op  programs  at  the  University 
of  Cincinnati,  Northeastern  Uni- 
versity, and  Penn  State  allow  stu- 
dents to  graduate  with  up  to  two 
years  of  work  experience.  Else- 
where, a  three-month  summer 
internship  is  the  norm. 

Why  the  disparity?  For  one 
thing,  location  matters.  To  a  ca- 
sual observer  there  wouldn't  ap- 
pear to  be  much  to  differentiate  the 
undergraduate  B-school  program  at 
Fordham  University  from  that  of  the 
University  of  Denver.  Both  are  private, 
four-year  programs.  Tuition  and  enroll- 
ment are  almost  identical.  And  in  last 
year's  ranking  they  came  in  at  No.  48  and 
No.  49,  respectively.  But  at  Denver,  57 
companies  recruited  undergrads  for  in- 
ternships. At  New  York-based  Fordham: 
200.  Emily  Sheu  transferred  from  No.  4 
Emory  University  to  No.  34  (this  year) 
Fordham,  where  she  had  internships  at 
Bloomberg  and  Merrill  Lynch  &  Co.  For 


For  DHL,  the  power  of  IT 

delivers  over  four  million  promises  a  day. 


The  best  way  for  this  world  leader  in  delivery  services  to  move  more 
packages  is  to  move  more  information.  CA  software  solutions  enabled  DHL 
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on  over  one  billion  promises  each  year. 

Learn  how  CA  software  solutions  enable  enterprises  like  DHL  to  realize  the 
full  power  of  IT  at  ca.com/customers. 


ca 


Transforming 
IT  Management 


THE  BEST 

UNDERGRAD 

B-SCHOOLS 


her,  it  was  all  about  location.  "Atlanta," 
she  points  out,  "is  no  Manhattan." 

Students  at  three-  and  four-year 
programs  are  more  likely  to  take  in- 
depth  business  courses  early,  making 
them  more  competitive  internship  can- 
didates. That's  one  reason  why  the 
University  of  Michigan  is  phasing  out 
its  two-year  program  in  favor  of  a  three- 


year  model.  Also,  watch  out  for  summer 
school.  When  schools  schedule  classes 
in  the  summer  before  the  junior  year, 
having  more  than  one  internship  before 
graduation  becomes  near-impossible. 


Beware  the  grading  curve 

4  ARE  GRADES  REALLY  SUCH  A 
big  deal?  The  answer  is  a  re- 
sounding "yes,"  especially  for 
those  considering  schools  like  Michi- 
gan, Babson  College,  Oregon,  or  Penn- 
sylvania, where  grading  curves  are 
a  fact  of  business  school  life.  Curves 
designed  to  counter  grade  inflation  by 
limiting  the  number  of  As  in  any  giv- 
en class  can  make  it  difficult  for  even 
high  performers  to  land  interviews 
with  some  recruiters. 

USC's  Marshall  School  of  Business 
grades  students  on  a  curve,  with  pro- 
fessors expected  to  hold  the  average 
GPA  to  3.0  in  core  courses  and  3.3  in 
electives.  Most  students  will  get  a  3.0, 
or  a  B,  in  each  of  their  10  core  business 
courses.  A  handful  will  earn  a  slightly 
higher  grade,  and  the  same  number 
will  earn  a  lower  grade. 

For  recruiters  trolling  B-school 
campuses,  a  GPA  of  under  3.5  will  in 
many  cases  consign  a  resume  to  the 
bottom  of  the  stack.  At  Marshall,  most 
large  employers  take  the  grade  struc- 
ture into  consideration,  so  students 
are  rarely  passed  over  for  interviews. 
But  for  smaller  companies  not  fa- 
miliar with  the  school,  students  are 
at  a  disadvantage.  David  Freeman,  a 
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School  Name 


Pennsylvania 

(Wharton)  Philadelphia 


Virginia 

(Mclntire)  Charlottesville 


UC-Berkeley 

(Haas)  Berkeley,  Calit. 


Emory 

(Goizueta)  Atlanta 


Michigan 

m  (Ross)  Ann  Arbor 


MIT 

1  (Sloan)  Cambridge,  Mass. 


Notre  Dame 

(Mendoza)  South  Bend,  Ind. 


Brigham  Young 

|  (Marriott)  Provo,  Utah 


NYU 

(Stern)  New  York 


Cornell 

n  Ithaca,  N.Y. 


Georgetown 

(McDonough)  Washington 


Villanova 

H  Villanova,  Pa. 


Texas 

n  (McCombs)  Austin 


Boston  College 

(Carroll)  Boston 


North  Carolina 

(Kenan-Flagler)  Chapel  Hill 


Washington  U. 

(Olin)  St.  Louis 


Wake  Forest 

!j  (Calloway)  Winston-Salem,  N.C. 


Indiana 

n  (Kelley)  Bloomington 


use 

(Marshall)  Los  Angeles 


Lehigh 

Bethlehem,  Pa. 


Carnegie  Mellon 

n  (Tepper)  Pittsburgh 


Illinois 

Urbana-Champaign 


Richmond 

(Robins)  Richmond,  Va. 


SMU 

n  (Cox)  Dallas 


U.  of  Washington 

Seattle 


PROGRAM  INFORMATION 


Program 
Type 


Priv.,  4-yr 


Pub.,  2-yr 


Pub.,  2-yr. 


Priv.,  2-yr 


Pub.,3yr 


Priv.,  3  yr 


Priv.,  3yr 


Priv.,  2-yr 


Priv.,  4-yr 


Priv.,  4-yr 


Priv.,  4-yr 


Priv.,  4-yr 


Pub.,  4-yr 


Priv.,  4-yr 


Pub.,  2-yr. 


Priv.,  4-yr 


Priv.,  2-yr 


Pub.,  4-yr 


Priv.,  4-yr 


Priv.,  4-yr 


Priv.,  4-yr 


Pub.,  4-yr 


Priv.,  2-yr 


Priv.,  4-yr 


Pub.,  2-yr 


Annual 
Cost 


$34,156 


$7,845 


$7,704 


$32,100 


$11,713 


$33,400 


$32,900 


$3,620 


$34,616 


$18,241 


$33,552 


$33,000 


$33,000 


$5,034 


$32,800 


$32,040 


$7,460 


$33,314 


$31,180 


$34,180 


$11,170 


$36,550 


$27,400 


$5,985 


Full-Time 
Enrollment 


2,384 


650 


700 


579 


731 


264 


1,529 


1,640 


2,271 


682 


1,274 


1,907 


4,140 


1,997 


670 


745 


398 


3,842 


3,710 


1,246 


475 


2,967 


566 


941 


1,524 


Student 
Survey 
Rank 


11 


16 


10 


15 


13 


12 


22 


14 


19 


39 


18 


21 


50 


44 


31 


57 


— "™™ 
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QUALITY  MEASURES 

imic 

ity 

ik 

Index 
Number 

Faculty- 
Student 
Ratio 

Average 

SAT/ACT 

Scores 

Teaching 
Quality 
Grade 

Facilities 

&  Services 

Grade 

Job 

Placement 
Grade 

Student  comments 

100.00 

10.5 

1430/NA 

A+ 

A+ 

A+ 

Last  year's  top  program  is  still  in  a  class  by  itself:  outstanding  faculty, 
high-caliber  students,  ana  an  unparalleled  alumni  network. 

92.74 

10.8 

1366/NA 

A+ 

A+ 

A+ 

Mclntire's  third-year  Integrated  Core  Experience,  strong  faculty,  and 
Type-A  students  make  U VA  a  destination  for  top  national  recruiters. 

91.86 

26.9 

1355/NA 

A 

A+ 

A 

Top-flight  faculty  and  recruiting  efforts  combined  with  a  responsive 
administration  put  Berkeley  on  top. 

91.16 

9.2 

1340/NA 

A+ 

A+ 

A+ 

Experienced  professors,  challenging  courses,  and  community  events 
wow  many.  The  popular  Greek  scene  might  not  be  for  everybody. 

87.98 

5.7 

1317/29.0 

A+ 

A+ 

A+ 

Difficult  business  core  focused  on  action-based  learning  has  students 
feeling  prepared  to  take  on  the  real  world. 

86.06 

2.8 

1478/31.0 

A+ 

A+ 

A+ 

Undergrads  like  the  option  of  taking  elective  classes  with  the  Sloan  MBAs. 
While  the  homework  load  is  heavy,  students  leave  feeling  prepared. 

84.74 

16.8 

1379/31.3 

A+ 

A+ 

A+ 

Broad  pre-business  requirements  help  students  make  the  right  decision 
in  choosing  a  major.  Career  services  office  is  strong. 

80.05 

13.0 

1222/27.0 

A+ 

A+ 

A+ 

Ethics  are  emphasized  in  the  BYU  classroom,  and  students  are  impressed 
with  high-caliber  recruiters. 

77.13 

11.5 

1441/31.0 

A 

A 

A+ 

Finance  students  get  the  majority  of  attention,  at  the  expense  of  those  in 
marketing.  Grads  say  "Stern  curve"  makes  getting  an  A  difficult. 

76.81 

17.5 

1333/28.4 

A+ 

A+ 

A 

Class  sizes  of  300  or  more  don't  stop  professors  from  really  getting  to 
know  their  students.  Accounting  offers  few  upper-level  courses. 

76.67 

25.0 

1352/29.0 

A+ 

B 

A+ 

Recruiters  from  Wall  Street  and  well-rounded  faculty  make  for  a  strong 
finance  program.  However,  students  in  other  departments  feel  neglected. 

74.46 

19.3 

1282/29.0 

A+ 

A 

A+ 

Dedicated  faculty,  small  classes,  and  outstanding  accounting  program 
make  'Nova  a  standout,  but  marketing  majors  have  trouble  finding  jobs. 

74.37 

44.5 

1310/29.0 

A+ 

A+ 

A+ 

Small  class  sizes  and  individual  attention  leave  students  satisfied.  Some 
would  like  to  see  more  recruiters  from  outside  Texas. 

71.86 

21.0 

1328/29.0 

A+ 

A 

A+ 

Alumni  and  professors  love  helping  students  find  jobs,  making  BC's 
campus  networking  an  invaluable  resource. 

71.84 

14.9 

1335/NA 

A+ 

A+ 

A+ 

The  intimate  program  creates  a  "private  school  education  at  a  public 
school  price,"  where  undergrads  and  MBAs  share  courses. 

71.06 

11.5 

1443/31.0 

A+ 

A+ 

B 

Dedicated  faculty  and  London  internship  program  get  raves,  but  career 
services  can  do  a  better  job  of  getting  top  companies  to  campus. 

71.05 

14.7 

1322/NA 

A+ 

A 

A 

Challenging  coursework,  small  classes,  and  demanding  professors  make 
for  an  intense  experience.  Grade  deflation  leaves  many  disappointed. 

70.87 

24.8 

1222/28.0 

A+ 

A 

A+ 

Undergrad  facilities  need  improvement.  Yet  grads  say  job  placement  is 
top-notch  and  professors  are  passionate  and  willing  to  go  the  extra  mile. 

69.88 

33.4 

1379/NA 

B 

A+ 

A+ 

Helpful  career  services,  far-flung  alumni  network,  and  quality  teaching 
set  Marshall  apart.  Grading  curve  irks  many. 

69.50 

19.5 

1281/NA 

A+ 

A 

A+ 

A  strong  accounting  program  wins  student  praise,  although  many  say 
they  could  use  more  advanced  computer  training. 

68.83 

4.9 

1410/30.0 

B 

C 

B 

Students  extol  quantitative  training  and  research  opportunities,  but  say 
many  of  their  peers  are  lacking  in  soft  skills  like  communication. 

67.02 

27.7 

1310/29.5 

B 

B 

A+ 

The  career  service  office  plays  a  huge  role  in  job  placement.  Professors, 
however,  tend  to  focus  more  on  research  than  teaching. 

63.74 

11.5 

1283/27.7 

A+ 

A 

A 

Personal  attention  is  a  plus,  but  required  professional  development 
courses  get  a  thumbs  down,  as  does  an  unresponsive  administration. 

63.11 

18.5 

1393/31.0 

A+ 

A+ 

A+ 

Students  complain  that  classroom  experience  is  based  too  much  on 
theory  and  not  enough  on  the  real  world. 

62.29 

18.4 

1207/25.0 

A 

A+ 

B 

Focus  on  international  business,  a  top-notch  accounting  program,  and 
dedicated  faculty  win  raves.  A  badly  needed  facelift  is  on  the  way. 
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recent  Marshall  grad,  estimates  that 
he  missed  out  on  a  dozen  interviews 
because  he  didn't  meet  the  grade  re- 
quirements companies  were  looking 
for.  "Without  the  curve,  my  GPA  would 
have  been  high  enough  to  qualify  for 
these  interviews,"  he  says. 

While  a  grading  curve  probably 
isn't  a  deal-breaker  for  students 
choosing  among  a  handful  of  schools, 
it's  certainly  something  that  should 
be  taken  into  consideration.  It's  worth 
asking,  for  example,  if  the  policy  is 
school -wide  or  if  individual  professors 
make  their  own  rules,  and  whether 
the  curve  covers  core  courses,  elec- 
tives,  or  both. 

Some  students  say  that  curves 
cause  morale  problems  among  stu- 
dents, intensifying  competition  and 
making  it  harder  to  form  meaningful 
teams.  Before  enrolling  in  a  program, 
prospective  students  should  find  out 
what,  if  anything,  the  school  is  doing 
to  counter  those  problems.  ■ 

-  With  Geoff  Gloeckler  and  Jane  Porter 


METHODOLOGY 

To  identify  the  best  undergraduate  business  programs, 
BusinessWeek  used  five  measures,  including  a  survey  of 
nearly  80,000  business  majors  at  top  schools  and  a  poll 
of  undergraduate  recruiters.  To  understand  career 
outcomes  better,  we  also  looked  at  starting  salaries  for 
graduates  and  how  many  each  school  sent  to  top  MBA 
programs.  Finally,  an  academic  quality  score-a 
combination  of  five  measures  including  average  SAT 
scores  and  faculty-student  ratios-identified  schools 
with  the  smartest  and  best-served  students. 

The  ranking  is  based  on  the  "index  number,"  which 
represents  the  sum  of  all  five  ranking  measures.  We  also 
calculated  letter  grades  on  teaching  quality,  facilities  and 
services,  and  job  placement  based  on  the  student  survey. 
In  each  category,  the  top  20%  among  all  93  ranked 
programs  earned  A+s.  The  next  25%  got  As,  the  next  35% 
got  Bs,  and  the  bottom  20%  got  Cs.  For  a  complete  list  of 
schools,  go  to  businessweek.com/bschools/ 
undergraduate,  to  see  Q&As,  slide  shows,  interactive  tools, 
and  a  full  description  of  the  ranking  methodology. 

Footnote:  Annual  program  costs  include  tuition  and 
required  fees  for  in-state  students.  Figure  shown  for 
Miami  University  is  the  balance  paid  by  Ohio  residents, 
who  receive  two  scholarships  to  attend  the  university. 
Full-time  enrollment  is  for  undergraduate  business 
program  only.  Starting  salaries  are  2006  medians  except 
for  Santa  Clara  (2005  median).  MBA  Feeder  School  Rank 
based  on  respondents  to  2002, 2004,  and  2006 
BusinessWeek  surveys  of  MBA  students  who  reported 
having  undergraduate  business  degrees  from  ranked 
undergraduate  programs.  Academic  Quality  Rank  based 
on  average  SAT  scores  for  business  majors,  full-time 
faculty-student  ratio  in  business  program,  average  class 
size  in  core  business  classes,  percentage  of  business 
majors  with  internships,  and  average  number  of  hours 
per  week  business  majors  reported  spending  on  class 
work.  Average  SAT/ACT  scores  are  for  entire  program. 
Letter  grades  represent  only  a  part  of  total  student 
survey  results;  highly  ranked  programs  may  have  low 
letter  grades  while  lower  ranked  programs  may  have  high 
letter  grades.  NA=not  available.  NR=not  ranked. 

Data:  BusinessWeek.  Cambria  Consulting  Inc. 

Research  by:  Fred  Jespersen,  Louis  Lavelle,  Geoff 
Gloeckler,  Jane  Porter,  Paula  Lehman,  Kristen  Fiani, 
and  JanieHo. 
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PROGRAM  INFORMATION 

School  Name 

Program 
Type 

Annual 
Cost 

Full-Time 
Enrollment 

Student 
Survey 
Rank 

Recruit 
Surve' 
Rank 

Northeastern 

Boston 

Priv.,  4-yr 

$29,910 

3,031 

30 

32 

Santa  Clara 

Santa  Clara,  Calif. 

Priv.,  4-yr 

$30,900 

1,472 

46 

20 

Wisconsin 

Madison 

Pub.,  2-yr 

$6,730 

1,250 

26 

53 

j» 

William  &  Mary 

(Mason)  Williamsburg,  va. 

Pub.,  2-yr 

$8,490 

420 

45 

82 

Maryland 

(Smith)  College  Park 

Pub.,  4-yr 

$7,906 

2,777 

51 

22 

Bentley 

Waltham,  Mass. 

Priv.,  4-yr 

$29,810 

3,816 

24 

47 

Rutgers 

Camden,  N.J. 

Pub.,  2-yr 

$8,084 

690 

86 

10 

Babson 

Babson  Park,  Mass. 

Priv.,  4-yr 

$32,256 

1,776 

56 

68 

5 

9 

Fordham 

New  York 

Priv.,  4-yr 

$30,000 

1,848 

48 

42    . 

Miami  U. 

(Farmer)  Oxford,  Ohio 

Pub.,  4-yr 

$9,911 

4,131 

49 

16. 

Penn  State 

(Smeal)  University  Park 

Pub.,  4-yr 

$13,338 

5,274 

33 

6r 

Boston  U. 

Boston 

Priv.,  4-yr 

$33,330 

1,788 

78 

50 

• 
• 

Baylor 

(Hankamer)  Waco,  Tex. 

Priv.,  4-yr 

$22,889 

2,950 

25 

611 

Texas  Christian 

(Neeley)  Fort  Worth 

Priv.,  4-yr 

$26,300 

1,694 

20 

62. 

Rensselaer  Polytech 

(Laity)  Troy,  N.Y. 

Priv.,  4-yr 

$32,600 

377 

32 

8s: 

Ohio  State 

(Fisher)  Columbus 

Pub.,  4-yr 

$9,426 

3,090 

35 

8 

4 

Minnesota 

(Carlson)  Minneapolis 

Pub.,  4-yr 

$9,933 

1,685 

41 

66' 

Florida 

(Warrington)  Gainesville 

Pub.,  2-yr 

$2,968 

2,395 

52 

7 

Georgia  Tech 

Atlanta 

Pub.,  4-yr 

$3,820 

1,195 

54 

i; 

»] 

Clemson 

Clemson,  S.C. 

Pub.,  4-yr 

$9,868 

2,415 

40 

5: 

7. 

San  Diego 

San  Diego,  Calif. 

Priv.,  4-yr 

$30,480 

1,200 

58 

31 

*] 

U.  of  Miami 

Coral  Gables,  Fla. 

Priv.,  4-yr 

$31,288 

2,063 

23 

9 

Michigan  State 

(Broad)  East  Lansing 

Pub.,  2-yr 

$10,053 

2,017 

27 

3; 

Marquette 

Milwaukee 

Priv.,  4-yr 

$25,074 

1,549 

29 

8 

5| 

Texas  A&M 

(Mays)  College  Station 

Pub.,  4-yr 

$6,966 

3,851 

17 

4  ( 
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QUALITY  MEASURES 

:mic 
ity 

[ik 

Index 
Number 

Faculty- 
Student 
Ratio 

Average 

SAT/ACT 

Scores 

Teaching 
Quality 
Grade 

Facilities 

&  Services 

Grade 

Job 

Placement 

Grade 

Student  comments 

i 

62.08 

28.6 

1240/26.0 

B 

B 

A+ 

The  five-year  co-op  program  almost  ensures  that  students  will  have  a  job 
when  they  graduate.  Boston  locale  is  a  big  selling  point. 

61.93 

16.2 

1203/NA 

A 

C 

A+ 

Small  class  sizes  and  dedicated  support  staff  leave  students  satisfied 
with  their  experience  at  Santa  Clara. 

60.90 

19.5 

1257/27.6 

A 

A+ 

A+ 

Real  estate,  accounting,  and  actuarial  science  programs  all  rate  high  with 
students,  and  new  facilities  are  planned.  But  advising  needs  work. 

59.96 

10.0 

1290/28.0 

A 

A 

B 

Accounting  and  finance  majors  get  most  of  the  jobs.  The  administration 
is  responsive-if  students  complain  about  profs,  heads  roll. 

1 

58.27 

20.7 

1360/30.0 

C 

B 

A 

Teamwork  focus  satisfies  students.  The  school's  emphasis  on  securing 
internships  and  jobs  sometimes  detracts  from  the  academic  experience. 

57.45 

22.2 

1206/25.0 

B 

A+ 

A+ 

Helpful  career  services  and  real-world  class  exercises  are  a  plus,  though 
marketing  students  feel  neglected  when  it  comes  to  the  job  search. 

56.90 

12.3 

1219/NA 

C 

C 

B 

A  dedicated,  high-caliber  student  body  is  valuable.  Grading  curves  make 
it  difficult  for  students  to  earn  As. 

56.88 

19.7 

1265/28.0 

A+ 

C 

B 

The  social  scene  may  be  a  bust,  but  the  opportunity  for  freshmen  to  start 
their  own  businesses  is  a  plus. 

56.67 

15.7 

1178/24.9 

A 

A 

A 

With  NYC  at  their  fingertips,  students  say  work  opportunities  are  plentiful 
and  useful.  The  facilities,  however,  could  use  a  facelift. 

55.71 

30.8 

1206/26.5 

A 

A 

A 

The  tight-knit  community  has  students  cheering.  Downside:  Most  would 
like  to  see  more  recruiters  on  campus  from  outside  of  Ohio. 

55.54 

47.9 

1208/26.0 

B 

A+ 

A 

Large  program  makes  it  hard  for  students  to  get  face  time  with  advisers. 
Co-ops  give  students  useful  work  experience. 

55.15 

17.2 

1278/28.0 

A 

A 

C 

An  emphasis  on  teamwork  and  real-world  experience  is  a  plus,  yet 
students  say  grading  on  the  whole  is  too  tough. 

| 

54.46 

25.9 

1183/25.0 

A 

A 

A 

It's  not  unusual  for  professors  to  give  out  their  cell  phone  numbers  to 
business  students;  classes  rarely  top  30  students. 

54.12 

27.3 

1165/25.0 

A+ 

A 

A 

Students  are  smart,  if  sometimes  unmotivated,  and  getting  a  high  quality 
professor  is  hit  or  miss.  Campus  upgrades  have  students  excited. 

1 

53.08 

9.2 

1212/NA 

A 

B 

B 

Many  companies  recruit  on  campus;  students  wish  that  more  were 
looking  for  management  majors  instead  of  IT. 

53.05 

38.1 

1203/26.0 

B 

A+ 

A 

Most  business  courses  are  centered  on  group  work.  Getting  into  required 
courses  is  sometimes  a  challenge. 

53.02 

30.1 

NA/28.0 

C 

B 

A+ 

The  rigor  and  value  of  Carlson  courses  vary  a  lot  across  class  sections 
and  majors.  Recruitment  services  could  not  be  better. 

52.88 

23.0 

1300/29.0 

B 

A 

B 

Accounting  program  gets  high  marks,  but  students  are  put  off  by  online 
classes  that  make  connecting  with  professors  and  peers  difficult. 

52.05 

29.1 

1261/27.0 

A 

A 

B 

Graduates  praise  the  emphasis  on  technology  and  engineering.  Large 
class  size  limits  personal  attention  from  professors. 

51.97 

27.8 

1206/27.0 

B 

A 

A 

Students  say  Clemson  professors  are  friendly  and  know  their  stuff. 
There's  a  diverse  range  of  business  courses  to  sample. 

51.93 

20.3 

1174/29.5 

B 

B 

B 

Accounting  program  makes  the  grade,  and  professors  win  high  marks  for 
availability  outside  class. 

51.57 

14.7 

1269/28.0 

A 

A+ 

B 

Pre-business  courses  give  business  students  a  leg  up,  while  mentors  and 
full-time  advisers  provide  a  personal  touch. 

51.53 

24.3 

1151/25.0 

B 

A 

A 

Students  applaud  the  Lear  Center  for  help  in  the  job  search,  but  many 
would  like  to  see  higher  admission  standards. 

50.89 

24.2 

1179/26.1 

A 

A 

A 

Grading  curve  is  unpopular;  the  focus  on  ethical  and  moral  reasoning  is  a 
hit.  Alumni  mentoring  program  leaves  students  happy. 

49.45 

36.3 

1183/25.0 

A 

A+ 

A+ 

Though  large,  Mays  has  a  small-school  feel.  Students  work  hard  to 
manage  heavy  class  load  with  Aggie  social  activities. 
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Finance  Investments 

Market  Mania 
In  China 

Stocks  remain  a  wild  gamble,  but  millions 
of  unsophisticated  investors  are  rushing  in 


BY  FREDERIK  BALFOUR 
AND  DEXTER  ROBERTS 

IT'S  A  FRIGID  TUESDAY  MORNING, 
and  China's  capitalists  are  just  get- 
ting warmed  up.  The  Baijiazhuang 
branch  of  the  Citic  Securities  bro- 
kerage in  eastern  Beijing  is  packed 
with  more  than  100  investors  mill- 
ing around  the  unhealed  room. 
They  sip  green  tea  while  perusing  pages 
of  the  China  Securities  Journal  plastered 
on  the  wall  or  gaze  up  at  ticker  screens 
overhead.  Some  punch  orders  into  grimy 
PC  terminals,  while  others  sit  under  No 
Smoking  signs  puffing  on  cigarettes  and 
playing  Chinese  chess. 

Charles  Schwab  it's  not.  Most  of  Chi- 
na's "trading  halls"  feel  more  like  betting 
parlors  than  prosperous  brokerages.  But 
they're  front- and-center  in  the  mainland's 
love  affair  with  stocks.  China  today  has 
some  81  million  trading  accounts,  up 
from  61  million  six  years  ago.  In  January 
alone,  341,000  investors— retirees,  house- 
wives, government  officials,  professionals, 
students— opened  new  accounts,  vs.  just 
11,000  accounts  added  in  January,  2006. 
Although  less  than  5%  of  the  population 
owns  equities,  compared  with  more  than 
50%  in  the  U.S.,  the  trading  halls  are  full, 
online  chat  rooms  and  financial  Web  sites 
are  hopping,  and  just  about  everyone  you 
meet  has  a  hot  tip.  "A  lot  of  elderly  women 
play  the  market,"  says  Ms.  Li,  a  regular  at 
Baijiazhuang  who,  like  many  other  trad- 
ers, declined  to  give  her  full  name.  "They 
should  be  careful  because  they  are  not 
strong  and  the  high  risks  of  the  market 
could  harm  them,"  counsels  the  retired 
accountant.  Li,  59,  apparently  feels  she's 
made  of  sturdier  stuff:  She  has  plowed 
20%  of  her  savings  into  stocks. 

The  stampede  into  equities  has  set 
China's  markets  on  fire  for  the  past  12 
months.  The   Shanghai  A-share  index 
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(which  tracks  stocks  largely  restricted  to 
Chinese  investors)  is  up  120%  in  the  past 
12  months,  even  after  the  Feb.  27  rout 
that  saw  the  exchange  shed  nearly  9% 
of  its  $1.1  trillion  market  capitalization 
in  a  single  day.  And  although  the  Shang- 
hai exchange  is  now  trading  at  around 
35  times  next  year's  projected  earnings 
(compared  with  15  for  the  Standard  & 
Poor's  500-stock  index),  Chinese  continue 
to  rush  in.  By  some  estimates,  individual 
investors  make  up  two-thirds  of  the  mar- 
ket. That's  partly  because  they  have  few 
other  options:  Local  banks  pay  around 
2.5%  interest  on  deposits,  and  property 
prices  in  many  cities  have  soared  so  high 
that  real  estate  is  beyond  the  means  of 
many.  These  greenhorn  investors  "are 
momentum  players  who  tend  to  jump  on 
the  bandwagon  when  the  market  is  going 
up,"  says  Jing  Ulrich,  Chairman  of  China 
Equities  at  JPMorgan  Chase  &  Co. 

QUICK  BUY  AND  SELL 

FOR  MANY  IN  CHINA'S  new  shareholder 
class,  stockpicking  is  more  art  than  sci- 
ence. Li,  for  instance,  can't  resist  a  bar- 
gain: "I  like  stocks  that  cost  no  more  than 
8  renminbi  [$1]."  And  you  can  forget 
about  the  concept  of  buy  and  hold.  "I 
generally  keep  a  stock  ^^^^^^^^^— 
for  about  a  month"  or 
until  it  has  seen  gains 
of  about  10%,  says  Ms. 
Wang,  a  52-year-old 
former  department 
store  clerk.  Her  hair- 
trigger  tactics  have 
not  stood  her  in  good 
stead:  "I  see  that  other 
people  have  earned  a 
lot  from  the  stock  mar- 
ket, but  I  never  have," 
she  admits. 

Even  those  who've 
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been  burned  before  are  coming  ■'■  * 
Zhai  Maohui  is  a  regular  at  BF  !« 
zhuang  when  he's  not  piloting  fl:  ton 
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China.  An  investor  for  more  than  I  ^ 
cade,  he  lost  nearly  all  his  money  d(  mil 
a  market  bust  in  2005.  But  his  lucrf  feci 
improved,  with  his  stocks  triplil1  <w 
value  in  the  past  18  months.  "I  pf  tfc 
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ket,"  says  Zhai,  59,  who  expects  j:  KL 
to  keep  rising  as  the  2008  Beijing  (  tfa 
pics  nears.  "There  are  no  risks  for  n  fee 
investing  in  the  market  right  now.'v  «ea 
Not  all  Chinese  investors  are  4 
that  sanguine.  Many  try  to  educate  v  it.  Zl 
selves,  poring  over  analyst  reports  I  Bin! 
able  free  of  charge  at  Web  sites  fei 
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pm  its  parent  company,  only  to  fall 
gain  a  week  later  when  the  transfer 
to  materialize.  Indeed,  talk  that 
;  was  considering  a  capital-gains 
>ng  with  other  measures  to  rein  in 
ant  investors,  precipitated  the  Feb. 
"ket  dive. 

1  se  without  computer  skills  rely 
business  pages  of  newspapers 
agazines  and  TV  shows  such  as 
ies  Live  or  the  poetically  named 
Under  Heaven.  Still,  many  fledg- 
tinese  investors  will  readily  admit 
ave  a  lot  to  learn.  "I  buy  and  sell 
fickly,  I  should  be  more  patient," 
At.  Zhou,  a  63-year-old  retired 
er  in  Shanghai.  "I'm  a  speculator, 
investor." 

not  just  mom-and-pop  investors 
plieve  the  stock  market  is  a  one- 
tot  to  riches.  The  high-flying  re- 
f  the  past  12  months  have  enticed 
Chinese  companies  to  invest  as 
In  a  country  with  so  few  checks 
glances,  if  s  naive  to  think  that 
ites  who  are  cash-rich  would  sit 
watch  the  market,"  says  Fraser 
who  manages  the  China  portfolio 
Asia-Pacific  Markets.  "They  are 
'Let's  raid  the  corporate  piggy 
fid  play,  too.'" 

ifjirge  in  initial  public  offerings 
lped  keep  interest  in  the  mar- 


more  like 
betting 
parlors  than 


kets  high.  Witness  the  38%    /^Vii-t-io'c 
jump  in  the  stock  of  in-     vjllllldo 
surer  Ping  An  on  its  first    "t"t*£irlirip" 
day  of  trading  on  Mar.  1.    -       mm  r      i 
If s  the  kind  of  pop  a  day    hallS     feel 
trader's  dreams  are  made 
of.  Just  ask  Boris  Peng, 
a  28-year-old  investment 
manager  at  the  Shanghai 
branch  of  Standard  Char- 
tered Bank.  He  has  been 

lucky  enough  in  the  past  brokerages 

year  to  buy  into  two  IPOs,  ^^^^^^^  ° 
which  are  typically  over- 
subscribed, with  shares  allocated  by 
lottery.  Peng  doubled  his  money  by  sell- 
ing stock  in  China  Life,  the  country's 
biggest  insurer,  on  the  first  day  of  trad- 
ing in  Shanghai— a  practice  the  Chinese 
call  chao  gu,  which  translates  roughly 
as  "stir-frying"  shares.  "Picking  a  com- 
pany with  an  IPO  is  easy,"  says  Feng, 
who  has  about  $14,000  invested  in  the 
market.  "You  can't  lose." 


GETTING  CLEARER 

DESPITE  THE  CASINO-LIKE  atmosphere, 
part  of  the  surge  of  interest  in  stocks 
reflects  a  steady  improvement  in  the 
environment  for  retail  investors.  Since 
the  Shanghai  and  Shenzhen  exchanges 
opened  in  1991,  transparency  has  grown, 
better  companies  are  coming  to  market, 


and  the  brokerage  industry 
has  cleaned  up  its  act  un- 
der pressure  from  Beijing. 
Today,  China  boasts  a  thriv- 
ing mutual  fund  industry, 
with  some  $110  billion  in 
assets  under  management, 
equal  to  some  8%  of  the 
$1.4  trillion  combined  mar- 
ket capitalization  of  China's 
two  bourses.  "Listed  com- 
panies   are    more    serious 
about  corporate  governance 
issues,  being  transparent, 
and  creating  shareholder  value,"  says 
Tian  Rencan,  chief  executive  of  Fortis 
Haitong  Investment  Management  Co.  in 
Shanghai,  which  manages  $3.3  billion 
worth  of  mutual  funds  and  has  doubled 
its  client  roster,  to  some  600,000,  in  the 
past  year. 

Others,  however,  stress  that  China's 
capital  markets  still  have  a  long  way  to 
go.  The  quality  of  financial  data  pub- 
lished by  companies  is  wanting,  while 
the  macroeconomic  statistics  from  the 
government  are  often  suspect.  Without 
these  tools,  if  s  difficult  for  even  the  most 
sophisticated  of  investors  to  make  the 
right  calls.  Says  Michael  Pettis,  a  pro- 
fessor of  finance  at  Beijing  University: 
"Even  Warren  Buffett  would  be  a  specu- 
lator if  he  moved  to  China."  ■ 
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Finance  Strategies 

Private  Equity 
Goes  Public 

Firms  like  KKR  are  buying  stakes  in  public 
companies  and  pushing,  gently,  for  change 


BY  EMILY  THORNTON 

CAN  VORACIOUS  BUYOUT 
firms  like  Kohlberg,  Kra- 
vis  &  Roberts  earn  big  re- 
turns from  simply  buying 
a  stake  in  a  public  com- 
pany? KKR  thinks  so. 
On  Jan.  23,  KKR,  for 
one  of  its  publicly  traded  funds,  bought 
$700  million  of  Sun  Microsystems  Inc.'s 
convertible  debt  Sun  was  gratified  by  the 
deal,  hoping  it  would  send  the  message 
to  Wall  Street  that  the  tech  outfit  would 
emerge  from  its  struggles.  Both  KKR  and 
Sun  should  be  pleased:  Shares  in  Sun 
have  risen  7%  since  the  announcement, 
compared  with  a  3%  drop  for  the  Standard 
&  Poor's  500-stock  index.  It's  the  sort  of 
halo  effect  usually  reserved  for  the  likes  of 
legendary  investor  Warren  Buffett,  and  it 
may  signal  there's  a  new  player  to  mimic 
in  the  market  "I  think  Buffetf  s  record  is 
unmatched,"  concedes  Bret  Schaefer,  a 
vice-president  for  Sun.  But  "KKR  offers  a 
range  of  relationships  that  brings  unique 
value."  KKR  declined  to  comment 

As  private  equity  giants  with  bulging 
war  chests  race  to  buy  ever-larger  compa- 
nies, a  growing  number  of  players  rang- 
ing from  boutiques  to  major  buyout 
firms  are  acting  like  hybrids  of  passive 
mutual  fund  managers  and  activist 
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hedge  funds.  In  the  quest  for  extraordinary 
gains,  private  equity  players  like  KKR  are 
taking  minority  stakes  in  public  compa- 
nies, often  through  private  placements,  and 
working  with  management  teams  to  enact 
change.  But  unlike  agitating  sharehold- 
ers, they  aren't  hedging  their  positions  or 
launching  hostile  proxy  fights. 

At  Sun,  KKR  is  a  cheerleader,  chatting 
up  other  major  investors  on  conference 
calls  about  the  hidden  value  in  the  soft- 
ware maker.  With  this  new  relationship, 


KRAVISHis 

firm's  Wall 
Street  ties 
have  helped 
boost  Sun's 
shares 


76  I  BusinessWeek  I  March  19,  2007 


mMiinriitrfffi^^'^^MB^Mtuwwno"'M*1 


KKR  can  play  matchmaker,  giving  Si  3 
shot  at  being  a  supplier  to  its  37  port  j 
companies,  a  group  with  $97  billio: 
revenues.  Sun  will  likely  also  elect  a ! 
executive  to  the  board,  and  the  pri 
equity  firm  will  serve  as  counselor  foi 
tech  outfit's  upcoming  acquisition  si 
"They  will  give  us  free  advice  that 
would  have  otherwise  had  to  pay  in1 
ment  bankers  for,"  says  Schaefer. 

In  some  ways,  it's  a  natural  branci 
tension  for  private  equity.  Most  firms 
at  hundreds  of  potential  buyout  tai 
before  taking  only  a  dozen  or  so  pri 
But  in  separating  the  wheat  from 
chaff,  they  miss  out  on  more  tradirj 
stock  and  bond  opportunities.  If  the; 
vested  in  public  markets,  they  woulc 
only  expand  their  horizons  but  also  a 
paying  a  fat  premium,  as  they  do  in  a  i 
out  deal.  Extra  bonus:  If  things  don'tv 
out  as  they  predict,  the  funds  can  pui 
of  the  investment  more  easily. 

MIXED  RECORD 

STILL,  THIS  TACK  sparks  contro\ 
Some  private  equity  investors  resent 
ing  1%  to  2%  management  fees  and  g 
up  20%  of  profits  for  what  they  peiS 
as  mutual-fund-like  moves.  "Most  o 
clients  on  the  pension  side  say  the  fee 
too  much,"  asserts  Mario  L.  Giannini 
of  money  management  and  advisory 
Hamilton  Lane. 

Private  equity  outfits,  which  ua 
pitch  the  advantages  of  making  chi 
in  a  private  setting  over  a  public  one 
have  a  mixed  record  when  they  strayi 
their  expertise.  Blackstone  Group  be 
a  4.5%  stake  in  Deutsche  Telekom 
April,  but  so  far  its  $3.5  billion 
ment  is  down  $315  million 
other  side  of  the  spectrum,  privaj 
uity  giant  Warburg  Pincus  has 
at  least  $390  million,  or  118.45V 
its  private  placement  investma 
public  companies  since  2005y 
mates  PlacementTracker.  Bla 
and  Warburg  declined  to  comn 

Some  boutique  firms, 
Blum  Capital  Partners  and 
Capital,  think  there  are 
opportunities  in  the  markets 
don't  need  to  play  in  the  tradi 
private  equity  space.  Says 
Lind,  a  managing  partner  al 
Capital:  "We're  in  the  busi 
influence,  not  control." 

That's  the  kind  of  reb 
ship  some  companies  cozy 
Says  Sun's  Schaefer  of  KKR 
almost  like  having  an  extn 
member  on  my  investor 
tions  team."  ■ 


fojectors  can  do  wonders  for  your  presentations. 
|  Not  to  mention  your  image. 


NEC  NP60 


3000  ANSI  lumens  XGA  projector 

•  PC  control  port  enables  external  control  of  the  projector  using  a 
computer  or  control  system 

•  Easy  to  transport,  only  3.5  lbs. 

•  Automatic  focus  and  square  shot  technology  provide  optimum 
image  quality 

•  Three-year  parts  and  one-year  labor  with  one-year  lamp  warranty 


$1299 


NEC 


HP  Compaq  Business  Notebook  nc6320 

•  Intel*  Centrino*  Duo  Mobile  Technology 
-Intel*  Core"'  2  Duo  Processor  T7200  (2GHz) 

-Intel*1  PRO/Wireless  3945  Network  Connection  (802.11  a/b/g) 

•  Windows  Vista"  Business  Edition 


S1CQQ    NOTEBOOK 
\K3z)y    CDW  11 1773 


$1499 


SMART  BUY  •  S300  INSTANT  SAVING? 


Upto  S100 
Mail-in  rebate 


ACT!  by  Sage  2007  Standard  Edition 

•  Enables  you  to  instantly  access  key  contact  and  customer  information,  manage 
and  prioritize  activities,  and  track  all  contact-related  communications 

•  Offers  robust  integration  with  the  tools  you  use  every  day,  such  as  Microsoft*  Office, 
Lotus®  Notes*,  accounting  products  and  handheld  devices 

Full  version5  $179.00  CDW 1031243 
5-user  $831.99  GDW 1032259 


here  With  the  Technology  Solutions  You  Need. 

Want  your  presentations  to  look  as  good  as  the  work  that's  in  them?  At  CDW,  we're  there  with  a  wide  selection  of 
je  projectors.  Today's  projectors  not  only  give  your  work  the  finished  look  it  deserves,  but  they  are  more  affordable  and 
j  operate  than  ever.  With  our  fast  delivery,  you'll  get  yours  in  no  time.  So  call  today.  You're  doing  great  work,  let  it  show. 


icessors  include  Intel  Pentium  II,  III  or  Intel  Celeron  Processor;  AMD  processor  do  not  qualify;  trade-in  values  are  estimates  only;  actual  trade-in  values  may 
1 00  to  S500;  all  products  must  be  in  good  working  condition  and  have  a  fair  market  value;  call  your  CDW  account  manager  for  details;  offer  ends  6/30/07. 
Suy  instant  savings  reflected  in  price  shown;  HP  Smart  Buy  savings  based  on  a  comparison  of  the  HP  Smart  Buy  price  versus  the  standard  list  price  of 
lly  configured  product  if  purchased  separately;  savings  may  vary  based  on  channel  and/or  direct  standard  pricing.  'Up  to  S100  mail-in  manufacturer  rebate 
lurchase  both  ACT!  by  Sage  2007  AND  a  Lexmark  X5470  All-in-One  printer;  call  your  CDW  account  manager  for  details;  offer  ends  3/31/07  or  while 
t.  Offer  subiect  to  CDW's  standard  terms  and  conditions  of  sale,  available  at  CDW.com.  ©2007  CDW  Corporation 
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The  Right  Technology.  Right  Away. ' 

CDW.com  •  800.399.4CDW 


InfoTech  Visionaries 

Weaving  the  Web 
To  YourTaste 

Hossein  Eslambolchi's  service  will 
scour  the  Net  for  the  media  you  want 


BY  PETER  BURROWS 

WITHIN  TELECOM 
circles,  some  regard 
Hossein  Eslambol- 
chi  as  the  savior  of 
Ma  Bell.  In  2002, 
with  AT&T's  long- 
distance revenues 
fast  disappearing,  former  Chief  Executive 
Dave  Dorman  called  the  company  tech- 
nologist at  his  Silicon  Valley  home  to  ask 
him  to  become  "chief  transformation  offi- 
cer" and  push  through  a  radical  rewiring. 
Three  years  later,  Eslambolchi  had  re- 
placed AT&T's  aging,  inefficient  voice  and 
data  networks  with  a  single  Internet-based 
one  smart  enough  to  handle  everything 
from  basic  calls  to  sophisticated  corporate 
software  applications  over  one  set  of  gear, 
with  less  cost  and  complexity.  That  was  a 
major  reason  SBC  Communications  Inc. 
paid  $16  billion  for  AT&T  in  2005. 

Now,  having  helped  design  the  plumb- 
ing that  carries  hundreds  of  millions  of 
blog  posts,  songs,  and  video  clips  each  day, 
Eslambolchi  is  about  to  launch  one  of  the 
Web's  more  intriguing  technology  forays. 
His  goal?  Making  sense  of  all  those  bits. 
On  Mar.  13,  Eslambolchi's  10-person  start- 
up, Diwio  Inc.,  will  turn  on  a  service  that 
automatically  finds  audio,  video,  and,  even- 
tually, text,  on  your  favorite  subjects.  Then 
it  weaves  these  clips  together  to  create 
personalized  multimedia  channels  that  are 
updated  each  time  you  sign  on.  A  channel 
on  the  New  York  Yankees  might  start  with 
spring  training  highlights,  followed  by  vid- 
eotaped interviews  and  blog  postings. 


That  would  be  quite  a  change  for  Net- 
izens,  who  have  grown  used  to  clicking 
back  and  forth  between  bookmarked  sites 
or  wading  through  increasingly  cluttered 
personal  portals  such  as  My  Yahoo!  or 
MySpace.com.  Backed  by  $3 
million-plus  raised  from  an- 
gel investors  including  for- 
mer executives  of  Yahoo 
and  eBay,  Eslambolchi  has 
been  working  16  hours  a 
day  since  leaving  AT&T  in  late 
2005,  after  turning  down  an  offer  to  stay 
with  the  combined  company.  "We're  go- 
ing to  give  you  the  best  of  the  Web,  but 
only  what's  relevant  to  you,"  says  the 
Iranian-born  Eslambolchi,  49. 

It's  an  ambitious  goal,  backed  by 
technology  of  mind-numbing  complex- 


ity. And  that  might  be  Diwio's  big 
hurdle.  Even  the  most  focused  sta 
struggles  to  solve  a  single  major  p 
lem;  Eslambolchi  is  taking  on  sever 
them  at  once,  with  a  technology  he  < 
ALIP,  for  "adaptive  learning  intelli 
process." 

First,  Diwio's  software  trawls  the 1 
indexing  content  not  just  by  subjec 
tide,  but  by  bandwidth,  duration,  and 
a  dozen  other  attributes.  Then  a  "per 
alization  engine"  matches  each  cons 
er's  desires  to  this  data  base— sem 
based  on  past  requests,  that  the  us 
interested  in  Madonna  the  singer,  no 
mother  of  Christ.  Finally,  Eslamb 
says,  the  Diwio 


THE  PLUMBER 

Eslambolchi 
redesigned  the 
AT&T  network 


ers  will  stitch  the 
ments  together  in  i 
seconds,  regan 
of  what  media  fo 
they  were  coded  ii 
Sounds  impres 
But  the  site  has  to  work  right  out  o 
box  if  if  s  going  to  win  fickle  Web  u 
If  not,  "it  could  get  old  very  qui 
says  Mike  McGuire,  a  Gartner  resi 
vice-president.  Diwio  isn't  the  only  ( 
trying  to  help  Web  users  corral  con 
For  instance,  Joost,  from  the  four 
of  music  file-sharing  site  Kazaa  an< 
Skype  Internet-phone  service,  is  ha 
to  be  a  one-stop  shop  for  viewing 
shows  over  the  Net. 

LEARNING  CURVE 

ESLAMBOLCHI  WILL  FACE  a  majonil 
keting  challenge  to  break  througlj 
Web  2.0  clutter.  And  early  users  will 
some  patience.  That's  because  Diwii  | 
crawl  only  750,000  sites  at  first,  a 
fraction  of  the  entire  Web,  and  be<J 


ALIP  needs  time  to  learn.  Diwio  fig 
will  only  hit  the  mark  10%  of  the  tin: 
its  first  customers;  he  says  that  will  i 
to  60%  by  yearend. 

Divyio  hopes  to  make  mone 
sharing  ad  dollars  with  content  pr 
ers,  or  earning  fees  with  phone  car 
once  the  service  is  able  to  run  on 
bile  devices.  After  all,  if  Diwio  w 
it  should  generate  reams  of  media 
transmissions.  To  Eslambolchi, 
would  help  justify  those  newfai 
networks  he  had  a  hand  in  cres 
As  he  points  out:  "The  world's  < 
ers  have  invested  $10  billion  in 
[high-speed  mobile]  networks, 
what  are  they  doing  with  them?  E 
and  instant  messaging."  ■ 
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The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker.*  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology.  And,  our 
ultimate  goal,  a  cleaner  environment. 


'Based  upon  the  average  sales-weighted  fuel  consumption  tot  19' "  lei  /ear  passenger  car  and 

light  tn ick  fleets  sold  in  the  U.S..  based  on  CAFI 


The  Power  of  Dreams 


InfoTech  Venture  Capital 


COMMENTARY 


BY  ARIK  HESSELDAHL 


What  to  Do  with  Apple's  Cash 

Its  $12  billion  and  tech  expertise  could  nurture  promising  startups 


WHAT  WOULD  YOU  DO 
with  $12  billion?  That's 
how  much  cash  Apple 
Inc.  had  on  its  balance 
sheet  when  it  reported 
its  latest  quarterly  earnings  on  Jan.  17. 
Driven  by  the  wild  success  of  the  iPod 
line  and  the  rejuvenated  Macintosh,  Steve 
Jobs  and  crew  are  rolling  in  it.  And  that 
cash  hoard  is  growing  by  about  $1  billion 


I 

i 


and  change  per  quarter.  Apple  might  not  be  the 
richest  tech  outfit  around:  Microsoft  Corp.,  after 
all,  has  about  $29  billion  in  cash.  But  with  61% 
of  its  assets  held  in  cash,  Apple  dwarfs  Microsoft 
(44%)  on  a  relative  basis. 

Any  other  company  with  such  a  fat  savings 
account— and  zero  debt— might  be  castigated 
by  shareholders  or  even  become  a  target  of  pri- 
vate raiders.  That' s  unlikely,  given  Apple's  $76 
billion  market  cap.  You  would  at  least  expect  to 
see  investor-friendly  gestures  such  as  buying 
back  some  stock,  or  paying  dividends,  as  Apple 
did  from  1987  to  1995.  Or,  a  shopping  spree.  But 
tech  takeovers  have  a  high  failure  rate,  and  Jobs 
is  a  big  believer  in  the  power  of  small  teams  and  focused  op- 
erations. He's  not  going  to  throw  cash  against  the  wall  just  to 
become  a  player  in  lots  of  markets. 

In  the  rare  cases  where  Apple  does  deals,  it  tends  to  buy 
small  outfits  that  can  be  integrated  into  projects  already  under 
development.  In  2002,  Apple  paid  $30  million  for  EMagic,  the 
German  company  behind  the  Logic  program  for  professional 
musicians.  That  led  to  a  popular  Mac  program  called  Garage- 
Band.  Apple  also  has  used  its  cash  to  ensure  a  solid  supply  of 
components.  In  2005  it  bought  up  a  big  slice  of  the  world's 
NAND  flash-memory  manufacturing  capacity.  Those  chips  are 
key  components  in  the  iPod  nano  and  shuffle. 

But  now  consider  another  bet  Apple  could  make:  What  if 
it  took,  say,  $1  billion  and  handed  it  out  to  little  Apples  in  the 
making,  through  a  company-owned  venture  capital  arm? 

Plenty  of  other  tech  giants  have  gone  the  VC  route,  includ- 
ing Qualcomm,  Motorola,  IBM,  and  Intel.  Intel  Capital  has 
invested  $4  billion  in  1,000  companies  over  15  years— $1  bil- 
lion of  that  in  2006.  Some  160  of  those  companies  have  been 
scooped  up  by  other  companies,  while  a  further  150  have  gone 
public.  Either  way,  Intel  can  cash  in.  Last  year,  Intel  Capital's 
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Abetter 
way  for 
Jobs&Co.'s 
hoard  to 
benefit 
shareholders 


investments  added  $214  million  to  the  p 
company's  net  income. 

Not  every  roll  of  the  dice  comes  up  a  winni 
fact,  Intel  Capital's  holdings  lost  a  net  $45  mi 
in  2005.  But  getting  richer  in  the  short  tern  I 
the  point.  Intel's  agenda  is  to  use  its  consid« 
resources— cash,  technical  expertise,  and  ind' 
insight— to  discover  and  nurture  a  few  dozen 
liant  startups.  Their  success  could  lead  to  a 
in  chip  demand  down  the  road. 

Imagine  what  could  come  of  making  A 

cash,  together  with  its  technical  expertise  ai 

sign  sense,  available  to  a  raft  of  startup  comp 

If  you're  a  music-software  outfit,  wouldni 

want  guidance  from  the  folks  who  developed  the  iPod,  ( 

the  biggest  thing  in  consumer  electronics  in  a  decade,  ai 

iTunes  Store,  the  single  force  to  contend  with  in  the  still-n! 

age  of  digital  media  distribution?  The  Mac  OS  X  compufr 

erating  system  has  more  buzz  around  it  than  anything  ci 

from  that  company  outside  Seattle.  If  Jobs'  latest  hunch  is 

the  iPhone  may  prove  to  be  even  bigger  than  the  iPod. 

There  are  plenty  of  branches  of  the  Apple  tree  that  coi 
nourishment.  Once  you  get  beyond  the  big  names,  like  I 
soft,  Adobe,  Intuit,  and  a  batch  of  others,  the  most  pron 
names  developing  Mac  software  are  small  compani 
limited  resources.  Gaming  on  the  Mac  still  lags  far  bel 
Windows  world.  And  while  there's  a  healthy  industry 
$1  billion  or  more  in  iPod  accessories,  ideas  for  product 
around  enhancing  the  iPhone  and  Apple  TV  (which  sei> 
ternet  video  to  a  TV)  are  just  now  taking  shape. 

Apple  hasn't  always  been  this  successful.  At  one  point 
mid-1990s  it  had  barely  enough  cash  to  keep  its  doors  o| 
two  months.  Now,  those  days  seem  a  long  way  off.  And 
has  a  chance  to  use  some  of  its  winnings  to  help  other  stru 
entrepreneurs— and  enrich  shareholders  in  the  process.  I 
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aul  and  Lois  Kolada 
alanced  their 
rioiities  in  Ohio. 


Because  his  firm  is  a  leading 

designer  of  golf  clubs  —  and 

because  he's  an  avid 

player  —  Paul  loves 

Ohio's  many  first 

class,  affordable 

courses. 


THE  KOLADAS'  STORY 

"We  compete  very 
successfully  with 
firms  from  both 
coasts.  And  we 
wouldn't  trade 
our  lifestyle." 

Paul  Kolada,  Principal 
Priority  Designs 

Before  Paul  and  Lois  Kolada 
opened  their  industrial 
design  consulting  firm,  they 
established  priorities  for 
both  their  company  and  their 
personal  lives.  They  found 
a  perfect  balance  in  Ohio. 

Relocating  from  Michigan 
in  1990,  they  even  named 
their  new  company,  "Priority 
Designs."  It  quickly  became  one 
of  the  country's  leading  new 
product  development  firms, 
taking  conceptual  product 
ideas  through  prototyping 
and  engineering.  Priority 
designs  everything  from  golf 
clubs  to  consumer  electronics 
to  sophisticated  medical  devices 
for  well-known  clients  including 
TaylorMade-adidas  Golf, 
American  Standard,  Electrolux, 
and  the  Scotts  Company. 

With  a  strong  pool  of 
talented  designers  and 
engineers  trained  at  its 
excellent  universities,  Ohio 
proved  to  be  a  wise  choice  for 
their  business.  Real  estate  costs 
are  reasonable.  Overhead  is 
low.  And  Ohio  is  a  convenient, 
central  base  for  the  company's 
frequent  international  travel. 

On  the  personal  side,  the 
Koladas  found  a  wonderful 
place  to  raise  a  family  with 
outstanding  schools,  great 
neighborhoods  and  a  relaxed 
pace.  Yet  big-city  cultural 
amenities,  including  theater, 
museums  and  a  world-class 
zoo,  are  just  minutes  from  home. 

When  the  Koladas  came 
to  Ohio,  their  priorities  were 
"elbow  room,  a  lack  of 
pretension  and  the  freedom 
to  flourish."  That's  exactly 
what  they  found. 

Balance  your  priorities 

at  OhioMeansBusiness.com. 

Or  call  1-877-466-4551. 


Ohio 

Build  Your  Business.  Love  Your  Life. 


Feedback  Cover  Story 

Wellness 


or 


Orwellness? 


Our  story  about  Scotts'  controversial  health-care  plan 
provoked  strong  reactions 

In  their  latest  bid  to  control  soaring  health-care  costs,  many 
companies  are  ramping  up  their  "wellness  programs."  Few 
are  pushing  the  idea  as  aggressively  as  Scotts  Miracle- Gro  in 
Marysville,  Ohio.  In  our  recent  Cover  Story  "Get  Healthy— Or 
Else"  (Feb.  26),  we  described  Scotts  CEO  Jim  Hagedorn's 
all-out  attack  on  health-care  costs.  His  bold  move  to  audit,  in 
effect,  the  health  of  each  employee  has  helped  many  on  his 
staff.  But  some  workers  found  the  campaign  intrusive.  One,  Scott  Rodrigues, 
is  suing  Scotts  for  wrongful  dismissal  after  he  failed  a  drug  test  for  smoking. 
(The  company  says  his  job  offer  was  contingent  upon  the  drug  test.)  The  story 
provoked  an  avalanche  of  reader  commentary.  Here  are  edited  excerpts: 


»  Thank  you,  Business  Week,  for  your 
article  about  Scotts  Miracle-Gro 
and  their  invasive  tactics  into  their 
employees'  personal  lives.  It  is  truly 
shameful  that  a  corporation  makes  use 
of  data-mining  software  to  "scour  the 
physical,  mental,  and  family  health 
histories  of  nearly  every  employee"  to 
invade  their  personal  lives.  I  will  never 
buy  Scotts'  products  again. 

Bob  Bevill 
Merrimack,  N.H. 


»  In  many  ways,  wellness  is  a  measure 
of  personal  judgment.  If  employees 
won't  take  care  of  themselves,  why 
would  the  employer  assume  that  they 
will  take  care  of  the  company? 

Dick  Standaert 
Colorado  Springs 


»  Alcoholics  are  refused  liver 
transplants.  Drug  addicts  don't  get 
dialysis.  Morbidly  obese  are  passed 
over  for  knee  replacements.  Do 
employees  deserve  employer-subsidized 
health-care  coverage  if  they're  out  of 
compliance  with  health?  The  concept  of 
health  care  is  that  the  healthy  balance 
the  unhealthy  in  risk  assessment  and 
cost  analysis.  In  America,  127  million  are 
fat,  23  million  are  addicted  to  drugs  or 
alcohol,  and  then  there  are  smokers,  the 
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chronically  medicated,  and  chronically 
ill.  Where  are  the  healthy  to  balance  the 
un-?  Hagedorn  has  it  right.  Reward, 
encourage,  protect  the  healthy. 

MeMe  Roth 

President,  Action  against  Obesity 

New  York 

'REMARKABLE  LEADERSHIP' 

»  I  am  55  years  old  and  have  been  self- 
employed  for  most  of  my  working  life. 
So  has  my  wife.  Both  of  us  eat  well  but 
moderately,  exercise  regularly,  and  are 
trim  and  healthy.  In  spite  of  our  excellent 
condition,  we  must  pay  over  $7,800  per 
year  out  of  pocket  for  our  family's  health 
insurance  plan  because  60%  of  our  fellow 
citizens  [are]  overweight  or  obese,  drink 
too  much,  smoke  too  much,  and  exercise 
too  litde.  I  find  this  infuriating  beyond 
words.  My  view  is  that  those  people  should 
pay  out  of  their  own  pockets  for  the  health 
consequences  of  their  sedentary  lifestyles. 
I  applaud  Jim  Hagedorn's  relendess  yet 
engaging  approach  to  enforced  employee 
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STILL  SMOKING  Former 

Scotts  employee 
Rodrigues  on 
Cape  Cod,  Mass. 


wellness  and  I  hope  that  every  comp^ 
the  nation  follows  his  lead. 

Tonyr 
Owner,  Bay  Area  Property  Inspection 
BayMountain  Envirom 
San  Rafael  I 
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In  the  early  2000s,  Hagedorn,  like  many  other  CE 
watched  health-care  costs  explode.  From  what  he 
could  see,  the  government  and  the  health-insuran 
industry  weren't  doing  anything  to  solve  the  crisis. 

from  "GetHealthy-OrE* 


»  Health-care  costs  are  going  throu^ 
roof.  However,  throwing  out  privacyil 
discrimination  concerns  is  not  the  a  i 
The  answer  is  to  uncouple  employroi 
and  health  care.  Every  industrializee 
nation  on  earth,  except  ours,  puts  h(\> 
care  where  it  belongs:  on  the  nationi 
level,  as  a  basic  function  of  governm: 
that  every  citizen  is  entitled  to.  Hage 
has  discovered  that  minor  incentive 
work  in  changing  long-standing  pai 
of  behavior  and/or  addictions.  So  h£ 
wellness  program  tied  to  insurance 
and  Use  the  money  [to  lobby]  Wash 
for  something  that  will  really  solve  t 
problem.  That  is  universal  health  ca 

Victo 
Cat 


BBB 


• 


s  real  takeaway  is  that  we  have  yet 
evidence  that  employers  should 
it  of  the  health-insurance  game, 
lagedorn  has  shown  remarkable 
prship  and  passion  in  his  attack  on 
Bh-care  costs,  but  would  his  time 
M  alent  not  be  better  spent  attacking 
ipmpetitors  or  dreaming  up  more 
Ihrative  products? 

Bob  Gilbreath 
Cincinnati 


k 


E>ur]  article  doesn't  address 
E  companies  can  do  to  improve 
e.own  behavior.  Employees  are 
Ming  more  hours,  have  less  vacation 
tick  leave,  and  their  wages  are 
Kant.  These  working  conditions 
place  great  stress  on  workers. 
Ms  can  promote  eating  disorders, 
f  tension,  depression,  immune- 
Jju  suppression,  and  other  adverse 
■ologic  changes,  which  can  lead 
C^sity,  heart  disease,  diabetes,  and 
h  negative  health  outcomes.  To 
b  down  health-care  costs,  it's  not 
Employees  who  need  to  change 
e^behaviors. 

isiiimer:  Although  I  am  employed 
t-  Centers  for  Disease  Control  & 
edition,  Health  &  Human  Services 
'f  these  comments  are  my  own. 

Geoffrey  M.  Calvert,  M.D.,  MPH 
Cincinnati 


Hagedorn  concedes 
the  program  had  Big 
Brother  overtones. 
But  he's  adamant  about 
bringing  down  health-care 
costs.  'If  people  understand 
the  facts  and  still  choose 
to  smoke,  if  s  suicidal. 
And  we  can't  encourage 
suicidal  behavior.' 
from  "GetHeakhy-OrEke" 


»  Congratulations  to  Jim  Hagedorn 
for  his  determined  and  commonsense 
policies  incentivizing  his  employees. 
Jim's  decisions  are  based  on  the  harsh 
reality  that  our  workforce  apparently 
lacks  the  basic  self-discipline  to  control 
its  caloric  intake  and  exercise  every 
week.  The  dramatic  effects  of  today's 
obese  workforce  continues  to  affect 
our  company,  with  an  average  yearly 
premium  increase  of  30%.  If  s  time 
to  allow  the  insurance  marketplace  to 
segregate  based  on  the  lifestyle  choices 
which  drive  obesity,  or  we'll  all  be  unable 
to  afford  basic  health  care  in  a  few  years. 
Dale  B.  Van  de  Vrede 
Scottsdale,  Ariz. 


»  I  strongly  applaud  Hagedorn's  efforts 
at  health-care  reform.  In  my  present 
work  environment  of  90  employees, 
one-third  of  my  coworkers  smoke 
and  one  third  are  obese.  People  often 
take  extra  breaks  to  go  down  to  the 
parking  garage  and  smoke.  Office 
conversations  routinely  revolve  around 
what  fatty  and/or  fried  foods  to  order 
for  breakfast  and  lunch.  Our  company 
provides  an  outstanding  array  of  health 
care  programs  yet  they  are  routinely 
disregarded  and  sometimes  openly 
derided  by  employees.  Employees  who 
do  not  even  attempt  to  correct  their  poor 
health  habits  are  appallingly  naive  in 
failing  to  understand  that  their  lack  of 
responsibility  may  no  longer  be  shielded 
by  their  employers. 

Kevin  Mulhare 
Bridgeport,  Conn. 


CREEPY  ABUSE  OF  POWER' 

»  I  am  all  for  incentives  for  employees 
to  get  healthier  by  cutting  back  on 
high-risk  products  and  services.  But 
Scotts  wants  it  both  ways.  Scotts  sells 
legal,  high-risk  chemicals  that  cover 
grass,  then  seep  into  public  water 
supplies.  Hypocrisy  aside,  Scotts' 
policy  goes  beyond  any  respectable 
American  business  standard.  Scotts 
employees  must  submit  to  regular 
bodily-fluid  tests  and  divulge  their 
entire  family's  medical  history,  which 
involves  those  who  are  not  on  Scotts' 
payroll  or  present  to  consent.  This  is 
not  visionary  business  practice;  it  is  a 
creepy  abuse  of  power. 

Anne  Jones 
Woodstock,  N.H 

EDITOR'S  NOTE:  Scotts  maintains 
that  all  medical  data  are  kept  strictly 
confidential. 


»  Is  this  just  hilarious  or  is  it  darkly 
ironic?  Scotts,  the  corporation  that 
profits  by  selling  countless  tons  of 
toxic  chemicals  for  people  to  sprinkle 
on  their  lawns,  hassles  and  later  fires 
a  poor  sap  who  fails  a  "drug  test" 
for  cigarettes.  I  wonder  when  their 
"wellness"  program  will  start  looking 
at  the  health  risks  to  their  employees 
(and  the  rest  of  us)  who  use  Scotts 
lawn  products. 

Christian  Nelson 
Rochester,  Minn. 

EDITOR'S  NOTE:  Scotts  responds  that 
all  of  its  products  go  through  a  rigorous 
regulatory  process  before  they  are 
approved  safe  for  use  by  consumers. 


March  19.  2007  I  BusinessWeek  I  83 


Corporation  I  Insurance 


BRALY 

"Consumers  are 
telling  us  what 
they  want" 


Makin 
Insurance  Hi 

WellPoint  sees  growth  selling  no-frills 
coverage  to  twentysomethings 


BY  JOSEPH  WEBER 

ANGELA  F.  BRALY,  THE 
plainspoken  45-year- 
old  Texan  just  named  to 
lead  the  nation's  biggest 
health  insurer,  loves  the 
Web  sites  her  company 
uses  to  reach  out  to  un- 
insured twentysomethings.  WellPoint  Inc. 
targets  these  so-called  young  invincibles— 
generally  healthy  folks  who  shun  coverage 
as  too  cosdy  and  unneeded— with  images 
of  wild-haired  guys  and  girls  sticking  out 
their  tongues,  sketches  of  skateboarders, 
and  language  like,  "You  live  life  on  the  edge 
and  happily  go  over  it" 

The  big  Blue  Cross  Blue  Shield  plan 
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marketer  is  winning  hundreds  of  thou- 
sands of  new  customers  with  policies 
named  "Part-Time  Daredevil"  and  "Grav- 
ity Bender,"  offering  basic  coverage  for 
as  little  as  $67  a  month.  The  hip  sites, 
says  Braly,  are  helping  WellPoint  make 
"significant  progress"  in  bringing  health 
coverage  to  those  who  lack  it.  "Those  are 
cool,  don't  you  think?"  Braly  crows. 

But  no  matter  how  clever  or  colorful, 
the  Indianapolis  giant's  efforts 
to  shrink  the  ranks  of  the  unin- 
sured aren't  winning  universal 
acclaim.  The  slimmed-down 
policies,  which  omit  maternity 
benefits,  for  instance,  are  "ob- 


it 


scene,"  charges  one  critic.  With     The  Best  Performers 


them,  the  company  is  underinsurii 
overcharging  customers,  fumes  ai 
Others  say  Brah/s  outfit  may  wi 
covering  only  healthy  people,  1 
others  to  government  programs, 
a  public-policy  perspective,  it  < 
work,"  claims  Dr.  Don  R.  McCann 
nior  health  policy  fellow  with  Phy 
for  a  National  Health  Program, 
advocates  a  Medicare-like  singk 
system. 

Braly,  named  on  Feb 
take  over  on  June  1  for  t 
ing  WellPoint  Chief  Ex 
Larry  C.  Glasscock  (] 
begs  to  differ.  She's  an 
late  lawyer,  currently  th 


iZmtflrafimBfflflBflffiailtt 


maaaagmam 


rammfi 


*&: 


We  know  what  it  takes  to  be  a  Tiger. 

True  high  performers  aren't  defined  by  what  they  do  to 
reach  the  top,  but  what  they  do  to  stay  there.  It's  what 
we  call  continuous  renewal  and  it's  one  key  finding  from 
our  proprietary  research  into  the  world's  most  successful 
companies.  For  an  in-depth  look  at  our  study  of  and 
experience  with  high  performers,  visitaccenture.com/research 

Consulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered. 
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Turn 
Goods 


Deeds 


Gifts  In  Kind  international  makes  it  easy  for  your  company 

to  turn  inventory  into  valuable  resources  for  those  in  need... 

and  often  realize  a  tax  deduction  of  up  to  twice  cost. 

Donating  products  to  charities  is  the  smart  way  to  deal  with  changes  in  product  lines, 
damaged  packaging,  returns  and  samples,  end-of-season  merchandise  and  any  products 
for  which  your  supply  temporarily  exceeds  demand. 

Gifts  In  Kind,  the  world's  leading  charity  in  product  philanthropy,  will  design  and  manage 
a  customized  product  donation  strategy  for  your  company  -  absolutely  free  of  charge. 

Contact  Gifts  In  Kind  today  for  more  information. 

^FTS  IN  KIND. 

international 


Telephone:  (703)  836-2121 


Fax:  (703)  549-1481  •  E-mail:  productdonations@giftsinkind.org 
Web  site:  www.giftsinkind.org 
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"What  if 
you  have 
cancer?" 
one  critic 


parly's  general  counsel  running  pi 
and  government  affairs.  She  argues 
filling  the  health-care  coverage  gap 
take  "new  and  innovative"  approa 
that  meet  the  public's  needs  and  f 
etbooks.  Not  everyone  needs  mate 
coverage,  for  instance,  and  shouldn 
asked  to  pay  for  it,  she  says.  And  d 
ent  groups  have  different  "triggers 
seeking  insurance,  she  adds,  noting 
Hispanics— another  big  market  1 
Point  is  targeting  with  small-group 
cies— tend  to  avoid  coverage  until 
have  children.  "Consumers  are  tellii 
what  they  want,"  Braly  says,  arguing 
WellPoint  is  growing  because  it  liste 
Indeed,  consumers  are  snappin 
the  novel  policies  that  WellPoint  mai 
so  far  mainly  in  eight  states.  Sold  on 
like  Tonik.com  and  Soundhealth. 
they're  a  hit  with  those  aged  19  to  2S 
a  big  part  of  the  way  WellPoint  has 
coverage  to  some  780,000  previ 
uninsured  people  in  the  last  two  I 
says  Braly.  While  that's  just  a  frai 
of  the  na 
46  million 
sured— and  ( 
34.1  million 
WellPoint  c« 
most  in  Blue  i 
in  14  states 
effort  has 
£)dfC  "incredibly 

aaiV^  cessful,"  the 

■^■^^"  designate  sa;  i 

As   the  d 
on  health  care  rages  nationally,  Wei 
has  thrived,  hitting  No.  2  on  thet 
BusinessWeek  50  list  of  the  best  c 
rate  performers.  Even  if  it  doesn 
more  Blue  Cross  Blue  Shield  operc 
which  is  how  the  once-sleepy  $6  b 
a-year  Midwestern  company  grew 
titan  in  the  past  eight  years,  analy 
pect  its  net  income  to  grow  by  mor 
10%,  to  about  $3.4  billion,  as  sales 
above  $60  billion  this  year.  And 
says  WellPoint  will  be  acquisitive. 
But  it's  also  a  big  target,  an 
become  more  of  one  as  Braly  p 
for  a  bigger  role  in  the  national  1 
care  debate.  The  scaled-back  indi 
policies  WellPoint  offers  under  the  i 
and  Sound  brands  may  cost  as  li 
one-third  of  what  employer-based  H 
coverage  does,  but  they  cover  as 
four  doctor  visits  annually  (with  cc  J! 
and  carry  deductibles  ranging  as  1  J* 
$5,000  (or  $10,000  for  services  (  1 
a  network). 

"What  if  you  have  cancer?"  ask  8 
orah  J.  Chollet,  a  senior  fellow 
Mathematica  Policy  Research  Inc 
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fs  about  money. 


Earning  it.  Investing  it. 
Spending  it. 


isinessWeek  Weekend,  our  nationally  syndicated 
TV  program,  delivers  actionable  insight  into 
personal  finance  and  lifestyle  topics  including 
real  estate,  investing,  tech  trends,  and  travel. 


Tune  in  for  the  full  show  this  weekend, 
or  catch  clips  anytime  on  the  Web. 


Originating  from 
NASDAQ 


Airs  Saturday/Sunday  nationwide.  Find  your  local  station 
and  airtime  by  zip  code  at  businessweekweekend.com 


BusinessWeek  weekend 


When  you  help  the  American  Red  Cross,  you  help  America. 

We  all  have  to  look  out  for  each  other.  And  with  thousands  of  Americans 
requiring  help  every  day,  someone  needs  you  to  volunteer  now. 

Contact  your  local  chapter  or  visit  redcross.org 
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n  Washington.  "You  face  incred- 
qpensive  radiation  treatments  and 
)therapy,  and  if  s  guaranteed  you're 
to  see  a  doctor  once  a  week."  All 
;s  would  be  covered  up  to  $5  mil- 
tie  company  says,  after  the  patient 
le  deductible. 

skimpy  coverage  may  ultimately 
a  others.  Such  individual  poli- 
ake  young,  healthy  people  out 
ups— "risk  pools"  in  insurance- 
— that  help  pay  for  families'  and 
tne  else's  coverage.  Finely  tailor- 
nicies  "segments  the  risk  pool 
aves  older  and  sicker  people  in 
ol  with  higher  insurance  costs," 


frets  Kathleen  D.  Stoll,  director  of 
health  policy  for  Families  USA,  a  Wash- 
ington nonprofit  that  is  an  advocate  for 
health  care. 

Still,  to  some  health  system  players 
WellPoint' s  approach  makes  sense.  Is  it 
smarter  to  keep  an  unmarried  22-year- 
old  guy  uninsured  because  he  shuns 
pricey  benefits  that  only  families  need? 
WellPoint' s  tailored  plan  "is  cheaper 
than  a  lot  of  products,  so  of  course  it's 
not  going  to  cover  as  much,"  says  John 
W  Oxendine,  the  state  insurance  com- 
missioner in  Georgia  and  a  fan  of  Tonik. 
"The  key  is  disclosure,  so  consumers 
understand  what  is  covered." 


:ecutive  suite 

he  New  First  Lady 
If  Health  Care 


f  Senator  Hillary  Clinton  (D-NY),  or 
anyone  else  for  that  matter,  wants 
to  take  on  health-care  reform,  she'll 
have  to  deal  with  Angela  F.  Braly.  She 
will  be  the  most  powerful  woman  in 
I  care  come  June,  when  she  becomes 
:  executive  of  WellPoint  Inc.  Braly  will 
ably  be  the  most  powerful  woman  in 
iorate  America,  too.  The  $60  billion 
■moth  will  be  the  largest  U.S.  company 
■ve  a  woman  at  the  helm.  Those  close 
le  lawyer-by-trade  say  she'll  bring 
m,  preparation,  and  political  savvy  to 
■'ay.  She's  already  sounding  diplomatic. 
■'  won't  tell  politicians  what  to  do,  she 
M  but  will  insist  on  a  seat  at  the  table  in 


m  efforts:  "We  want  to  continue  to  be 
of  the  dialogue." 
a  swift  eight-year  ascent  to  the 
fcr  office,  Braly  has  developed  a 
let-oriented  but  nuanced  approach  to 
inotty  politics  of  health  care.  For  the 
|d,  she  says  she's  "very  supportive 
gs  like  fitness  and  wellness 
ams"  in  California  Governor  Arnold 
arzenegger's  plan  for  mandatory 
Sage  in  the  state,  for  instance,  but  not 
husiastic  about  proposed  profit  caps 
President  George  W.  Bush's  plans 
flx  credits  for  health  insurance  costs 
■ue  her,  but  she  wants  to  make  sure 
ilia  not  dismantling  the  employer-based 
«  n"  by  adopting  other  changes,  such 
imposed  taxes  on  benefits.  And  Braly  is 
■ient  fan  of  consumer  choice,  saying 


insurers  need  to  be  able  to  tailor  health 
plans  to  individuals'  needs.  That  approach, 
of  course,  is  anathema  to  critics  who  want 
government  to  be  a  low-cost  single  payer 
for  health  care. 

Braly's  trial  by  fire  came 
in  1999,  when  she  joined 
Blue  Cross  Blue  Shield  of 
Missouri  as  general  counsel 
and  point  person  for 
government  relations,  while 
the  plan  was  in  the  middle 
of  a  fight  over  its  conversion 
to  for-profit  status.  It  was 
her  first  job  after  practicing 
law  at  the  St.  Louis  firm 
Lewis,  Rice  &  Fingersh,  and 
Braly  quickly  disarmed  the 
battle's  myriad  protagonists 
with  a  mixture  of  charm 
and  substance.  The 
settlement  that  she  helped 
broker  created  a  billion- 
dollar  foundation  that  has 
distributed  over  $200  million 
so  far  to  nonprofits  aimed  at 
helping  the  uninsured  and 
underinsured,  and  it  set  the 
stage  for  the  Blue  plan  to  be 
swallowed  up  by  WellPoint. 
"She's  very  bright,  very  well 
prepared,  and  very  impressive,"  says  one 
opponent  in  that  fight,  Joel  D.  Ferber,  a 
managing  attorney  with  Legal  Services 
of  Eastern  Missouri.  "It  helps  to  have 


Braly's  rise 
has  been 
swift:  Eight 
years  to  the 
corner  office 


As  they  age,  customers  will  need 
fuller  coverage.  Braly,  who  earned  her 
spurs  running  the  Missouri  Blue  Cross 
Blue  Shield  plan  that  WellPoint  ac- 
quired, says  the  "Part-Time  Daredevils" 
will  move  up  as  they  settle  down.  "If  you 
can  really  bring  more  people  into  the 
health-insurance  market,  that's  a  posi- 
tive thing,"  says  Paul  B.  Ginsburg,  presi- 
dent of  the  Center  for  Studying  Health 
System  Change,  a  policy-study  outfit. 
He  admits  to  mixed  feelings  about  the 
WellPoint  approach. 

The  challenge  for  WellPoint  will  be 
whether  it  can  provide  affordable  full  cov- 
erage for  the  no-longer-invincibles.  II 


people  who  are  likable  in  those  situations. 
Tempers  flare." 

It  wasn't  long  before  Braly,  a  Dallas 
native  who  got  her  law  degree  at  Southern 
Methodist  University  and  still  speaks 
with  a  Texas  twang,  got  a  crash  course  in 
corporate  politics,  too.  In  2002,  WellPoint, 
then  a  fast-growing  California  insurer, 
bought  the  Missouri  Blue  plan.  Two  years 
later,  Indianapolis-based  Anthem  acquired 
WellPoint  (and  took  its  name).  Currently 
an  executive  vice-president  who  oversees 
the  company's  Medicare  claims  unit, 
Braly  emerged  as  a  key  strategist  in  the 
integration  of  WellPoint  and  Anthem  under 
outgoing  CEO  Larry  C. 
Glasscock,  who  will  stay 
on  as  chairman.  Her  varied 
roles  helped  as  the  board 
reviewed  succession 
candidates  last  spring, 
with  the  guidance  of 
management  consultant 
Ram  Charan.  "She's 
very  much  a  diplomat  by 
nature,"  says  John  J.  Riffle, 
a  managing  partner  at  her 
old  firm.  "It's  just  instinct 
with  her." 

Riffle  also  remembers 
that  her  capacity  for  work 
was  exceptional.  He  would 
receive  e-mails  from  her  at 
crazy  hours  when  she  was 
trying  to  juggle  the  rearing 
of  her  three  children  with 
her  work  as  a  corporate 
lawyer.  Now,  with  the  kids 
in  school,  she'll  have  help 
from  her  husband,  Douglas, 
a  retired  trucking  company 
executive.  "You  can  never  wear  her  down," 
Riffle  says.  That's  a  quality  that  will  come  in 
handy  when  she's  on  Capitol  Hill. 

-Joseph  Weber 
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Redefining  Compensation  in 
Today's  Workplace 


For  today's  business  leaders,  hiring  and 
retaining  the  best  employees  has  become 
more  and  more  challenging.  Globalization, 
cut-throat  competition,  a  younger  and  highly 
mobile  workforce,  and  a  marketplace  in 
which  opportunities  are  always  open  to  top 
talent,  call  for  a  new  approach  to  compensa- 
tion. 

In  the  traditional  view,  compensation  is  a 
simple  salary  equation,  measured  in  dollars. 
The  company  pays  money  to  its  employees 
and  in  return  receives  their  services.  Higher 
pay  equals  a  more  desirable  job. 

This  view  is  a  carryover  from  the  past.  Fifty 
years   ago,    the    marketplace    changed   very 


r  visit  www.expert-insights.com  1 

opportunity  for  alternative  work  schedi  ,. 
telecommuting.  Increasingly  people  recy 
that  resolving  conflicts  between  their « i 
and  personal  lives  is  essential  to  healtf  j| 
piness,  and  productivity. 

slowly.  Families  often  had  a  single  wage  earn-     .   EmPloyers  need  t0  know  whY  ™I  i 

er  who  sought  long-term  employment  and 

was   loyal   to   the   company.    Companies,   in 

turn,  offered  stability  to  their  employees  by 

providing  health-care,  retirement,  and  other 

benefits,  in  addition  to  a  paycheck. 

In  today's  world  companies  need  a  more 
expansive  view  of  compensation.  People  still 
care  about  how  much  they're  paid,  and  yes, 
the  traditional  salary  equation  still  has  rele- 
vance, but  many  elements  of  compensation 
are  no  longer  easily  quantifiable  in  dollars  (or 
yen  or  euros). 

Today,  wage  earners  want  quality  of  life. 
They  need   flexibility.   They  search  out  the 


makes  them  productive.  Employers  mi 
determine  how  to  modernize  their  cc 
sation  strategies  in  a  way  that  benel 
bottom  line.  Traditionalists  will  alway 
this  expanded  definition  of  compen 
The  old  equation,  after  all,  worked  we. 
long  time.  But  companies  that  ignore  c 
in  the  employment  landscape  will  lik( 
a  future  of  recruitment,  retention  ar 
ductivity  issues,  resulting  in  low  grov 
weak  profits. 


To  read  the  full  report,  go  to 
www.expert-insights.com/ceridian.asr 


CERIDIAN 


Ceridian  offers  the  broadest  range  of  solutions  to  manage  a  company's  human  resources  and  employee  effectiveness  needs.  Ceu 
suite  of  solutions  includes  HR  administration,  talent  acguisition  &  management,  compliance,  payroll  &  compensation,  benefits  admin  \ 
tion,  and  employee  effectiveness.  By  providing  reliability  and  outstanding  service,  Ceridian  enables  over  80  percent  of  the  Fortune  1e 
over  60  percent  of  the  Fortune  1000  to  focus  on  their  core  business.  More  than  110,000  clients  with  25  million  employees  worldwide  i< 
on  Ceridian  every  day  to  better  manage  their  businesses  and  their  employees.  (800)  729-7655  •  www.myceridian.com 


New  Economy  Web  and  Voice  Tools 
Improve  Customer  Experience,  Sales 


It's  no  secret  that  customer  service  is  a  key  chal- 
lenge for  companies  doing  business  online.  Now, 
new  tools  that  marry  Web  and  voice  technologies 
can  improve  how  your  business  connects  with  cus- 
tomers and  increase  the  sales  effectiveness  of  your 
Web  site.  Until  recently,  these  technologies  came 
with  large  price  tags  and  lengthy  contract  commit- 
ments. But  that's  changing  -  and  your  business  is  the 
beneficiary 

The  Internet  is  where  most  customers  first  go  for 
product  and  service  information.  These  days  its  all 
about  making  your  Web  site  more  customer-centric. 
Therefore,  the  ability  to  solve  sales  issues  and  pro- 
vide customer  support  through  a  live  sales  agent  is  a 
mission-critical  initiative,  not  just  an  added  feature. 


Web-initiated  "click-and-connect"  technology 
now  makes  it  easy  to  install  a  Sales  Agent  or 
Customer  Service  button  on  Web  pages  so  cus- 
tomers can  do  business  with  you  by  phone  -  easily 
and  conveniently  When  customers  click  the  button, 
they  are  instantly  connected  -  via  their  regular 
home,  office  or  mobile  phone  -  with  the  customer 
service  or  sales  agent.  This  level  of  access  increases 
sales  conversion  rates  and  reduces  shopping-cart 
abandonment. 

The  benefits  of  Web-initiated  calling  also  extend 
beyond  Web  sites.  For  marketing  and  sales  execu- 
tives, public  relations  practitioners,  and  other  profes- 
sionals, adding  a  click-and-connect  button  to  out- 
bound emails  improves  response  rates.  In  addition  to 


live  phone  leads,  Web-initiated  calling  delive 
online  marketing  analytics  that  enable  advEt 
track  the  effectiveness  of  campaigns  in  real-i 


Click  to 

Call  Us 

Now! 


Click-and-connect  technology  requires 
front  cost  and  it's  easy  to  install:  simply 
account  online  and  paste  HTML  code  ini 
site  or  email  signature.  You  pay  pennies  p 
for  calls.  And  the  return  on  investment 
immediate. 

.    The  more  you  improve  the  customer  a 
the  more  you'll  improve  sales.  Now  all  1 
can  take  advantage  of  Web-initiated  phoi 
ogy  and  reap  the  rewards.  Just  click 


To  read  the  full  report,  go  to 
www.expert-insights.com/jaduka.asp 


jaduka 


Jaduka  provides  tools  and  technology  that  empower  businesses  to  acguire  and  retain  customers.  The  company's  W 
grated  telecommunications  services  enable  customers  and  online  community  members  to  simply  click  a  button  t( 
niently  talk  on  the  phone  or  privately  exchange  information.  Dallas,  Texas  •  Tel:  800.880.5910  •  www.Jaduka.com. 
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izing  company  performance  and  main- 
competitive  advantage  are  two  of  the  most 
goals  in  todays  business  environment. 
:  perfonnance  standards  are  ever-increas- 
■nanagers  face  some  incredible  challenges 

their  employees  are  actively  engaged  in 
ing  to  the  company's  overall  success. 
lay  managers  tackle  the  question  of  how 
se  employee  performance  and  produc- 
ile  keeping  overall  costs  down.  Many 
;  feel  that  offenng  cash  incentives  are 
sy  and  economical  fixes  to  achieve  their 
However,  a  study  performed  by  the 

Federation  in  2005  points  out  that  60% 
yees  see  cash  as  a  part  of  their  compen- 


sation package  -  an  increase  of  3%  over  2003. 

What  are  managers  to  do  if  over  half  of  their 
employees  feel  that  they  are  "owed"  cash,  and  that  it 
is  expected?  What  enticing  ways  are  there  to  increase 
performance  while  keeping  the  budget  in  check? 


Chart  2.12G    Respondents  Perceiving  Cash  Payment  is 
Part  of  Remuneration  Package 


A  2003  study  from  the  Society  of  Incentive  &r 
Travel  Executives  (SITE)  Foundation,  found  that 
employee  performance  is  markedly  better  when  in 


pursuit  of  a  non-cash  incentive  (such  as  merchan- 
dise, gift  certificates  and  travel).  Participants  work- 
ing toward  a  non-cash  incentive  improved  per- 
formance by  38.6%,  while  there  was  only  a  14.6% 
lift  created  by  a  cash  incentive. 

It's  not  only  the  reward;  another  key  element  of 
incentive  compensation  is  structuring  a  program 
that  keeps  employees  excited,  motivated  and 
productive. 

So  how  does  one  get  started?  According  to  the 
2005  Incentive  Federation  study,  the  most  com- 
mon objectives  for  non-sales  recognition/motiva- 
tion programs  are:  better  customer  service,  build 
morale,  foster  teamwork,  and  obtain  ideas  or  sug- 
gestions. Recognizing  what  motivates  and  inspires 
employees  to  excel  combined  with  a  well-designed 
incentive/compensation  package,  and  managers 
are  sure  to  see  performance  and  profitability  rise. 


To  read  the  full  report,  go  to 

www.expert-insights.com/rymax.asp 


MX 


This  report  was  written  by  Kara  Sibilia,  Senior  Director  of  Project  Marketing  for  Rymax  Marketing  Services,  Inc.  Rymax,  an  industry- 
leading  provider  of  merchandise  incentives,  understands  the  important  role  incentives  play  in  increasing  a  company's  bottom  line. 
Rymax  offers  luxury  products  at  factory-direct  prices  -  meaning  that  clients  receive  the  best  value  for  their  money  -  and  also  devel- 
ops customized  incentive  programs  to  help  businesses  maximize  performance.  Clients  count  on  Rymax  to  execute  motivational  pro- 
grams utilizing  the  best  branded  merchandise.  For  more  information,  visit  www.rymaxinc.com/businessweek  or  call  (866)  879-2807. 
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Payoffs  of  Employee  Engagement 


lies  that  invest  in  a  culture  of  engagement 
easurable  dividends,  including  top 
tenkuigs,  a  positive  company  culture,  and 
g  individual  performance  -  all  key  driv- 
uctivity  and  financial  success.  So  why  are 
anies  spending  up  to  $300  billion  annu- 
ain  disengaged,  passive  employees? 
iman  resource  professionals  cite  a  lack  of 

ducation  and  resources  to  address  the 
lpanies  may  not  understand  how  to  influ- 

yee  engagement  or  measure  the  intangi- 
^sult,  they  undervalue  the  dividends  that 

t  brings  to  the  bottom  line.  The  results  are 

and  affect  revenue,  product  superiority 

tion,  and  customer  relations. 


Engaged  employees  are  typically  highly  motivated 
and  involved  with  their  work.  They  are  committed 
to  the  organization  and  the  success  of  co-workers, 
which  inspires  others.  These  individuals  are  natural- 
ly oriented  toward  good  customer  service  and  opti- 
mistic about  accomplishing  goals. 
The  Significant  Dividends  of  Engagement 

1.  People  Power.  Retaining  top  talent  equates  to 
less  dollars  on  recruiting  and  training.  Building  a  sus- 
tainable culture  requires  stability  and  low  attrition. 

2.  Positive  Outcomes.  Engaged  employees  cre- 
ate positive  outcomes.  They  are  a  magnet  to  other 
people,  refer  employees,  and  build  relationships. 
Engaged  employees  create  engaged  customers,  and 
this  drives  repeat  business. 


As  more  companies  place  higher  priority  on 
engagement,  there  is  a  greater  need  for  proactive 
tools.  A  key  success  factor  includes  tailoring  your 
recruiting  and  screening  practices  to  identify  the 
candidate  characteristics  that  deliver  engaged 
employees  from  day  one. 
Three  Ways  To  Improve  Engagement 

1.  First  Things  First.  Begin  with  tailored 
recruitment  and  screening  efforts.  If  this  is  not  an 
area  of  core  competency,  enlist  a  staffing  partner  to 
target  key  candidate  qualities. 

2.  Get  an  Outside  Perspective.  Enlist  an  outside 
consultant  for  an  unbiased  assessment  of  your  current 
level  of  employee  engagement  and  strategies  that 
would  best  support  your  company's  goals  and  culture. 

3.  Shared  Focus.  A  tandem  effort  between 
human  resources  and  management  is  an  essential 
component  of  successful  engagement  strategies. 


To  read  the  full  report,  go  to 
www.expert-insights.com/HRSolutions.asp 
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HR  Solutions  is  a  leading  staffing  partner,  providing  tailored  search,  contracting,  and  consulting  services  in  northern  and 
Southern  California  since  1990.  Dedicated  to  building  long-term  relationships,  HR  Solutions  specializes  in  representing 
gualified  human  resources  professionals  for  direct-hire,  contract  and  consulting  positions  with  companies  of  all  sizes. 
For  more  information  visit  www.hr-solutions.com. 
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Open-Air  Hardtops 

Metal-roofed  convertibles  are  sturdier,  safer,  and  offer  better  handling 
and  a  dramatically  quieter  ride  than  most  ragtops.  by  matt  vella 


BEACH  BIMMER 

BMW328i  Convertible 

BASE  PRICE:  $43,975 
ENGINE:  3-liter  inline-6 

POWER:  230  horses 

EPA  MILEAGE:  20-30  mpg 

TRUNK  SPACE  (UP/DOWN): 
9cu.ft./4.8cu.ft.(est.) 


WHO  DOESN'T  LOVE  A  CONVERTIBLE? 
With  the  top  down,  that  is. 
But  when  a  conventional 
ragtop  is  closed,  it  can  be 
noisy  inside.  The  soft  roof 
also  may  not  wear  well  or 
offer  much  protection  in  a  crash. 

Hardtop  convertibles  resolve  such  problems. 
And  now  there's  a  raft  of  new  metal-roofed 
open-air  roadsters  and  coupes  ranging  in  price 
from  around  $20,000  to  well  above  $100,000. 
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All  of  them,  from  the  lowest-cost  Mazda  Mx-5 1 
to  the  ultra-luxurious  Mercedes-Benz  SL550  R 
ster,  open  in  seconds.  Just  push  a  dash-mounta  (^ 
button  and,  thanks  to  a  complex  system  of  mot    , . 
and  tightly  choreographed  metal  origami,  the  a  i^ 
tucks  neatly  away  behind  you.  i  jflvf 

Hardtops  offer  improved  durability  and  gres  ^ 
safety  than  ragtops.  Closed,  the  cabins  are  draw  ^ 
cally  quieter,  too.  And  because  of  their  more  rig*  ^ 
underlying  body  structures,  most  handle  bette   i 

The  trade-off  for  a  sturdier  roof  and  easy  op* 


saast 


IF  MONEY  IS  NO  OBJECT 

Mercedes-Benz  SL550 

BASE  PRICE:  $95,575 
ENGINE:  5.5-liter  V-8 

POWER:  382  horses 

EPA  MILEAGE:  14-22  mpg 

TRUNK  SPACE  (UP/DOWN): 
10.2cu.ft./7.3cu.fl. 


G  FOR  THE  BUCK 

cswagenEOS 

RICE:  $27,990 

E:  2-liter  4-cylinder  turbo 

R:  200  horses 

LEAGE:  23-32  mpg 

(SPACE  (UP/DOWN): 
i.ft./6.6cu.ft. 


BUDGET  THRILL  MACHINE 

Mazda  Mx-5Miata 

BASE  PRICE:  $24,945 
ENGINE:  2-liter  4-cylinder 

POWER:  166  horses 

EPA  MILEAGE:  25-30  mpg 

TRUNK  SPACE  (UP/DOWN): 
5.3cu.ft./5.3cu.ft. 


blose  is  cramped  cargo  room.  With  the  top 
fed,  trunk  space  in  most  of  these  models  is  cut 
lu,  and  on  most  smaller  roadsters  it's  virtually 
mated.  The  sole  exception  is  the  Miata— it  loses 
fti  inch  of  cargo  room  when  it  goes  topless. 
lb  new  hardtop  convertibles  are  technological 
■atlers.  Automakers  are  looking  to  these  models 
aate  excitement  in  the  showroom  even  if  most 
stmers  are  likely  to  drive  off  in  more  practical 
•fere's  a  sampling  of  sporty  vehicles  with  pow- 
fc'ding  hardtops  for  just  about  any  budget. 


BusinessWeek  .com 


WISH  LIST:  For  a  look  at  the  latest  hardtop  convertibles, 
see  our  slide  show  at  www.businessweek.com/extras. 
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Just  as  Sly 

As  He  Ever  Was 


^1  THIS  YEAR  MARKS  THE  40TH  ANNIVERSARY  of  what  has  long  been  referr 

to  as  "The  Summer  of  Love  "  the  magical  year  1967,  of  Sgt.  Pepper 

4P  and  wearing  flowers  in  your  hair.  As  such,  it's  also  the  40th 

anniversary  of  the  release  of  A  Whole  New  Thing,  the  first  album 

by  San  Francisco's  Sly  &  The  Family  Stone.  In  honor  of  that  milestone, 

Epic/Legacy  has  lovingly  remastered  and  repackaged  the  seven  albums 

the  group  recorded  for  the  label  from  1967  to  1974.  J  Sylvester  Stewart  ha; 


•i 


already  made  a  name  for  himself  by 
the  time  he  enlisted  his  brother  Freddy, 
sister  Rose,  and  cousin  Larry  Graham 
and  formed  one  of  the  first  (and  cer- 
tainly most  successful)  multiracial  rock 
groups,  with  drummer  Greg  Errico,  Jer- 
ry Martini  on  sax,  and  Cynthia  Robin- 
son on  trumpet.  He  changed  his  name  to 
Sly  Stone  in  1963  when  he  became  a  San 
Francisco  R&B  disc  jockey  who  mixed  in 
the  rock  of  bands  like  The  Rolling  Stones 
and  The  Beatles  with  rhythm  and  blues. 
From  1963  to  1966,  he  also  produced 
artists  such  as  The  Beau  Brummels  and 
The  Mojo  Men  for  the  Bay  Area's  Au- 
tumn Records  label,  which  was 
started  by  progressive  radio  pi- 
oneer "Big  Daddy"  Tom  Dono- 
hue.  Young  Sly  even  produced 
Grace  Slick's  original  version 
of  Somebody  to  Love  with  The 
Great  Society,  her  band  before 
Jefferson  Airplane. 

Sly  Stone  went  on  to  create  a 
body  of  work  and  a  completely 
new  sound  that  has  stood  the 
test  of  time.  We  all  know  the 
hits— Dance  to  the  Music,  I  Want 
to  Take  You  Higher—  and  can 
name  them  in  seconds  when 
we  hear  them  start  to  play.  But 
digging  into  the  albums,  even 
all  these  years  later,  yields  nug- 
get after  golden  nugget.  The 
influence  of  his  work  on  popu- 
lar music  to  this  day  cannot  be 
overstated. 

94  I  BusinessWeek 


Each  of  the  discs  is  expanded  with  bo- 
nus tracks  and  will  be  released  on  Apr.  10 
in  a  limited- edition,  numbered  run,  both 
individually  and  collectively.  There  are  21 
previously  unreleased  tracks  in  all,  includ- 
ing instrumental  outtakes,  mono  single 
versions,  and  B-sides. 

A  FEW  SELECTED  HIGHLIGHTS: 

A  Whole  New  Thing  (originally  released  in 
November,  1967)  Listen  to  Trip  to  Your 
Heart  for  a  hint  of  things  to  come. 

Dance  to  the  Music  (April,  1968)  The 
mono  single  version  of  the  title  track  is 


included,  as  well  as  a  previously  un 
released  cover  of  Otis  Redding's  Id  ". 
Turn  You  Loose. 

Life  (November,  1968)  This  album/, 
my  personal  favorite,  Jane  Is  a  Grow 
is  the  hidden  jewel  in  the  catalog. 

Stand!  (April,  1969)  The  big  break- 
through album,  most  fans  will  pick  I  ' 
this  one  up  first.  Five  bonus  tracks ; 
added,  including  the  original  monoi 
single  mixes  of  the  tide  track  and  / 
To  Take  You  Higher. 

There's  a  Riot  Goin'  On  (November,  1« 
This  is  a  timeless  masterpiece  esseii 
to  any  well-rounded  collection.  Ant 
version  of  Family  Affair  (by  John  Ltii 
and  Joss  Stone  with  Van  Hunt)  wor  j 
Grammy  this  year  for  Best  R&B  Per 
mance  by  a  Duo  or  Group  with  Voc 
You  won't  find  that  remake  here,  bit 
you  will  get  the  original,  as  well  as  | 
bonus  tracks,  including  the  mono : 
mix  oSRunnin'  Away. 

Fresh  (June,  1973)  My  gem  is  Babie 
Makin'  Babies,  and  an  alternate  ve: 
is  included  among  the  five  bonus  ti 

Small  Talk  (July,  1974)  This  final  all 
was  a  solid  effort.  Loose  Booty,  Tim 
Livin',  and  the  title  track  are  here, 
dition  to  four  bonus  tracks.  II 


Mike  Marrone  is  program  director  bfXM 
Satellite  Radio's  The  Loft,  a  channel  that 
on  an  eclectic  mix  of  singer-songwriters 
the  1960s  to  today. 
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BY  ROBERT PARKER 


Margaux  Beyond 
Chateau  Margaux 


COULD  PAY  $150  for  a  bottle  of  Chateau  Margaux,  one  of  the  elite,  first- 
Wth  producers  in  one  of  the  most  famous  appellations  in  Bordeaux.  But 
can  get  world-class  wines  from  other  Margaux  chateaux  that  sell  in  the 
-to-$50  range.  With  these  wines,  the  relatively  low  prices  don't  reflect 
quality.  Look  for  the  2000, 2001,  and  2003  vintages,  and  the  2004s  and 
s  when  they  become  available.  Here  are  some  chateaux  to  put  on  your  list: 

Cantenac 

nown  but  often  ignored  chateau, 
antenac  has  been  producing 
black-currant-scented,  full-bodied, 
ar  wines.  Although  somewhat 

for  the  Margaux  appellation,  they 
Icentrated  as  well  as  potentially 
fed  (20  or  more  years). 

irs 

he  largest  vineyards  in  Bordeaux, 
te  has  been  resurrected  over  the 
:ade,  turning  out  sexy,  up-front 
ffering  gorgeous  aromas  of  incense, 
rries,  licorice,  smoke,  and 
This  opulently  styled 
x  is  often  showy  at  a 
ge,  but  it  will  continue 
nkable  for  the  next  20 


■o  the  efforts  of  Marie- 
(ichyler.Kirwanisnow 
luiig  powerful,  rich,  pure, 
alfforts  meant  for  long-term 
ftdolent  of  black  cherries, 
■cassis,  and  spicy  new  oak,  the  wines 
able  of  lasting  three  decades  or  more. 

cnbes 

oflargaux's  more  flamboyant 
fte  wines,  Lascombes  offers 
■t  aromatics  of  spring  flowers, 
H  rocks,  espresso  roast,  charcoal, 
be  ies,  and  blackberries.  It  is 
•)le  when  young  but  seems  to 
•  enough  opulence  and  richness  to 
<  vll  for  two  to  three  decades. 


bodied,  MalescotSt 


Malescot 
St.-Exupery 

Always  restrained 
and  never  full- 
-Exupery  wines 


have  an  intense  flavor  profile  and  almost 
ethereal  aromatics  of  red  and  black  fruits 
intermixed  with  black  tea,  truffles,  coffee, 
and  spices. 

Prieur6-Lichine 

These  wines  are  meant  for  immediate 
gratification,  not  long-term  aging.  Prieure- 
Lichine  offers  a  gorgeous,  up-front  perfume 
of  ripe  fruit,  spicy  oak,  and  flowers  followed 
by  a  supple-textured,  lush,  velvety-styled 
wine  that  is  hard  to  resist. 


Rauzan-Segla 

Under  the  ownership  of  Chanel,  the 
perfume/fashion  house,  Rauzan-Segla  has 
been  resurrected  and  returned  to  its  proper 
place  in  the  Bordeaux  hierarchy.  The  wines 
exhibit  powerful  tannins  and  an  unmistakable 
mineral  component.  However,  this  is  among 
the  most  restrained  styles  of  Margaux.  These 
wines  are  meant  for  true  connoisseurs,  and 
most  top  vintages,  such  as  2005, 2004,  and 
2001,  require  5  to  10  years  of  cellaring  before 
reaching  their  full  potential.  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 

March  19.  2007  I  BusinessWeek  I  95 
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Not  Just  for 
The  Needy 

Why  schools  are  giving  more  scholarship 
money  to  affluent  kids 

BYLYNNO'SHAUGHNESSY 


THE  STICKER  pn 
some  colleges- 
universities  nc, 
vals  the  $21(1 
cost  of  the  mt 
American    h 
and  even  wealthy  families 
the  pain  when  they  start  w 
those  large  checks.  But  afi 
parents  shouldn't  assume 
will  have  to  pick  up  the  \ 
tab  by  themselves.  Far  frc 

A  growing  number  of  top 
schools  have  begun  handing  ou 
wads  of  cash  to  households  th: 
not  appear  to  need  it.  Why?  "We 
families,  who  have  students  wh( 
are  desirable  because  they  prop 
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school's  profile  in  the  college  rankings, 
and  they  can  also  pay  a  significant  por- 
tion of  their  education,"  says  Deborah 
Fox,  president  of  Fox  College  Fund- 
ing in  San  Diego,  a  firm  that  advises 
higher-income  families  on  strategies  to 
apply  for  college  funding. 

CARVING  UP  THE  PIE 

THIS  RUSH  TO  offer  financial  carrots 
to  kids  from  places  such  as  Greenwich, 
Conn.,  Lake  Forest,  111.,  and  Newport 
Beach,  Calif.,  is  a  dramatic  departure 
from  the  1990s  when  a  handful  of  brain- 
iacs  might  capture  a  college's  meager 
lineup  of  academic  scholarships  while 
everybody  else  either  paid  the  full 
freight  or  queued  up  for  financial  aid. 
Today,  colleges  that  routinely  awarded 
promising  but  financially  needy  stu- 
dents full  rides  of  $30,000  or  $40,000 
a  year  might  carve  up  some  of  those 
packages  among  three  or  four  well-off 
academic  achievers.  They  figure  that 
tossing  $10,000  a  year  to  an  affluent 
kid  from  the  big  city  or  suburbs  might 
be  enough  to  elicit  an  acceptance. 

Colleges  bearing  scholarships  aren't 
interested  in  academic  slouches.  The 
student  must  be  an  above-average  ap- 


plicant among  those  vying  for  admis- 
sion to  a  particular  school.  At  some 
institutions,  that  will  require  an  "A" 
average,  but  at  others  "B"  students 
with  an  SAT  score  barely  above  1000 
could  walk  away  happy.  Teenagers 
who  are  determined  to 
get  into  a  "reach"  school, 
where  they  barely  qualify 
for  admission,  are  likely 
to  get  nothing  in  their 
stockings. 

Statistics    show    just 
how  deeply  schools  are 
discounting  tuitions.  Pri- 
vate schools  currently  of- 
fer average  tuition  breaks 
of  33-5%,  according  to 
the    College    Board.    In    ^^^^^^m 
states   such   as  Virginia 
and  Ohio,  discounts  are 
hovering  around  48%,  says  Paul  Ham- 
borg,  vice-president  at  Human  Capital 
Research  in  Evanston,  111.,  which  ad- 
vises  colleges   on   enrollment  strate- 
gies. The  practice  also  extends  to  state 
universities,  which  give  average  tuition 
breaks  of  14.7%. 

Another  recent  study  by  the  nonprofit 
Education  Trust  found  that  at  50  state 
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flagship  institutions,  the  amounl 
grant  aid  pocketed  by  families  malt 
at  least  $100,000  jumped  406%  f 
1995  to  2003,  while  money  earmai 
for  those  with  household  income* 
less  than  $20,000  dropped  13%.  "Mi 
of  these  flagship  ins) 
tions  have  become  n 
and  more  enclaves 
the  most  privilegec 
their  state's  young  ] 
pie,"  the  study  notec  f 
The     sons     of    II I 
ert  Band,  a  CPA  jM 
Natick,  Mass.,  are  1  c 
beneficiaries   of  col  ' 
largesse.  When  fin  |  $ 
ing  his  lineup  of  schis 
■  Band's  oldest  son,  ! 

who  wants  to  be  a  pi  J_ 
cian,  narrowed  his  cl 
es  to  Muhlenberg  College  in  Allenter 
Pa.,  and  Union  College  in  Schenec  r 
N.Y.  Each  offered  $12,000  a  yeq" 
the  "A"  student  who  scored  130».F 
his  SAT  test.  Now  22,  Eric  is  a  sfcf 
at  Muhlenberg,  where  regular  tui  jV 
is  $30,715  a  year.  When  his  bro  B 
Matthew,  now  20,  whose  test  s<-  K 
and  grades  were  a  tad  lower,  sfct 
his  search,  he  also  targeted  scl  lL 
that  were  known  to  offer  free  casl^f ; 
ultimately  pocketed  a  total  packa 
$50,000  from  Quinnipiac  Univers : 
Hamden,  Conn.,  after  Hofstra  Ur 
sity  in  Hempstead,  N.Y.,  made  a; 
minute  bid  to  sweeten  its  offer.: 
now  a  sophomore  at  Quinnipiac,  v 
annual  tuition  runs  $28,720. 
To  find  out  about  a  school's 


ty  quotient,  check  its  Web  site  or  cc 
the  admissions  office  for  schola. 
requirements  (table).  Popular  c<  J 
resource  guides  often  include 
mation  on  merit  money— also  < 
non-need-based  aid— and  the  G 
Board's  site,  collegeboard.com,  fefr 
student  profiles  of  thousands  of  iri 
tions  to  help  you  determine  whei 
have  the  best  chance  of  getting 
You'tt  find  a  list  of  roughly  10 
scholarships  in  a  slim  book  entide 
A's  and  B's  of  Academic  Scholarsh 
Anna  Leider. 

If  you're  looking  to  pay  who 
prices  for  your  child's  college  e 
tion,  consider  the  following  strati 


;•-. 


IGNORE  THE  IVIES.  Schools  with  r: 
pedigrees,  such  as  Harvard,  Yale,  F 
ton,  and  Massachusetts  Institi 
Technology,  enjoy  the  luxury  of  i 
ing  their  financial  aid  for  truly 
kids.  If  your  child  wants  some  ca 
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100k  lists  about 
00  scholarships 
ig  from  $200  to 
•00  and  offered  by 

colleges  and 

sities. 

lews  &  World  Report 
ite  College  Guide, 

edition. 

An  encyclopedic  reference 
that  includes  thumbnail 
sketches  of  1,450  schools, 
it  shows  the  percentage  of 
students  at  a  college  who 
receive  merit  aid  and  the 
average  award.  Check  with 
schools  to  make  sure  the 
percentages  are  accurate. 

WEBSITES 

College  Board 
collegeboard.com 

Peterson's 
petersons.com 

The  Princeton  Review 
princetonreview.com 

They  provide  an  academic 
profile  of  the  freshmen  at 
each  school,  including  a 
breakdown  of  grade-point 
averages.  The  College 
Board  and  Peterson's  also 
share  the  SAT  and  ACT 
scores  that  represent  the 
middle  50%  of  the 
students.  If  your  child's 
scores  are  better  than 
this,  there  could  be  a 
chance  for  merit  money. 

lay  have  to  leave  a  little  prestige 
able. 

in  no  way  means  settling  for 
rate  choices.  Oberlin  College  in 
,  Ohio,  and  Washington  Univer- 
>t.  Louis  are  active  scholarship 
iers.  So  is  Tulane  University, 
vas  slashing  tuition  by  nearly 
r  sought  after  students  even 
lurricane  Katrina  smashed  into 
lleans,  says  Hamborg  of  Human 
Research.  "If  you're  a  wealthy 
he  adds,  "you  could  be  looking 
%  discount  at  middle-market 
colleges  like  Providence  Col- 
Ihode  Island,  Fairfield  Univer- 
]onnecticut,  and  St.  Michael's 
in  Vermont." 

ORGET  THE  FLAGSHIPS.  Using 
•  dollars,  public  universities  are 
■■ager  to  attract  smart,  affluent 
lilary  Carroll,  19,  a  National 
ftholarship  finalist  from  North 
In,  N.H.,  discovered  this  when 
Beived  full-scholarship  offers 
K  University  of  Florida  and  the 
■ty  of  Oklahoma.  Carroll  enter- 
■enty  of  private  school  suitors, 
K  Cleveland's  Case  Western  Re- 
Biiversity,  which  offered  nearly 
I  a  year.  Carroll,  who  is  now  a 
Bi,  ultimately  decided  to  attend 
k  College  in  Easton,  Pa.,  where 
Bved  a  scholarship  of  $8,000  a 
■compete  with  the  private  col- 
I  the  academic  as  well  as  the 
■  front,  public  institutions  such 
■•ado  State  University,  Texas 
■versity,  Indiana  University,  the 
■fy  of  Arizona,  and  the  Univer- 
M'ashington  are  offering  strong 
rs  rograms. 


EXPLORE  OUTSIDE  YOUR  REGIOH.  Many 
schools  are  delighted  to  see  students 
who  hail  from  two  or  three  time  zones 
away.  "If  you  live  in  California,  schools 
in  the  South,  East,  and  Midwest  are 
looking  for  students  from  the  West," 
says  Eric  Goodhart,  director  of  Pro- 
grams for  Education  in  Lunenburg, 
Mass.,  who  advised  the  Band  family. 


Colleges  are  less  likely  to  shower  an 
applicant  with  money  if  they  sus- 
pect they  aren't  being  taken  seriously. 
That  means  you  or  your  child  should 
visit  a  campus  before  sending  in  an 
application.  If  that's  not  possible,  the 
student— not  the  parents— should  con- 
nect to  a  school  through  e-mails  and 
telephone  conversations. 

APPLY  FOR  FINANCIAL  AID.  "Always, 
always,  always  apply,  even  if  you  make 
$250,000  a  year,"  advises  Frederick 
Rugg,  author  of  Rugg's  Recommenda- 
tions on  the  Colleges.  Some  schools 
won't  award  your  talented  kid  any 
merit  money  unless  you've  filled  out 
the  federal  aid  form,  Free  Application 
for  Federal  Student  Aid  (FAFSA),  as 
well  as  the  CSS/Financial  Aid  PRO- 
FILE, which  is  used  by  hundreds  of 
private  schools  and  which  asks  a  lot 
more  prying  questions. 

Parents  may  be  reluctant  to  divulge 
their  net  worth.  Even  if  your  child 
doesn't  qualify  for  aid,  however,  it 
still  couldn't  hurt  to  let  a  cash-hungry 
college  know  about  the  retirement  ac- 
counts, the  family  trust,  and  the  sum- 
mer home  in  Telluride.  ■ 
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The  Trade-Offs 
For  Free  E-Trades 


Deals  from  online 
brokers  can  include 
highminimums, 
limits,  and  hefty  fees 
for  busy  players 

BY  AARON  PRESSMAN 


IN    THE    PAST    THREE    YEARS 
leading     e-brokers     E*Trade 
Financial    and    Fidelity    In- 
vestments have  slashed  their 
commissions  on  stock  trades 
to  as  little  as  $7,  prompting 
many  observers  to  wonder: 
How  low  can  they  go?  Now  three  ri- 
vals have  come  back  with  a  surpris- 
ing response:  How  about  free? 

Bank  of  America,  Wells  Fargo,  and 
upstart  broker  Zecco.com  have  each 
started  hawking  $0  trades  to  lure  online 
brokerage  customers  to  their  portals. 
They  each  have  their  appeal.  The  online 
offers  at  Bank  of  America  and  Wells 
Fargo  make  the  most  sense  for  current 
customers.  Do-it-yourselfers  who  don't 


manna 


■Bm 
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need  a  lot  of  extras  may  find  a  ni< 
at  Zecco.  But  don't  be  blinded  \ 
deals  du  jour.  The  free-trade  offe 
with  trade-offs. 

For  one,  you  may  need  to  ca 
a  lot  of  cash  to  qualify  for  the  i 
mission.  BofA  requires  a  mini) 
$25,000  in  assets  outside  of  a  br 
account  in  checking,  savings,  o 
cates  of  deposit  at  the  bank.  An< 
you  have  $50,000  in  your  bi 
account,  you'll  need  to  pony  up 
$50  twice  a  year,  with  a  few  exc> 
Wells  also  has  a  $25,000  minim 
it  counts  your  brokerage  assets  i 
card  balances,  loans,  and  up  tc 
mortgages,  assuming  you  have 
Wells.  If  you  don't  maintain  th: 
$25,000  balance,  Wells  levies  a  r 
tariff  each  month. 

As  an  online-only  broker,  Zecc 
have  such  stiff  requirements.  To 
vantage  of  Zecco' s  deal,  you'll  m 
posit  $2,500.  And  you  won't  get 
with  fees  if  your  account  falls  b 
level,  making  it  one  of  the  bette: 
for  investors  who  are  just  st: 
and  don't  have  a  big  nest  egg. 

Not  surprisingly,  commis  I 
trading  doesn't  mean  unlimi 
trading.  BofA,  Wells,  and  Zecc 
pose  caps  and  charge  extra  for  a 
beyond  the  monthly  or  yearly  a 
Zecco  is  by  far  the  most  genen 
40  free  trades  a  month  and  no  n 
10  trades  in  a  single  day.  That  c 
with  30  a  month  at  BofA  and  1 
at  Wells.  After  that,  commiss 
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The  Fine  Print 

E-BROKER 

MINIMUM 
ASSETS* 

NO.  OF  FREE 
TRADES 

COST  FOR 
EXTRA  TRADES 

COST  FOR  TRADES 
BY  PHONE 

FEE  FOR 
NO-LOAD  FUNDS 

ZECC0.COM 

$2,500 

40/month 

$3.50 

$19.99 

$10 

BANK  OF  AMERICA 

$25,000 

30/month 

$5  to  $10 

$42.50 

0.6%  to  0.2%** 

WELLS  FARGO 

$25,000 

100/year 

$5.95 

$25 

NA 

•May  include  nonbrokerage  assets      "For  funds  outside  the  list  of  1.300  no-fee  offerings 

>3.50  to  $10.00  a  trade.  Remember, 

'ipplies  largely  to  Internet  trades. 

want  to  buy  or  sell  a  stock  via  a 

roker  on  the  phone,  it  costs  extra. 

)  is  the  cheapest  at  $19.99.) 

e  isn't  part  of  the  vocabulary  for 

1   fund   investors,   either.    Both 

offer  a  limited  list  of  no-transac- 

e  funds,  including  1,300  at  BofA 

,000  at  Wells;  Zecco  charges  $10 

'ide  for  no-load  funds  and  doesn't 

oad  funds. 

RrDED  FIELD 

BIGGEST  KNOCK  against  these  sites 
Bit  they  simply  don't  stack  up  to 
II  upgraded  brokerages  like  Fidel- 
tfarles  Schwab,  and  TD  Ameritrade. 
By  customers  get  free  access  to  stock 
w;h  reports  from  a  dozen  firms, 
ting  Lehman  Brothers,  Standard 
Irs  (like  BusinessWeek,  a  division  of 
J '  cGraw-Hill  Companies),  and  Pru- 
«Ti  Equity  Group,  while  E*Trade  pro- 
frompany  and  market  commentary 
fcjeven  outfits,  such  as  independent 
■ifochdale  Research.  Wells  provides 
■pi,  from  S&P  and  Argus  Research, 
^f  America  offers  only  S&P. 
tie  of  the  three  "free"  sites  allows 
i&rs  to  trade  overseas  stocks  di- 
ilon  non-U.S.  exchanges.  E*Trade 
aut-rate  commission  of  $20  on  such 
ie  compared  with  $100  or  more  at 
eiirokerages. 

-frn  it  comes  to  research,  Zecco 
.'■«:  play  the  Wall  Street  game  at  all. 
L'tn  itself  "the  free  trading  commu- 


nity," it  has  opted  to  emphasize  bloggers 
instead.  Zecco's  main  Web  page,  which 
includes  market  headlines  and  financial 
data,  links  to  relevant  posts  from  both 
well-known  bloggers  and  homegrown 
ones  at  the  site.  The  quality  of  Zecco's 
bloggers  is  uneven.  Dave  Fry,  founder 
of  ETF  Digest,  posts  detailed  charts 
tracking  trends  in  the  world  of  index 
funds.  But  Joe's  Money  Blog  does  little 
more  than  compile  the  release  dates  of 
economic  data  that  may  affect  foreign 
currency  prices. 

Still,  Zecco  offers  the  best  bang  for  the 
buck— or  rather  no  buck.  Its  deal  doesn't 
appear  to  be  a  teaser  that  will  disappear 
in  a  few  months.  Zecco  contends  that  $0 
trades  are  part  of  its  long-term  business 


model,  which  relies  on  advertising  dol- 
lars and  profits  from  interest  on  cash 
and  margin  accounts  as  well  as  premium 
services  such  as  options  trading  to  make 
money. 

Some  investors  might  question  wheth- 
er a  small,  new  firm  like  Zecco  would  be 
able  to  handle  a  crush  of  orders  in  a  mar- 
ket meltdown.  If  s  a  legitimate  fear,  but 
bigger  players  are  hardly  immune  to  such 
glitches.  Investors  faced  delays  of  more 
than  60  seconds  when  placing  trades  at 
the  Web  sites  of  Fidelity,  Vanguard,  BofA, 
and  Wells  late  in  the  afternoon  of  Feb.  27 
as  the  market  tanked,  according  to  tech- 
nology research  firm  Gomez.  Yet  E*Trade 
customers  and  those  of  smaller  online 
brokers  like  TradeKing  and  thinkorswim 
didn't  notice  a  thing. 

Zecco  is  too  new  to  have  been  included 
in  the  Gomez  survey,  but  the  online  bro- 
kerage says  it  had  no  problems  that  day. 
So  at  least  in  this  case,  it  was  worth  going 
with  the  little  guy.  ■ 


BusinessWeek  \  weekend 


TELEVISION:  For  more  on  commission-free  trading, 
watch  our  weekly  TV  show,  BusinessWeek  Weekend. 
Check  your  local  listings  or  go  to  www.businessweek- 
weekend.com  to  see  video  clips  or  type  in  your 
Zip  Code  to  see  when  and  where  it  airs  in  your  area. 
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All  Eyes 
On  the 

Net 

Baron  (Opportunity's 

chips  are  on  tech  stocks 

BY LAUREN YOUNG 

FUND  MANAGER:  Michael  Lippert,  40. 


TENURE:  Analyst  since  2001  and  lead 
manager  since  early  2006. 

FORMER  LIFE:  Partner  at  Baker  &  Botts, 
specializing  in  intellectual-property  law. 

STOCK  THAT  EXCITES  ME:  Apple 
"The  new  iPhone  can  grab  a  5%  or 
10%  market  share.  The  switch  to  Intel 
chips  will  create  faster  computers  with 
easier-to-use  software.  Macs  don't  have 
security  problems....  That  gives  Apple  an 
enormous  opportunity." 

NEWCOMER  TO  THE  PORTFOLIO:  LivePerson 
"It  makes  software  that  allows  company 
reps  to  chat  with  customers  online. 
It  launched  a  new  product  that  helps 
convert  clicks  into  sales.  I've  been 
following  the  company  for  three  years, 
but  I  didn't  own  it  until  last  December." 

COMPANY  I'VE  AVOIDED:  Amazon.com 
"It's  hard  to  be  a  unique  general  mer- 
chandiser on  the  Web,  especially  be- 
cause of  the  phenomenon  of  shopping 
search  engines  which  let  consumers  find 
the  best  price.  Revenue  growth  has  ac- 
celerated, but  margins  are  going  down. 
The  company  is  buying  growth  by  offer- 
ing free  shipping  and  is  spending  heav- 
ily on  sales  and  marketing." 

CURRENT  READING:  Confessions  of  an 
Economic  Hit  Man  by  John  Perkins. 

AFTER  HOURS:  Plays  in  a  basketball 
league.  Training  for  his  first  triathlon.  ■ 
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LIPPERT  High 
on  Apple,  down 
on  Amazon 


BARON  iOPPORTUNITY:  VITAL  SIGNS 


Symbol:  BIOPX 
Category:  All  Cap 
Assets:  $170  million 
Sales  charge:  None 
Expense  Ratio:  1.44% 


The  Goal:  Find  companies 
whose  growth  is  driven  by  the 
expansion  of  the  Internet  and 
information  technology 
Number  of  stocks  in  fund:  52 


TOP  FIVE  HOLDINGS 

COMPANY 


%  OF  NET 
ASSETS      i 


HOW  IT  COMPARES 
WITH  ITS  PEERS 


GOOGLE 
CHARLES  SCHWAB 


4.1* 
3.9 


EQUINIX 


3.8 


APPLE 


3.7 


CHICAGO  MERCANTILE    3.5 
HOLDINGS 


•Through  Jan.  31       Data:  Baron  Capital  Inc 


1YEAR  3  YEAR 

•APPRECIATION  PLUS  REINVESTMENT  OF  DIVIDENDS  AND 
CAPITAL  GAINS  BEFORE  TAXES,  THROUGH  MAR.  2 
Data:  Standard  &  Poor's 
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windowsmobile.com 
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>ws  Mobile?  The  only  way  to  get  mobile  versions  of  Microsoft* Office  software. 

e  Outlook  e-mail,  edit  Excel ;  spreadsheets,  and  modify  Word  documents.  Now  when, 

\  and  how  you  work  is'  entirely  up  to  you.  Learn  more  at  windowsmobile.com        tm*. 


Windows 


Mobile 


corporation  All  righu  reserved  Connected  devices,  connectivity,  and  ov>w  ir  other  wireless  prod 

'software)  Service  plans  are  required  for  Internet  Wi-Fi,  and  phone  access  Thesf .  I  Features  and  performance  may  vary  I 

>rporale  IT  department  for  details  Available  programs  (such  as  Microsoft  Office  Word  MrJ . 
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BY  GENE  G.  MARCIAL 


A  BIG  OVERHAUL  MAY  BRIGHTEN  THE  OUTLOOK  AT  HOME  DEPOT! 
FROM  HYTHIAM,  PROMETA  BRINGS  NEW  HOPE  TO  ADDICTION. 
FOR  BUMPER  CORN  CROPS,  FARMERS  SPREAD  MOSAIC  FERTILE 


A  PAUSE  ON 
THE  STAIRS 

STOCK  PRICE  (DOLLARS) 


Remodeling  Home  Depot 

HOME  DEPOT  (HD),  promising  to  fix  itself  up  under 
new  CEO  Frank  Blake,  got  cheers  from  investors, 
who  welcomed  the  $90  billion  company's  honesty 
in  admitting  it  needed  turning  around.  Sales  for  fiscal  2007 
will  be  flat,  or  up  just  2%,  Blake  told         ^^^^_^^^^_ 
investors  and  analysts  on  Feb.  28. 
He'll  plow  $2.2  billion  into  the  world's 
No.l  retailer  of  home  improvement 
goods.  A  few  months  ago,  Fidelity 
Investments  dumped  7.1  million 
shares,  and  Barclays  sold  31  million. 
After  rising  from  33  last  summer  to 
41  in  mid-February,  the  stock  has 
dropped  to  38.71.  "All  the  bad  news— 
the  housing  slump  and  earnings 
shortfall— is  already  in  the  stock,  and 
we  think  if  s  very  undervalued,"  says 

Douglas  Davenport,  president  of  Atlanta  Investment  Counsel, 
adviser  to  the  Wisdom  Fund,  which  owns  shares.  Home 
Depot  is  the  cheapest  in  its  group,  with  a  price-earnings  ratio 
of  14,  vs.  15  for  Lowe's  and  21  for  Costco,  notes  Davenport, 
who  has  a  12-month  target  of  46.  Joseph  Feldman  ofTelsey 
Advisory  Group  calls  Home  Depot  an  enticing  turnaround 
story.  He  is  convinced  Blake  will  succeed.  Brian  Postol  of 
AG.  Edwards  says  Blake  is  too  downbeat  in  saying  earnings 
will  drop  4%  to  9%  next  year.  Postol  doesn't  buy  it  but  has 
reluctantly  trimmed  his  estimate  from  $3  to  $2.76  a  share  for 
2008  and  from  $3.40  to  $3.06  for  2009.  Even  so,  "we  find  the 
shares  appealing,"  says  Postol,  with  a  buy/aggressive  rating. 

How  Hythiam  Will 
Tackle  Drink  and  Drugs 

WITH  ALCOHOL  AND  DRUG  abuse  continuing  to  be  a 
nationwide  scourge,  some  investors  are  hopeful  that 
Hythiam's  PROMETA  may  help  curb  the  problem. 
Hythiam  (HYTM)  licenses  PROMETA  to  treatment  centers, 
managed-care  providers,  and  government  agencies.  Using 
a  combination  of  nutritional  supplements  and  Food  &  Drug 
Administration- approved  oral  and  intravenous  medications, 
PROMETA  can  reduce  cravings  and  promote  abstinence,  say 
analysts.  Although  still  controversial,  "early  results  from  open- 
label  studies  and  drug  court  trials  have  been  overwhelmingly 
successful,"  says  Ryan  Daniels  of  William  Blair,  which  has 
done  banking  for  Hythiam.  Daniels,  who  rates  Hythiam  a  buy, 


BBSBfl 


SOBEF 
PROGRE 

STOCK  PRICE  (DOI 


JULY  24.  '06        W 
Data:  Bloomberg  Fina 


says  licensees  and  clinical  researchers 

express  "strong  satisfaction  with, 

and  belief  in,  the  protocol."  Donald 

Hooker  of  UBS  (it  did  banking  for 

Hythiam)  says  his  buy  rating,  with  a 

12-month  target  of  15,  is  centered  on 

"the  clinical  efficacy  of  PROMETA" 

Its  stock  doubled,  from  4.77  in  July 

to  10  on  Jan.  12,  before  easing  to  7.86 

since  the  Feb.  27  market  meltdown. 

"We  are  encouraged  by  the  increasing 

evidence  that  PROMETA  can  change 

the  paradigm  of  substance-abuse  treatment,"  says  Jack! 

president  of  Siar  Capital,  which  owns  shares. 

Ethanol  Is  I 

Music  to  Mosaic's  Ears 

AS  CORN  PRICES  shoot  up— to  $4.24  a  bushel— 1 
because  of  demand  from  ethanol  makers,  fertilii 
prices  are  soaring,  too.  Corn  used  for  making  ele 
in  the  U.S.  has  tripled  in  the  past  five  years,  to  2.2  billk  [ 
bushels,  and  farmers  need  more  fertilizer  than  ever  to 
up  with  demand.  Little-known  Mosaic  (MOS)  is  a  pun 
fertilizer  play  as  it  is  the  world's 
largest  producer  of  phosphate  and 
third  largest  of  potash,  both  of  which 
are  used  as  fertilizer.  "Farmers  are 
expected  to  plant  87  million  acres  of 
corn  this  spring,  and  the  challenge 
is  how  to  increase  their  yield.  Thaf  s 
where  Mosaic  benefits,"  says  William 
Harnisch,  president  of  Peconic 
Partners,  which  owns  5  million  Mosaic 
shares.  The  stock  has  been  on  a  tear, 
climbing  from  13  in  June  to  25.95  on 
Mar.  7.  The  stock  will  hit  40  in  a  year, 
says  Harnisch,  because  of  the  huge  demand  for  corn  t 
believes  will  continue  for  years.  Higher  corn  prices,  hi 
will  push  farmers  to  apply  more  fertilizer  to  maximize 
David  Silver  of  JPMorgan  Securities  rates  Mosaic  ove! 
based  on  stronger  phosphate  prices.  I 


BusinessWeek  .com 


ONLINE:  Gene  Marcial's  Inside  Wall  Street  is  posted  at  businesswee 

investor  at  5  p.m.  EST  on  the  magazine's  publication  day.  usually  IT 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  in 
banking  or  other  financial  relationships  with  them. 
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n's  soothing  words  that 
age  defaults  wouldn't 
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rebound  on  Mar.  6.  But 
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TUAL FUNDS 

K  TOTAL  RETURN 

IDED  MAR.  6 

N  BUS.  DIVERSIFIED  MAIL  EQUITY 

m 

2          -1          0          1          2 

EK  TOTAL  RETURN 

10ED  MAR.  6 

10  WK  U.S.  DIVERSIFIED  SI  ALL  EQUITY 

J—  \ 

6          9          12          1! 

Hjlard  &  Poor's 

18 

U.S.  MARKETS 

MAR  ' 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P  500 

1392.0 

-1.1 

-1.9 

9.1 

Dow  Jones  Industrials 

12.192.5 

-0.6 

-2.2 

11.0 

NASDAQ  Composite 

2374.6 

-1.7 

-1.7 

4.7 

S&PMidCap400 

324.0 

-1.7 

2.4 

7.9 

S&P  SmallCap  600 

397.4 

-2.0 

-0.6 

7.0 

DJ  Wilshire  5000 

SECTORS 

14,036.8 

-1.2 

-1.3 

9.4 

BusinessWeek  50* 

785.9 

-0.6 

-1.6 

4.3 

BW  Info  Tech  100" 

426.0 

-2.3 

-4.8 

10.7 

S&P/Citigroup  Growth 

638.9 

-0.9 

-2.1 

5.9 

S&P/Citigroup  Value 

751.8 

-1.2 

-1.6 

12.4 

S&P  Energy 

439.6 

0.6 

-3.5 

14.0 

S&P  Financials 

475.7 

-1.4 

-4.0 

9.2 

S&P  REIT 

200.6 

-4.5 

0.9 

19.5 

S&P  Transportation 

261.9 

-0.9 

-0.7 

-1.0 

S&P  Utilities 

192.4 

-1.2 

3.1 

20.7 

GSTI  Internet 

197.7 

-2.8 

-1.0 

4.3 

PSE  Technology 

869.7 

-1.5 

-0.7 

1.0 

GLOBAL  MARKETS 

MAR 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P  Euro  Plus  (U.S.  Dollar) 

1969.9 

-1.5 

-1.0 

23.1 

London  (FT-SE 100) 

6156.5 

0.2 

-1.0 

5.1 

Paris  (CAC  40) 

5455.1 

-1.1 

-1.6 

9.3 

Frankfurt  (DAX) 

6617.8 

-1.5 

0.3 

15.3 

Tokyo  (NIKKEI  225) 

16,764.6 

4.8 

-2.7 

6.6 

Hong  Kong  (Hang  Seng) 

18,918.6 

-3.7 

-5.2 

21.3 

Toronto  (S&P/TSX  Composite) 

12,989.6 

0.4 

0.6 

9.9 

Mexico  City  (IPC) 
FUNDAMENTALS 

26,184.4 

MAR 

-1.7 

-1.0 

WEEK  AGO 

41.1 

YEAR  AGO 

S&P  500  Dividend  Yield 

1.83% 

1.83% 

1.80% 

S&P  500  P/E  Ratio  (Trailing  12 

mos.) 

16.9 

17.0 

177 

S&P  500  P/E  Ratio  (Next  12  mos.)> 

14.9 

14.9 

14.9 

First  Call  Earnings  Revision* 
TECHNICAL  INDICATORS 

0.90% 

MAP 

-1.55% 

* 

WEEK  AGO 

-1.20% 
"irst  Call  Corp. 

YEAR  AGO 

S&P  500  200-day  average 

1345.5 

1342.9    Positive 

Stocks  above  200-day  averagi 

67.0% 

73.0% 

Neutral 

Options:  Put/call  ratio 

1.32 

1.09    Positive 

•March  19. 1999=1000   "February  7,  2000=1000 


Insiders:  Vickers  NYSE  Sell/buy  ratio        7.36 


S.07  Negative 


BEST-PERFORMING 
GROUPS 

Tires  &  Rubber 
Constr.  Materials 
Oil  &  Gas  Refining 
Power  &  Energy  Traders 
Forest  Products 


LAST 
MONTH  % 

13.4 
9.4 
7.8 
7.4 
6.2 


Tires  &  Rubber 

Divsfd.  Metals  &  Mining 

Steel 

Constr.  Materials 

Power  &  Energy  Traders 


LAST  12 
MONTHS  % 

115.5 
56.2 
53.1 
51.9 
37.6 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN 
LEADERS 

Japan 
Utilities 

Domestic  Hybrid 
International  Hybrid 

LAGGARDS 

Latin  America 
Real  Estate 
Pacific/Asia  ex-Japan 
Diversified  Emerging  Mkts. 


%        52-WEEK  TOTAL  RETURN 
LEADERS 

0.3  Real  Estate 

-1.0  Pacific/Asia  ex-Japan 

-1.7  Utilities 

-1.8  Latin  America 

LAGGARDS         

-70  Health 

-6.3  Technology 

-62  Small-cap  Growth 

-6.1  Japan 


25.3 
25.3 
240 
23.8 

0.6 
2.3 
4.0 
4.4 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 
LEADERS 

ProFundsUSh.  Russell  2000  103 

ProFundsUKSh.  Real  Estate  18.2 

ProFunds  UltSh.  Financials  11.6 

DireXn.Sm.  Cap  Bear  2.5X  9.5 

LAGGARDS 

ProFunds  UH.  Real  Estate  -16.8 

iShares  DJ  U.S.  Home  Constr.  -15.4 

Eaton  Vance  Greater  India  A  -143 

Matthews  India  -13.3 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

Dreyfus  Prem.Grtr.  China  A  54.6 

OltlMut.  Clay  Finlay  Ch.  A  46.6 

EJJ.Int  Property  Instl  45.5 

Oberweis  China  Opport.  45.4 

LAGGARDS 

DireXaDev.  Mkts.  Bear  2X  -28.6 
American  Heritage  Grth.  -25.0 
DireXaSm.  Cap  Bear  2.5X  -19.4 
SPDRS&PrlorriebuildersETF  -18.9 


WORST-PERFORMING  LA,:T 

GROUPS                                MONTH  % 

LAST  12 
MONTHS"/. 

Homebuilding 

-14.2 

Distillers  &  Vintners 

-22.2 

Specialized  REIT's 

-13.6 

Homebuilding 

-22.1 

Spclzd.  Cnsmr.  Serv. 

-13.5 

Electric  Mfg.  Svcs. 

-19.0 

Photographic  Products 

-13.0 

Photographic  Products 

-16.6 

Residential  REIT's 

-12.3 

Gold  Mining 

-14.2 

INTEREST  RATES 

KEY  RATES 

MAR  ? 

WEEKAG0      YEAR  AGO 

Money  Market  Funds 

4.86% 

4.86%    4.07% 

90-Day  Treasury  Bills 

5.09 

5.14        4.60 

2-Year  Treasury  Notes 

4.53 

4.63       4.75 

10-Year  Treasury  Notes 

4.49 

4.56       4.73 

30-Year  Treasury  Bonds 

4.63 

4.67       4.71 

30-Year  Fixed  Mortgage  f 

6.05 

6.05       6.10 

|  BanxQuote  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 

10-YR.BOND  30-YR.B0ND 

3.72%  4.061! 

5.31  5.80 

3.87  4.35 

Taxable  Equivalent  5.53  6.21 


General  Obligations 

3.72% 

4.06% 

Taxable  Equivalent 

5.31 

5.80 

Insured  Revenue  Bonds 

3.87 

4.35 

THE  WEEK  AHEAD 


MALES  Tuesday,  Mar.  13, 
w.  £DT » Retail  sales  are 
ft  to  have  grown  0.4%  in 
m  after  holding  steady  in 
Jj  according  to  economists 
■f|  by  Action  Economics. 
i'hicles,  sales  probably 
W>  as  well,  after  a  0.3% 
ir  Jain. 

Si"  ACCOUNT  Wednesday, 
JpO  a.m.  EDT)) The 
Harter  current  account 
t  Dst  likely  narrowed 


to  $204.3  billion  after  a  third- 
quarter  gap  of  $225.6  billion. 
EXPORT-IMPORT  PRICES 

Wednesday,  Mar.  14,  8:30  a.m. 
EDT » February  import  prices 
probably  rebounded  0.7%.  Export 
prices  likely  grew  0.2%. 
PRODUCER  PRICE  INDEX  Thursday, 
Mar.  15,  8:30  a.m.  EDT » Producer 
prices  likely  rose  0.4%  in  February 
after  a  0.6%  drop  in  January.  Less 
food  and  energy,  wholesale  prices 
probably  climbed  0.2%. 


CONSUMER  PRICE  INDEX  Friday, 
Mar.  16,  8:30  a.m.  EDT  » February 
consumer  prices  are  forecast  to 
have  risen  0.3%,  following  a  0.2% 
gain  in  January.  Less  energy  and 
food,  the  index  probably  rose 
0.2%,  after  January's  0.3%  rise. 
INDUSTRIAL  PRODUCTION  Friday, 
Mar.  16,  9:15a.m.  EDT))  Monthly 
factory  output  likely  rebounded 
0.3%,  after  a  0.5%  drop  last 
month.  The  utilization  rate  is 
expected  to  have  held  at  81.2%. 


The  BusinessWeek  production  index 
declined  to  293.7  for  the  week 
ended  Feb.  24,  but  stood  8.6% 
above  the  year  ago  level.  Before 
calculation  of  the  four-week  moving 
average,  the  index  fell  to  292.4. 


BusinessWeek  .com 


For  the  BW50.  more  investment 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras 
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Practical  and 

business-related 

information  on  global 

destinations. 

From  getting  there  and 

where  to  stay,  to 

getting  around  and 

business  etiquette. 

For  useful  tips  and  links  for 

your  next  business  trip  visit 

the 

BusinessWeek 

Global  Business 

Traveler  Knowledge  Center. 

Log  on  to 

http://knowledgecenter.businessweek.coni 
/business_travet/ 

to  learn  more. 

Sponsored  by  Taiwan  Tourism  Bureau 


^ 


Touch  Your  Heart 

http://www.taiwan.net.tw 
http://www.go2taiwan.net 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
names.  Companies  listed  only  in  tables  are  not  included. 


Adobe  (ADBE)  80 
A.G.Edwards  (AGE)  104 
AIG(AIG)  46 
Airbus  34 
Air  China  74 
Alltel  (AT)  34 
Amazon  (AMZN)  102 
American  Axle  (AXL)  34 
American  Mortgage  36 
Anheuser-Busch  (BUD) 

30 
Apple(AAPL)21,34,62, 

80.102  107 
Argus  Research  100 
Ask.com  (IACI)26 
AT&T  (T)  34, 78 
Atlanta  Investment 

Counsel  104 


B 

Baker  &  Botts  102 
Bank  of  America  (BAC) 
46,100 

Barclays  (BCS)  14, 104 
Barnes  &  Noble  (BKS)  14 
Baron  iOpportunity  Fund 

(BI0PIX)102 
BCE(BCE)107 
Bear  Stearns  (BSC)  39 
Blackstone  Group  34, 

48,76 
Bloomberg  68 
Blum  Capital  76 
BMW  8, 92 

Booz  Allen  Hamilton  11 
Boston  Scientific  (BSX)  12 
Brainerd 

Communications  16 


Cadillac  (GM)  8 
Carrington  Capital  39 
Cerberus  Capital  34 
Charles  Schwab  (SCHW) 

100 
China  Life  74 
Chrysler  (DCX)  34 
Cisco(CSCO)48,62 
Citic  Securities  74 
Citigroup  (C)21, 34. 

39,48 
Citysearch  26 
Clayton  Fixed  Income 

Services  (CLAY)  39 
CLSA  Asia-Pacific  74 
Costco  (COST)  104 
Countrywide  Financial 

(CFQ39 


DaimlerChrysler(DCX) 

8,34 
Daiwa  Securities  31 
Deloitte  Research  107 
Deutsche  "Telekom  (DT) 

76 
Dezenhall  Resources  16 
Dilenschneider  Group  16 


Divvio78 
Dole  Food  14 
Dow  Jones  (DJ)  31 


E 

EADS34 
eBay  (EBAY)  78 
Economy.com  (MCO)  39 
Edmunds.com  45 
EMagic(AAPL)80 
Epic/Legacy  94 
E*Trade(ETFC)100 


Fandango  26 
Fannie  Mae  (FNM)  62 
Ferrari  (FIA)  8 
Fiat  (FIA)8 
Fidelity  100, 104 
Fitch  Ratings  39 
Ford  (F)  45 
Fortis  Haitong74 
Fox  College  Funding  96 
Freedom  Mortgage  36 
Fremont  General  (FRE)  39 
Friedman  Billings  (FBR)  36 


G 

Gap  (GPS)  34 
Gartner  (IT)  78 
GE(GE)21,48 
Global  Insight  45 
GM(GM)34 
Goldman  Sachs  (GS)  16, 

39.62 
Gomez  100 
Google  (GOOG)  14, 26, 

48,62 
Gradient  Analytics  41 
Greenlight  Capital  39 


H 

Hamilton  Lane  76 
Hilton  (HLT)  48 
Home  Depot  (HD)  104 
Honda  (HMC)  45 
HSBC(HBC)39,62 
Human  Capital  Research 

96 
Hutchison  Essar  48 
Hythiam(HYTM)104 


I,  J 

IBM  (IBM)  21, 48, 80, 107 
India  Railways  48 
lnfosys(INFY)48 
Intel  (INTC)  48, 80, 102 
Intuit  (INTU)  62, 80 
Jabil  Circuit  48 
J&J(JNJ)12,62,107 
JPMorgan  Chase  (JPM) 
31,62,74,104 


K,L 

Kaiser  Permanente  26 
Kazaa78 
Kinder  Morgan  12 
KohlbergKravis  Roberts 
16,76 
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Legoland34 
Lehman  Brothers  (LEH) 
39, 62, 100 

Lewis  Rice  &  Fingersh  89 

Lexus  (TM)  8 
Lincoln  (F)  8 
Linkedln21 

LivePerson(LPSN)102 
Lloyd's  of  London  46 


M 

Magnetar  Capital  39 
MAS  Holdings  48 
Mazda  92 

McGraw-Hill  (MHP)  100 
McKinsey62 
Men's  Warehouse  14 
Mercedes  (DCX)  8, 92 
Merlin  Entertainments  34 
Merrill  Lynch  (MER)  39, 

62,68 
Microsoft  (MSFT)  26, 30, 

48, 62, 80. 107 
MingleNow30 
Moody's  (MCO)  39 
Morgan  Stanley  (MS)  34, 

39, 62, 108 
Mosaic  (MOS)  104 
Motorola  (MOT)  34, 

48,80 
MovieTickets.com  26 
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destepping  Disaster 

ATEGY  PARADOX  Why  Committing  to  Success  Leads  to  Failure  (And  What  to  Do  About  it) 

ael  E.  Raynor;  Currency/Doubleday;  303pp;  $27.50 


c,  which  of  these  three  companies 
l't  fit  with  the  other  two:  Apple, 
e  cutting- edge  iPod  line  has 
it  a  darling  of  Wall  Street;  IBM, 
e  culture  of  quickly  co-opting 
movations  of  others  has  helped 
ver  decades  of  steady  returns;  or 
hile  media  conglomerate  Vivendi 

'il,  whose  failure  cost  CEO  Jean-Marie 
his  job  and  his  shareholders  billions 
? 

're  an  investor,  you  probably  consider 

to  be  the  outlier.  But  according  to 

E.  Raynor,  author  of  The  Strategy 

■  Why  Committing  to  Success  Leads 

\e  (and  What  to  Do  About  It),  there's 

a  fine  line  between  Apple's  success 

ndi's  woes.  Both  took  bold  risks  that 

nherently  logical  at  the  time,  but 
ming  with  the  iPod  simply  proved 

ter  than  Vivendi's  early  bet  on  the 

—a  predicament  Raynor  calls  the 

paradox.  "The  strategies  that  have  the 
iices  of  succeeding  brilliantly  are  also 

(most  exposed  to  the  most  debilitating 
j|trategic  uncertainty,"  writes  Raynor,  a 

shed  fellow  at  Deloitte  Research  and 

r  with  Clayton  Christensen  of  The 

r's  Solution.  "Whatever  the  industry,  firms  that  guess 

1  commit  more  vigorously  to  the  strategy  that  fortune 

y  favors  will  defeat  their  competitors." 

over  what  separates  companies  that  excel  from 

t  fall  short,  Raynor  took  a  different  tack  from  other 

nent  scholars.  Instead  of  merely  studying  winning 
s,  in  the  mode  of  Jim  Collins'  classic  Good  to  Great, 

tflso  conducted  postmortems  of  thousands  of  losers. 
Tred  a  valuable  undertaking,  providing  many  of  the 
.  jpetrating  revelations. 
.  bithor  was  surprised  to  find  that  successful  and 

^mpanies  shared  so  many  similarities.  (On  that 
#icludes  case  studies  of  winning  approaches,  such 

H)f  Microsoft  and  Johnson  &  Johnson,  as  well  as 
M  failures  such  as  Vivendi,  Canadian  telecom  giant 

t|  Sony,  with  its  unsuccessful  Betamax  and  MiniDisc 
*"1  des.)  Most  had  made  reasonable  assumptions 

'\  future  of  their  businesses  and  had  executed  their 
" ••:  relatively  well.  In  an  unexpected  number  of 

a,  what  separated  the  winners  from  the  losers  was 

3)r  timing  or  unforeseeable  changes  in  the  landscape 


that  played  into  the  hands  of  some  companies— and  out 
of  the  hands  of  others.  For  instance,  Raynor  makes  the 
provocative  argument  that  Apple's  success  with  the  iPod 
was  somewhat  serendipitous:  The  popularity  of  Napster 
and  other  music-download  sites  created  instant  demand 
for  digital-music  devices  while  crushing  the  market  for  disc 
players  like  Sony's  MiniDisc,  which  Raynor  contends  was 
a  well-conceived  product.  Similarly,  Vivendi's  undoing  was 
that  its  huge  bets  on  the  Internet  came  too  early,  and,  Raynor 
argues,  that  Messier  became  too  involved  in  minutiae  at  the 
expense  of  broader  strategy. 

To  some  degree,  this  all  makes  business  sound  like  a 

crapshoot  and  explains  why  many  companies 
opt  for  a  strategy  that  minimizes  failure  but 
limits  opportunities  for  explosive  growth  as 
well.  But  Raynor  has  created  a  governance 
structure  that,  he  contends,  allows  leaders  to 
forgo  this  traditional  trade-off  and  achieve 
high  returns  even  as  they  minimize  the  risks 
associated  with  growth.  For  a  company  to  be 
able  to  adjust  to  unexpected  shifts  in  business, 
he  says,  many  traditional  management  roles 
must  be  redefined. 

First,  boards  of  directors  should  not  be 
involved  in  strategy,  he  says.  Rather,  the  role 
of  a  director  should  simply  be  to  define  the 
"strategic  risk  profile"  for  the  company.  "It 
is  legitimately— and  perhaps  primarily— the 
board's  role  to  consider  carefully  the  trade- 
offs between  risk  and  return  implied  by  any 
strategy  that  management 
might  propose,"  he  writes. 

Next,  Raynor  argues,  CEOs 
should  concentrate  not  on 
operations  but  on  developing 
long-term  strategies— or  rather, 
a  set  of  long-range  strategic 
options.  Lastly,  Raynor  favors 
creating  a  team  of  line  managers 
who  oversee  the  company's 
short-term  operations  and  who 
don't  worry  about  strategy. 

Making  these  pieces  fit 
together  requires  a  plan, 
which  Raynor  provides  as  well.  He  suggests  that  senior- 
most  executives  map  out  every  scenario  they  can  imagine, 
as  well  as  a  menu  of  possible  responses  for  each  of  these 
developments.  Then,  as  the  future  unfolds,  they  determine 
which  options  are  appropriate  and  take  action.  Overall, 
Raynor's  approach  requires  more  strategic  planning  than 
many  companies  are  accustomed  to.  But  if  he's  right,  it  could 
enable  them  to  avoid  becoming  yet  another  statistic.  ■ 

-By  Dean  Foust 
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IdeasOutsideShot 

BY  LAURA  D'ANDREA  TYSON 


A  Resilient  World  Economy 

Just  a  few  weeks  ago,  when  global  equity  markets  were  still  soaring,  hunct 
of  business  and  political  leaders  made  their  annual  pilgrimage  to  the  Worl 
Economic  Forum  in  Davos,  Switzerland,  to  discuss  what  was  in  store  for  2 
The  mood  was  upbeat  and  the  forecasts  rosy.  Another  "Goldilocks"  year  o 
strong  global  growth  with  low  inflation  was  the  consensus.  To  be  sure,  tht  I 


economy  was  slowing  as  its  housing  sector  swooned,  but 
growth  in  both  Europe  and  Japan  was  rebounding,  China  was 
continuing  to  surge  ahead  at  10%  per  annum,  and  India's 
growth  was  not  far  behind. 

One  reason  for  optimism:  Emerging  markets  accounted 
for  more  than  50%  of  global  output— a  milestone  achieved  in 
2006— and  the  world  economy  was  simply  not  as  dependent 
on  U.S.  growth  as  it  had  been  for  most  of  the  previous  decade. 
Reflecting  the  bullish  sentiment,  9  out  of  10  CEOs  surveyed 
in  Davos  predicted  a  strong  2007  for  the  global  economy.  But 
this  forecast  was  before  the  large,  unexpected  losses  that  have 
slammed  global  markets  since  late  February.  Was  the  Davos 
consensus  wrong?  Is  it  time  to  reassess  the 
oudook  for  the  world  economy?  I  don't  think  so. 


AT  THE  BEGINNING  of  2007,  global  financial 
markets  were  "priced  for  perfection."  Wall 
Street  was  enjoying  the  longest  period  without 
at  least  a  2%  daily  fall  for  more  than  50  years. 
Meanwhile,  risk  premiums  on  assets  such 
as  corporate  debt,  especially  that  of  highly 
leveraged  companies,  and  emerging-market 
debt  were  at  historic  lows.  The  appetite  for  risk 
was  fed  by  long-term  interest  rates  that  had 
reached  25-year  lows  and  by  the  spectacular 
growth  of  credit  derivatives.  The  global  money 
supply  was  growing  at  its  fastest  pace  since  the 
1980s,  resulting  in  both  excess  liquidity  in  credit 
markets  and  excess  complacency.  In  short,  evidence  was 
mounting  that  financial  markets  were  poised  for  a  correction 
Nowhere  were  the  signs  more  apparent  than  in  China,  where 
the  stock  market  had  soared  from  historic  low  to  historic  high 
in  one  year.  Millions  of  new  individual  investors,  both  young 
and  old,  were  rushing  to  invest  in  China's  illiquid  and  immature 
stock  market  for  the  first  time,  using  bank  loans,  credit  cards, 
and  retirement  savings  to  buy  a  piece  of  the  action.  A  few  days 
after  his  appearance  at  Davos,  Cheung  Siwei,  an  influential  vice- 
chairman  of  China's  National  People's  Congress,  warned  of  a 
bubble  in  the  country's  stock  market  and  urged  investors  to  pay 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 


Beneath 

recent 

tremors,  the 

underlying 

fundamentals 

remain 

strong 


more  attention  to  risk  His  comments  sparked  rumors  of 
government  policies  to  stem  market  speculation  in  advai 
the  party  congress'  annual  March  meeting.  It  seems  like! 
rumors  played  a  role  in  triggering  a  massive  sell-off  of  sf 
caused  China's  stock  market  to  plunge  by  nearly  9%  on 
The  correction  in  China's  overheated  market  may  i 
been  entirely  unexpected,  but  its  ability  to  prompt  shh 
sudden  reductions  in  the  prices  of  almost  every  risky 
everywhere  else  in  the  world  was.  Correlations  betwe 
financial  market  changes  in  developed  countries  haw 
increased  significantly  in  recent  years  as  capital  flows 
them  have  soared.  But  China's  stock  market  remains 
and  insulated  from  foreign  investors,  an 
no  evidence  investors  sold  assets  in  othoi 
of  the  world  to  cover  losses  there.  Nonet 
Shanghai's  plunge  unhinged  global  mai 
leading  Morgan  Stanley  economist  Step 
Roach  to  quip  that  "like  nearly  everythi 
the  world  these  days,  it  now  appears  th<i 
stock  market  corrections  are  made  in  CI 
In  fact,  China's  stock  market  plunge  ws 
a  wake-up  call  for  investors  globally,  prorr 
a  reassessment  of  risk  that  has  increased  c 
spreads  and  returned  market  volatility  to  I 
normal  levels.  But  all  of  this  has  happenecj 
any  real  change  in  the  underlying  econoro 
fundamentals,  which  remain  strong.  The 
economy  has  indeed  slowed  but  the  odds 
recession  are  low.  Europe  is  enjoying  its  strongest  grow 
despite  unresolved  structural  problems.  The  yen  is  app: 
in  response  to  Japan's  stronger  growth,  while  China  an 
are  growing  rapidly— possibly  to  the  point  of  overhead' 
Overall,  the  rise  of  the  emerging  market  economi 
providing  the  biggest  boost  to  both  global  supply  ar 
demand  since  the  Industrial  Revolution.  There  are  ( 
economic  risks  ahead,  but  they  are  not  new  ones.  It'  [ 
investors  are  now  paying  more  attention  to  them. 


Laura  D'Andrea  Tyson,  a  professor  of  business  and  e 
at  the  University  of  California  at  Berkeley,  was  chairrr 
Council  of  Economic  Advisors  in  the  Clinton  Adminisi 
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MULTIPLY  SECURITY 
AND  MAXIMIZE  UPTIME. 


■»•  VPRO™  TECHNOLOGY  WITH  INTEL®  CORE™2  DUO  PROCESSOR. 

e  smarter.  Repair  PCs  or  deploy  security  upgrades  remotely,  even  if  they're  powered  off.* 
atically  isolate  an  infected  desktop  from  the  network  before  it  infects  other  PCs.  With  64-bit 
?  Intel  vPro  technology  you  multiply  your  company's  possibilities.  Learn  more  at  intel.com/vPro 


IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


Choosing  China  or  India 


Which  country  has  the  best  business  prospects  in  the  long 
run— China  or  India? 

— Ravikiran  Prabhakara,  Bangalore,  India 

Don't  we  wish  we  knew  the  definitive  answer  to  that 
question!  Doesn't  everyone?  Thaf  s  why  there  are  so  many 
books,  articles,  speeches,  research  papers,  and  even  blogs 
on  the  topic.  It  seems  that  everyone  not  already  playing  in 
the  global  market  is  trying  to  figure  out  which  of  the  two 
emerging  powerhouses  to  bet  on. 

Our  opinion  is  neither.  Or  both.  Or  either  one.  What 
we  mean  is,  the  choice  between  China  and  India  is 
entirely  situational.  Both  countries  have  advantages  and 
disadvantages.  The  only  way  to  pick  between  them,  if  you 
must,  is  to  find  the  right  match  for  your  business.  That  means 
figuring  out  which  country  is  best  equipped  to  help  you  win. 
It's  as  simple  as  that. 

O.K.,  maybe  determining  that  match  isn't  so  simple. 
There's  tons  of  information  out  there,  lots  of  it  contradictory, 
and  most  big  companies  have  already  sorted  through  if  all  for 
their  own  conclusions.  But  for  a 

small  or  midsize  company  still        T~TpT*p'^  *l  WTfW 
in  the  process  of  considering  J 

globalization,  we  would  offer  a 
four-part  framework  as  a  way  to 
think  through  the  China-India 
conundrum.  If  s  based  on  the 
assumption  that  economies  have 
four  ingredients  that  facilitate 
success:  political  stability, 
infrastructure,  local  and  export 
markets,  and  the  "human  grrr 
factor" —not  a  technical  term,         ^^^^^^^^~ 
but  you  know  what  we  mean. 

China  and  India  each  have  some  portion  of  these  ingredients. 
The  question  is  not  which  has  more.  If  s  which  has  the  right 
amount  for  you. 

^Political  Stability.  If  that's  what  your  business  desperately 
needs  (say  it  must  make  huge  capital  investments),  India 
is  the  better  fit.  Yes,  it's  riddled  with  corruption.  But  its  top 
team,  led  by  Prime  Minister  Manmohan  Singh,  is  said  to  have 
real  integrity. 

The  downside  of  India's  form  of  coalition  democracy, 
of  course,  is  a  bureaucracy  that  moves  slowly— as  in  cold 
molasses.  Meanwhile,  China  was  able  to  clear  a  province  of 
1.9  million  people  and,  within  15  years,  complete  the  colossal 
Three  Gorges  Dam,  which  will  generate  18,000  megawatts  of 
electricity  annually.  But  regard  for  China's  speed  advantage 
has  to  be  tempered.  It  is  in  the  midst  of  a  massive  experiment, 


to  figure 
out  which, 
if  either, 
is  right  for 
your  business 


trying  to  wed  economic  freedom  and  political  collectivis 
Will  the  marriage  last?  Maybe,  but  in  the  worst-case  see 
its  collapse  could  put  foreign  investments  at  risk  of  outc 
that  include  confiscation.  In  other  words,  the  lower  youi 
outlay  to  get  started,  the  more  attractive  China  becomes 
» Infrastructure.  By  contrast,  if  infrastructure  is  what  yot 
business  needs  to  succeed,  advantage  China.  It  has  10  ti 
as  many  express  highways,  for  example,  and  its  power  c 
40%  less.  You  wouldn't  ever  pick,  say,  Mumbai  to  build 
an  electricity-devouring  aluminum  plant  to  serve  globa 
markets.  But  you  wouldn't  be  offbase  to  plant  your  glol 
ad  agency,  movie  studio,  or  call  center  there. 
»  Markets.  The  edge  goes  to  China  when  it  comes  to  loa 
markets.  Its  GDP  is  almost  three  times  that  of  India,  an< 
has  more  consumers  with  buying  power.  China's  indusi- 
buyers  also  beckon,  thanks  to  the  country's  manufactui 
sector.  India  has  long  concentrated  on  its  service  sector 
expense  of  manufacturing.  Indeed,  India's  only  local  m 
advantage  could  be  that  if  s  easier  to  enter  and  survive : 
because,  well,  if  s  just  so  much  less  competitive  than  CI 

As  for  exports,  if  s  China  again,  as  the  country's 
manufacturing  productivity  and  process-improvementr 
overwhelm  India's.  You  can  go  it  alone  there,  form  a  jo* 
venture,  or  do  contract  manufacturing  to  feed  your  glol' 
supply  chain.  Only  in  high-tech  manufacturing  does  I; 
offer  an  edge  to  exporters,  but  probably  not  for  much  1( 
»The  Grrr  Factor.  Thaf  s  the  mixture  of  ambition,  eneri 
passion  that  magically  fuels  economic  growth.  Every  b' 
wants  as  many  people  with  grrr  as  they  can  get  their  hi 
on.  So  which  country  has  more?  If  s  a  split  decision.  CI 
excels  at  process  creativity,  India  at  innovation.  But  foi 
general,  you  can't  discount  the  sheer  ferocity  of  the  Ch 
Obviously,  we  are  talking  broadly,  and  exceptions  abo 
But  our  experience  is  that  because  more  Chinese  peopi 
willing  to  work  at  such  insane  intensity,  their  produ 
difficult  to  beat.  , 

Still,  what  good  is  grrr  if  the  country  with  more  of  it 
implode? 

Which  brings  us  back  to  where  we  started.  Look,  yo 
question  is  not  an  either-or.  If  s  a  what-who.  What  do 
need  to  win,  and  who  can  give  it  to  us?  Our  framewori 
answer  those  questions  beyond  a  reasonable  doubt,  bi 
start  you  on  the  road  to  globalization.  And  after  that,  y 
only  question  may  be:  Why  didn't  we  start  sooner?  II 

Jack  and  Suzy  Welch  bok  forward  to  answering  your  questi 
about  business,  company,  or  career  challenges.  Please  e-mai  ] 
at  thewelchway@businessweek.com.  For  their  weekly p 
go  to  www.businessweek.com/search/podcasting.htm. 
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The  alphabet  soup  of  SOX, 

COBIT,  and  ISO  is  connected  to  untold  stress  on  the  CEO,  CFO,  and  CIO 

is  connected  to  the  call  for  a  clear  compliance  strategy  by  EOD 
is  connected  to  the  one  solution  for  defining,  controlling, 

and  governing  your  IT  policy  compliance  ASAP. 
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are  that  makes  compliance  more  manageable.  Aligning  it  with  today's  compliance  regulations  is 
:ated  and  costly.  We  understand  this  better  than  anyone.  Our  software  distills  the  most  common  compliance 
ions  and  business  processes  into  clear,  actionable  IT  policies.  Our  Global  Services  team  then  works  for  you -from 
nent  to  implementation-to  provide  a  solution  that's  tailored  to  your  needs.  For  a  better  view  of  compliance, 
mantec.com/confidence 
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JDDENLY  THE  SKY  IS  MADE  OF  SILK. 

Nothing  can  make  the  air  perfectly  smooth  —  but  nothing  can  touch  the  incredible 
Falcon  7Xfor  smooth  flying.  Fly-by-wire  technology  gives  it  the  reflexes  of  a  fighter, 
the  agility  of  a  bird.  And  its  all-muscle- no-fat  design  will  whisk  you  over  5,950  miles 
with  the  efficiency  of  a  smaller  plane  —  in  a  cabin  of  silken  quiet  —  within  a  whisper 
of  the  speed  of  sound.  Technology  not  just  on  the  leading  edge,  but  leading  the  edge. 
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Putting  Aeeenture's 
research  to  work. 

Thomas  Cook 

High-performance  operations,  delivered. 

A  163-year-old  brand  with  many  owners  over  the 
years,  Thomas  Cook  UK  &  Ireland  was  a  respected 
but  complex  decentralized  travel  services  business 
in  need  of  a  return  to  profitaDniiy.  i«  qn  innovative 
co-sourcing  arrangement  with  Accenture,  u.<_ 
company  created  a  shared  services  center  to 
consolidate  its  widely  dispersed  IT,  finance  and 
HR  administration  operations.  Responsibility  for 
strategy  and  policy  was  retained  by  Thomas  Cook, 
with  Accenture  facilitating  operations  management. 
In  16  months,  the  company  removed  £140  million 
in  operational  costs,  helping  to  achieve  an  £83 
million  turnaround,  establishing  Thomas  Cook  as 
a  high-performance  player  in  the  competitive  UK 
travel  business. 


Wyeth 

High-performance  R&D,  delivered. 

Determined  to  boost  its  output  of  innovative  new 
medicines,  Wyeth's  research  &  development 
leadership  teamed  with  Accenture  to  reengineer 
the  way  the  pharmaceutical  company  discovers 
new  molecular  entities  and  moves  them  through 
preclinical  development  and  clinical  trials.  The 
companies  designed  and  implemented  vast  changes 
to  streamline  operations  and  dramatically  improve 
the  effectiveness  of  Wyeth's  proven  R&D  organization. 
Now,  three  years  into  the  initiative,  the  productivity 
of  Wyeth's  drug  discovery  effort  has  risen  400  percent, 
early  clinical  trial  cycle  times  have  been  cut  by 
60  percent,  and  a  new  high-performance  model 
for  outsourcing  clinical  data  management  is 
substantially  reducing  costs  by  about  50  percent. 


proving  yourself 
10% 


i  know  what  it  takes  to  be  a  Tiger. 

■  high  performers  aren't  defined  by  what  they  do  to 
h  the  top,  but  what  they  do  to  stay  there.  It's  what 
all  continuous  renewal  and  it's  one  key  finding  from 
Proprietary  research  into  the  world's  most  successful 
panics.  For  an  in-depth  look  at  our  study  of  and 
rience  with  high  performers,  visit  accenture.com/research 

siting  •  Technology  •  Outsourt 
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High  performance.  Delivered. 


NATURAL 


RESOURCE  IN  ONTARIO 


IS  MINED  MORE  I  HAN  ANY  OT  lER.  Innovative  industries  have  been  unearthing 
talent  in  Ontario  for  decades,  and  have  polished  it  into  the  most  highly  skilled  workforce  in 
the  G8.  It's  also  the  most  knowledgeable;  with  56%  having  a  post-secondary  education,  the 
highest  rate  of  any  industrialized  nation.  In  fact,  the  2005  World  Competitiveness  Yearbook 
ranks  our  education  system  ahead  of  Japan  and  the  U.S.  in  its  ability  to  meet  the  needs 
of  a  competitive  economy.  And  competitive  we  are,  in  fields  as  diverse  as  IT  and  commu- 
nications, aerospace,  and  biotechnology.  Brainpower  is  a  renewable  resource,  too,  as 
Ontario's  44  universities  and  colleges  produce  a  steady  supply  of  graduates  every  year  in 
mathematics,  engineering  and  sciences.  Put  Ontario's  minds  to  work  for  you.  There's  no 
better  place  in  the  world  to  do  business. 

ONTAPsIO 

Canada 

2ontario.com/  talent 
1-800-819-8701 


Ontario  Paid  for  by  the  Government  of  Ontario. 
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I  used  to  be  afraid  of  heights. 
But  now,  whether  it's  pushing  myself  two  inches  or  2,000  feet, 
the  direction  is  always  up. 
My  dream  is  to  fly. 

And  I  won't  be  coming  down  anytime  soon. 
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LINCOLN 


Reach  Higher 


Introducing  the  new  2007  Lincoln  MKZ  with  a  spirited  263  hp  V-6  and  a  smooth 
6-speed  automatic. You're  now  cleared  for  takeott.  Life's  calling.  Where  to  next? 

lincoln.com 
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In  the  great  big,  full-color,  extra-large  stories  of  their  lives, 
you'll  find  us  listed  under  "Nuveen  Closed-End  Funds." 


If  there  was  ever  a  time  for  happy  endings,  it's  during  your  retirement.  To  help  maintain  the  lifestyle  you'd  like,  we  suggest  aim  I 

PI 

closed-end  fund  from  Nuveen  Investments  for  the  potential  tax  efficiencies  and  attractive  monthly  income  it  can  provide.  After  I 

got  a  life  to  live  and  share,  to  talk  and  laugh  about.  At  least  let  us  help  with  the  spreadsheets.  To  learn  more,  contact  your  advise 

us  at  nuveen.com/cef.  As  always,  there  are  risks  inherent  in  any  investment,  including  the  possible  loss  of  principal.  If  interest  ra 

the  value  of  a  fund's  portfolio  may  decline.  Closed-end  funds  frequently  may  trade  at  a  discount  or  premium  to  their  net  asse 


OXD 


NUVEEN 

Investments 


Smarter  ways  to  be  conservative. 


An  investor  should  carefully  consider  the  Fund's  objective,  risks,  charges  and  expenses  before  investing.  For  an  annual  rep 
or  prospectus  (when  applicable)  containing  this  and  other  information  about  Nuveen's  funds,  contact  your  advisor  or  Nuve 
1-800-257-8787.  Read  the  prospectus  carefully  before  you  invest  or  send  money.  Income  from  national  Nuveen  municipal  ch 
end  funds  may  be  subject  to  state  and  local  taxes,  and  income  from  most  Nuveen  municipal  closed-end  funds  may  be  subject! 
federal  alternative  minimum  tax.  Capital  gains,  if  any,  will  be  subject  to  capital  gains  taxes.  ©2007  Nuveen  Investments 
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1-800-4-KOHLER,  ext.  BL3 
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Video  games  are 
no  longer  just 

.  Now 

they're 


business.  But  who's 

having  more 

gamers  or  the 
investors? 

Welcome  to  a  place 
where  opinions 
are  exchanged. 
Voice  yours  at 
businessweek 
.com/debateroom. 


welcome 
to  the 
human 
network. 
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What's  Hot  This  Week^ 

BusinessWeekcor 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/07_13/online.htm. 


It's  a  wiki  world: 
Collaboration  software  is 
a  business  tool  now 


New  Tools  for  Teamwork 


It 


If  the  word  "wiki"  makes  you  think  of  Wikipedia,  you  are  not 
alone.  The  technology  that  turned  the  online  encyclopedia  in  i 
an  active  document— software  that  lets  anyone  contribute  am 
edit  information  on  a  Web  site— is  taking  root  as  a  collaborate  | 
in  corporations  ranging  from  Intel  to  Walt  Disney  to  investmi 
bank  Dresdner  Kleinwort.  In  a  BusinessWeek.com  Special  Rtf  (| 
we  look  at  how  the  use  of  this  digital  tool  can  quickly  spread 
from  a  few  people  to  thousands  of  employees  and  foster  new  hi  "6 
of  teamwork.  In  a  podcast,  Harvard  Business  School  professor-  ,, 
Andrew  McAfee  discusses  how  companies  are  grappling  witl 
the  technology  and  the  ways  it  affects  corporate  culture.  Big 
media  outfits  such  as  Meredith,  American  Express  Publishin 
ABC,  and  CBS  also  are  turning  to  collaboration  software  to 
help  them  build  communities  of  interest  on  everything  from 
scrapbooks  to  the  TV  show  Lost  Finally,  if  you're  ready  to  gei 
started,  be  sure  to  read  our  tip  sheet  on  how  to  contribute  conte 
gracefully  to  your  corporate  wiki  without  stepping  on  your 
colleagues'  toes.  Go  to  www.businessweek.com/technology/ceoj 
for  all  this  and  more. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  BW50  No.2-ranked  CEO  Frankfort  talks  strategy  I 
estate  tips  for  buyers  and  sellers  I  Best  airport  cuisine  I  Overlooked  tax  deductions  !  Check  your  Ic 
listings  for  program  dates  and  times.  For  video  clips,  go  to  www.businessweekweekend.com. 
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i  the  human  network,  you  subscribe  to  people,  not 
ngazines.  Welcome  to  a  place  where  business  and  social 
Itworking  are  changing  the  way  we  work  and  play.  Where 
c  leagues  and  friends  can  subscribe  to  both  your  opinions 
|p  schedules  or  your  playlists  and  photos.  And  you  can  be 
ached  the  way  you  want  to  be  reached.  Or  not.  Welcome 
|/our  life.  On  your  terms.  All  it  takes  is  a  network.  The  story 
cntinues  at  cisco.com/humannetwork. 


welcome  to  «i|i,i|i. 

the  human  network.    Cisco 


You  and  TSMC. 
The  Power  of  a  Winning  Partnership. 


Whether  you're  developing  innovative  new  products  or  seizing  opportunities  in 
existing  markets,  TSMC's  proven  approach  to  partnership  can  help  you  reduce  risk, 
accelerate  time-to-market,  and  improve  yields. 

Our  unique  brand  of  close  collaboration,  involving  multiple  levels  of  both  your 
and  our  organizations,  ensures  you  get  the  full  benefit  of  our  collective  experience — 
applied  across  a  broad  variety  of  technology  platforms,  including  0.13  micron, 
90nm,  and  65nm. 

And  as  the  world's  largest  foundry,  representing  50%  of  the  world's  capacity,  our 
state-of-the-art  facilities  are  100%  dedicated  to  our  customers.  Which  means,  our 
commitment  begins  with  our  integrated  design  support  and  ends  only  when  you 

achieve  business  success. 

» 

Find  out  why  the  world's  leading  semiconductor  companies  trust  TSMC  with  their 
most  important  innovations.  Visit  www.tsmc.com 


The  Proven  Path  to  Success" 


Copyright  2007  Taiwan  Semiconductor  Manufacturing  Company  Ltd.  All  rights  reserved. 
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"We're  kind  ofback 
in  panic  mode." 


-RBS  Greenwich  Capital  chief  economist  Stephen 

Stanley  on  the  stock  market's  latest  slide,  caused  by 

subprime  mortgage  woes  and  weak  economic  data,  as 

reported  by  The  Wall  Street  Journal. 


) BY  DEBORAH  STEAD 


SNT  SPENDING 


Electing  on  an 
Id  Phone  Bill 


IP  WEB-BASED  phone  service 
ed,  so  did  the  industry's 
is  a  hotbed  of  innovation  that 
pulled  one  over  on  the  phone 
But  after  a  Mar.  8  federal  court 
that  Web  phone  pioneer  Vonage 
d  on  key  Verizon  patents,  it's 
at  Net  calling  owes  a  debt  to 
ell- established  technologies. 

And  patent  owners  are 
lining  up  to  collect. 

Anthony  Cataldo, 
CEO  of  VoIP  Inc.,  has 
already  hired  lawyers 
to  demand  payments 
from  outfits  using 
his  company's  Web 
calling  patents,  one 
i,  he  says,  covers  a  way  to  place 
clicking  a  name  in  an  e-mail, 
id,  or  social  networking  site. 
lie  going  to  see  a  lot  of  demand 
sjoing  out  from  us,"  Cataldo  says. 
k's  a  deep  vein  left  to  mine. 
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The  U.S.  Patent  & 

Trademark  Office  says 

2,273  are  registered 

for  Voice  over  Internet 

Protocol  (VoIP)  or 

related  technologies. 

Many  belong  to  players 

like  Verizon,  AT&T, 

Motorola,  Broadcom,  and 

Cisco  Systems.  Verizon's 

patents  apply  to  older 

technologies  such  as 

call  waiting  and  security.  Others  claim 

to  cover  how  traditional  phone  and  IP 

networks  talk  to  each  other  or  a  method 

behind  enabling  wireless  Web  calls. 

Until  the  Verizon  case,  most  Web- 
calling  patent  lawsuits  were  quiedy 
settled  or  elicited  small  awards.  But 
with  9-5  million  Americans  using 
services  that  allow  calls  over  the  Web- 
double  the  number  a  year  ago— serious 
money  is  at  stake.  The  eight-member 
jury  that  considered  the  case  against 


Vonage  in  the  U.S.  District  Court  for  the 
Eastern  District  of  Virginia  awarded 
Verizon  $58  million  in  damages  and  a 
per-user  licensing  fee.  (Vonage,  which 
plans  to  appeal,  declined  comment.) 

"Before,  this  was  about  running 
around,  thumbing  your  nose  at  big 
bad  phone  companies,"  says  David 
McClure,  CEO  of  the  U.S.  Internet 
Industry  Assn.  Now,  he  says,  Web- 
phone  companies  "are  facing  reality." 

-OlgaKharif 
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E  CASE'S 

EAT 

IT  CARDS 

|l  ONLINE  co-founder 

hi  Case  is  out  to 

lnother"old" 

a«5  model.  Case's 

t'nture:  using 

■met  to  try  to 

lubnize  the  credit- 

biness. 

a  !;w  payment 

nSratisCard, 

i  to  ower  the 


credit-  and  debit- card  fees 
paid  by  merchants  ($48.6 
billion  in  2005).  It  plans  to 
charge  retailers  0.5%  of  the 
cost  of  a  purchase— vs.  2.2% 
per  sale,  on  average,  for  Visa 
and  MasterCard  credit  cards. 
(GratisCard  uses  proprietary 
software  to  route  payments 


BENDING 
THE RULES 


GratlSCARD 


over  the  Internet 

free  of  charge.) 
Scheduled  for  a 

formal  launch  in 

April,  GratisCard 

is  negotiating  with 

Amazon.com,  among 

other  big  outfits,  in 

the  hopes  that  such 

companies  will 
accept  the  card, 
according  to  a 
source  familiar 
with  the  matter. 
Amazon  did 
not  respond 
to  requests  for 
comment. 


Revolution,  the 

private  holding 
company  Case 
started  in  2005  with 
$500  million  of  his 
AOL  fortune,  is  the 
largest  shareholder  in 
GratisCard,  which  is 
based  in  St.  Petersburg, 
Fla.  Case  is  packing  his  new 
venture  with  heavyweights: 
Former  Treasury  Secretary 
Lawrence  Summers  sits 
on  its  board,  and  the  CEO 
is  Jason  Hogg,  formerly  at 
credit-card  giant  MBNA,  now 
owned  by  Bank  of  America. 

-Brian  Grow 
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BETTING  THE 
SPREAD  ON 
BIRD  FLU 

Can  a  virtual  betting  parlor 
predict  pestilence?  A  new 
Avian  Flu  Market  aims  to 
find  out.  Started  on  Mar.  1 
to  predict  the  chances  of  a 
bird  flu  pandemic,  it's  being 
run  by  the  University  of  Iowa 
with  funding  from  the  Robert 
Wood  Johnson  Foundation. 
The  market  gives  a  select 
group  of  international  public 
health  and  pandemic  experts 
$100  each  in  virtual  money. 
The  idea  is  to  wager  on  if, 
when,  and  how  bird  flu  will 


spread,  with  participants 
betting  on  specifics:  when 
it  might  arrive  in  North  and 
South  America,  for  instance. 

So  far,  the  H5N1  strain 
of  avian  influenza  virus  has 
killed  154  humans,  allot 
whom  contracted  the  illness 
from  close  contact  with 
fowl.  But  infectious  disease 
experts  believe  that  over  time 
the  virus  is  likely  to  mutate  and 
become  highly  contagious 
among  people,  leading  to  a 
pandemic  that  could  rival  the 
1918  influenza  outbreak. 

The  university  has  had 
success  in  predicting 
seasonal  flu  outbreaks  using 
a  similar  market.  Its  Avian  Flu 
Market  is  scheduled  to  run  for 
three  years.  -Catherine  Arnst 


CHINA  DIARY 

WE  SAID  JUST  ONE, 
WE  MEANT  JUST  ONE 

BEIJING  IS  cracking  down  on  wealthy  families 
flouting  its  one-child  policy.  In  force  for 
almost  three  decades,  the  rule  helped  limit 
the  country's  population  to  1.3  billion  as  of 
January,  2005.  But  it  has  become  irrelevant  to 
China's  rich  and  famous,  who  can  afford  fines 
of  up  to  three  times  or  more  the  average  yearly 
urban  income  to  have  an  extra  child  or  two. 

Now  the  government's  National  Population 
&  Family  Planning  Commission  says  it  will  hit 
wealthy  offenders  with  bigger  fines— no  word 
yet  on  how  big— and  set  up  a  "bad  credit"  list 


to  bar  scofflaws  from  receiving  honors.  Si  | 
prizes  count  a  lot  to  celebrities  such  as  sii 
and  movie  stars,  who  build  careers  on  the 
"They  will  have  to  pay  a  dear  price  if  the) 
violate  the  family  planning  policy,"  said! 
Xuejun,  director  of  the  commission's  Pol> 
&  Laws  Dept.,  the  English-language  Chir. 
Daily  reported  in  early  March. 

The  policy  has  been  loosened  in  poon 
rural  areas,  where  some  farmers  get 
exemptions.  But,  perhaps  responding  toi 
many  Chinese  who  feel  if  s  unfair  for  th( 
privileged  to  shrug  off  the  regulation,  Yi 
the  commission  wants  to  persuade  Chin 
rich  urbanites  and  celebrities  to  stop  aft 
child.  Now,  "10%  of  them  even  have  thrr 
he  complained  to  the  press.     -Dexter  R 


GATEKEEPING 

THE  PASSWORD  IS  'EXPENSIVE' 


IT  TYPICALLY  costs  a 

company  $10  to  $13  to  reset 
an  employee  password, 
according  to  Forrester 
Research— adding  up,  in 
some  cases,  to  millions  in 
annual  expenditures  as 
passwords  get  more  complex 
"It's  always  been  a  problem, 
but  if  s  gotten  a  lot  worse," 
says  Jonathan  Penn,  the 
Cambridge  (Mass.) 
firm's  research 
director. 

Now,  Penn  says, 
companies  are 
trying  to  cut 
down  on  resets. 
One  solution:  a 
computer  tool  that 
allows  an  employee 


to  use  just  one  password 
to  get  access  to  e-mail, 
intranet,  and  other  accounts. 
New  York-based  Passlogix 
has  supplied  such  a  system 
to  companies  like  Kaiser 
Permanente  and  IBM,  selling 
licenses  for  6  million  users 


last  year,  up  from  2  mil 
in  2005. 

For  those  who  can't 
remember  even  one 
password,  the  remedy 
to  create  a  Web  site  wb 
employees  answer  a  se 
question  and  reset  on  1 
own.  Combining  such 
automation  resets  witl 
Passlogix  system,  the  1 
Postal  Service— with  n 
than  300,000  computi 
using  employees— no\ 
spends  less  than  $1  m 
annually  on  resets.  Be 
began  to  battle  the  pre 
in  2003,  it  spent  more  | 
$3  million  a  year— wit 
the  number  of  compu 
users.  "We  needed  a  r 
of  solutions  to  make  t! 
better,"  says  Rick  Wei 
an  IT  program  manag 
the  agency.         -Sonj 
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HERE'S  TO  THE  ROAD  WARRIORS  WITH  SPINES  OF  STEEL. 

AND  DELICATE  BACKS. 

Toting  briefcases  and  carrying  barely  carry-onable  luggage  through 

a  hundred  airports.  It's  enough  to  make  a  business  traveler  tough  as  nails. 

And  weak  as  a  kitten.  Courtyard's  thicker  new  mattresses,  and  softer  new 

pillows  and  sheets  are  designed  to  soothe  and  support  them  every  night. 

So  they  can  get  up  every  day  and  conquer  the  world. 

NEW  BEDS  AND  BEDDING  AT  COURTYARD? 

REDESIGNED  BY  BUSINESS  TRAVELERS  FOR  BUSINESS  TRAVELERS?" 


COURTYARD 


I  r  reservations,  call  1-800-MARRIOTT  or  visit  Marriott.com/courtyard. 
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WEB  SPORTS 

A  LIVELY 
FANTASY  LIFE 
FOR  ESPN 

WITH  OPENING  DAY  for  Major  League 
Baseball  near,  many  of  the  16  million 
stat  heads  who  play  fantasy  games  are 
lining  up  their  teams.  Sports  network 
ESPN  aims  to  stack  its  own  lineup. 
It  has  been  snapping  up  fantasy 
sites,  hiring  big-name  writers, 
and  offering  its  online  games 
free  to  grab  share  from  rivals, 
including  CBS  SportsLine.com 
and  Yahoo!,  which,  with  ESPN, 
make  up  fantasy  gaming's  Big 
Three.  "Our  goal  is  to  be  the 
unquestioned  No.  1,"  says  John 
Kosner,  ESPN's  senior  VP  and 
general  manager  of  its  new 
media  unit. 

So  far,  participation  in 
ESPN  fantasy  football  has  risen 
eightfold  over  two  years,  and 
gamers  playing  the  baseball 
version  have  tripled  this  year.  The  goal 
is  to  lure  users  with  freebies— ESPN 
used  to  charge  $30  a  team— then  sell 
them  ESPN  Insider  fantasy  expert 
advice  and  use  the  bigger  audience  to 
raise  online  ad  revenue. 

The  fantasy  world,  growing  10% 
a  year,  attracts  a  hot  demographic. 
Players  are  generally  19  to  49  years 
old,  earn  an  average  $77,000  yearly, 
and  spend  up  to  five  hours  a  week 
online  running  their  teams.  And 
80%  buy  beer,  says  the  Fantasy 
Sports  Trade  Assn.  ESPN  isn't  alone 
in  chasing  fantasy's  fortunes:  Last 
year,  newspaper  chain  American 
City  Business  Journals  acquired  the 
Sporting  News,  a  big  player.  NBC,  too, 
is  scouting  for  sites.  Sounds  like  an 
aggressive  free-agent  market. 

-David  Welch 
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NOTHIN'  BUT  NET 

More  than  100  million  Americans,  including  the  estimated 
23  million  hoop  fans  with  Internet  access  at  work,  are  expected 
to  follow  this  year's  NCAA  men's  basketball  tournament-tuning 
or  clicking  into  the  games  (or  just  checking  scores)  starting  on 
Mar.  13.  Sixty-five  teams,  11  days  of  play.  As  the  watercooler  talk 
turns  to  who's  up  and  who's  down  in  the  office  pool,  here  are  a 
few  off-the-court  stats.  -Lindsey  Gerdes 


$177,000 

Amount  awarded 
by  the  NCAA  to  each 
athletic  conference 
for  each  game 
played  by  one  of  its 
teams* 


$1.2 

BILLION 

Estimated 
cost  to  em- 
ployers in  lo 
productivity 
during  the 
tournament 


impanies 
nningto  "take 
ps"  to  prevent 
jrkers  from 

going  to 

tournament 

Web  sites 


MARCH 


Estimated  network 
TV  ad  revenues  (up 
from  $362  million 
in  2003) 


NUMBERS 


Lowest  price 
as  of  Mar.  14  on 
stubhub.com 
for  the  final 
three  games 
(NCAA  price: 
$155  to  $204) 


7,250 

Top  ticket  price 
paid  as  of  Mar.  14 
on  ticket  market- 
place stubhub.com 
for  the  three 
Final  Four 
games 


67% 

Workers  who  say 
they  joined  2006 
office  pools,  of 
whom  57%  bet 
on  March 
Madness 

57% 

Taxpayers  who  sa} 
they  are  "not  very 
likely"  to  report 
tournament 
winnings 


*Up  to  five  games 

Data:  Lost 
productivity  and 
company  contingency 
plans,  Challenger, 
Gray  &  Christmas; 
workers  in  betting 
pools,  Vault;  reporting 
winnings  to  IRS.  H&R 
Block  survey; 
StubHub  ticket  prices, 
stubhub.com;  NCAA 
prices,  NCAA;  network 
TV  ad  revenues.  TNS 
Media  Intelligence 
March  Madness 
Advertising  Trends 
Report;  payments  to 
conferences,  NCAA 


INSURANCE 


INVESTMENTS 


RETIREMENT 


1     "  I  WANT  EASY." 
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KY  WEEKENDS.  EASY  PLANNING.  EASY  RETIREMENT. 

■fsamerica  offers  insurance,  investment,  and  retirement 
^■gies  designed  with  one  thing  in  mind — helping  you  get 
la  you  want. 


■act  your  financial  professional  today 
Mil  1-800-PYRAMID. 


Transamerica 

The  Power  of  the  Pyramid ' 


W  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company,  Cedar  Rapids,  IA  52499, 
'dates.  In  New  York,  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company, 
te  NY  10577.  Products  may  not  be  available  in  all  jurisdictions. 


Member  of  the  AEGONh  Group 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ.  M.D. 


The  New  Me  Nobody  Knows 


In  part  because  of  my  husband's  work 
relocation,  I'm  entering  a  new  industry.  I'm 
bringing  the  same  skills  (in  marketing)  that 
made  me  a  success  in  my  previous  10-year 
career,  but  I'm  having  a  hard  time  landing 
a  job  and  I  can't  seem  to  stop  worrying.  I'm 
up  half  the  night,  thinking  that  I  won't  stack 
up  against  the  competition— or  that  when 
I  do  get  a  job  I  won't  be  successful.  The  list 
of  anxieties  grows  as  my  confidence  falters. 
How  can  I  get  control  over  feeling  that  I 
have  no  control?  How  can  I  cope  with  the 
uncertainty  that  comes  with  embarking  on  a 
new  career  path? 

Anonymous,  New  York 

I'M  NOT  CONVINCED  that  it's  simply  the  new 
career  path  that's  keeping  you  up  at  night, 
stressful  as  that  challenge  can  be.  There  may 
be  more  going  on  deeper  down,  and  I'd  like  to 
help  you  address  both  levels. 

Your  first  task  is  to  turn  your  marketing 
skills  on  yourself  when  thinking  about  applying 
your  talents  to  the  new  industry.  Remember 
that  marketers  who  have  been  successful  (like 
you)  can  typically  promote  just  about  anything. 
They  just  have  to  get  up  to  speed  about  their 
products  and  their  customers. 

You're  not  starting  from  scratch,  in  other 


words.  In  fact,  you'll 
undoubtedly  bring 
valuable  perspectives 
from  your  previous 
career  into  whatever 
new  field  you  choose. 

To  be  sure,  it's 
normal  for  your  self- 
esteem  to  take  a  hit 
as  you  try  to  break 
into  a  new  area: 
You're  accustomed  to 
success,  after  all,  not  to 
uncertainty  or  rejection. 
It  will  pay  to  remind 

yourself  that  you  can't  be  a  success  right 
away  (so  don't  demand  that  of  yourself)  and 
that  this  period  of  relative  demotion  won't 
last  forever. 

AT  THE  SAME  TIME,  you  might  want  to 
consider  whether  your  feelings  of  loss  of 
control  also  stem  from  the  degree  to  which 
your  professional  fate  depends  on  your 
husband's  work  assignments.  This  can  cause 
understandable  anger— a  resentment  you 
may  be  struggling  to  suppress,  perhaps 
because  your  mate  had  no  control  over  the 
move  he  had  to  make.  It's  precisely  this 


"/v  j,  |        internal  conflict 

JH         that  makes  you  t 
to  disavow  your 
feelings.  And  wh> 
such  emotions 
go  underground 
they  can  reappe; 
in  the  form  of 
severe  a nxietyoi 
other  behavioral 
symptoms.  Findi 
way  to  express  y 
feelings  about tt 
move  without  m 
your  husband  fe 
guilty  about  the  relocation.  Getting  that  o 
the  table  may  provide  just  the  relief  you  1 
as  you  dive  headfirst  into  your  job  searcl 
If  you  approach  your  worries  as  nothi:! 
more  than  a  career  transition  problem, 
miss  these  underlying  issues.  And  chant' 
are,  that  will  only  intensify  your  anxiety, 
making  an  already  challenging  transition 
more  difficult. 


Kerry!  Sulkowicz,  M.D.,  a  psychoanalyst  a 
founder  of  the  Boswell  Group,  advises  exec-' 
on  psychological  aspects  of  business.  Sent 
questions  at  analyzethis@businessweek. 


QUESTION  OF 
THE  WEEK 

What's  the  most 
interesting  thing  you 
learned  this  year  at  TED, 
the  annual  invitation- 
only  Technology, 
Entertainment,  and 
Design  meeting  held  in 
Monterey,  Calif.? 


"I  was  surprised  that  it 
was  such  a  consistent 
environment  of 
inspiration  to  act  and 
live  green.  I  didn't  think 
that  was  going  to  be 
so  much  a  part  of  this 
conference." 


"I  loved  Paul  Ewald's 
talk  about  evolving 
pathogens  in  an 
intentional  way— the 
idea  you  can  help  a 
disease  evolve  to  be  less 
virulent." 

-Tim  Brown, 

CEO, 

design  firm  IDEO 


"Sometimes  spectacle  i 
can  take  away  from 
substance.  [Swedish 
global  health  professor] 
Hans  Rosling  swallowe 
a  sword.  Everyone  forg 
what  he  said  before  thz 
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imagination  at  work 


ecomagination.com 
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JetBlue  has  deftly 
turned  its  'extraordinary 
stumble'  into  an 
exemplary  lesson  in 
customer  relations." 

-  Christopher  Kercher 
New  York 


BusinessWeeH 


CUSTOMER  SERVICE! 

CHAMR 

LUSAA 

2.  Four  Seasons 
X  Cadillac 

4  Nordstrom 


JETBLUE  CUSTOMERS 
STAND  BY  THEIR  CARRIER 

IF  YOU  HAD  ASKED  for  my  opinion  on 
JetBlue  Airways'  customer  service  in  the 
early  hours  of  Feb.  15,  when  I'd  finally 
left  New  York's  John  F.  Kennedy  Interna- 
tional Airport  after  hours  of  waiting  for 
a  flight  that  was  then  abruptly  canceled, 
I  would  have  agreed  that  the  airline  is 
toast.  However,  JetBlue's  response  since 
then  is  worthy  of  a  B-school  case  study, 
like  Johnson  &  Johnson  and  the  fa- 
mous Tylenol  recall  ("Customer  service 
champs,"  Cover  Story,  Mar.  5). 

Not  only  did  the  airline  move  quickly 
to  apologize,  accept  full  responsibility, 
and  proactively  introduce  a  passenger's 
bill  of  rights  (all  effectively  communicat- 
ed by  e-mail  from  CEO  David  Neeleman) 
but  they  actually  had  someone  call  me  to 
apologize.  When  I  wasn't  available,  they 
even  e-mailed  me  to  find  out  when  would 
be  the  best  time  to  speak  with  me. 

When  they  reached  me,  the  caller  was 
not  some  outsourced  telemarketer  work- 
ing from  a  script.  Instead,  she  actually 
asked  me  for  my  opinion  of  what  went 
wrong  and  how  they  could  fix  it.  She  en- 
gaged me  in  a  dialogue  about  the  steps 
the  airline  was  considering  and  sought 


my  opinion  on  whether  the  measure! 
would  be  enough.  She  thanked  me  for  ml 
help  and  patience  and  asked  me  to  givj 
the  airline  a  second  chance.  They  got  it.  [ 

Many  companies,  when  faced  witil 
such  a  consumer  crisis,  first  deny  th[ 
problem,  then  promise  to  study  the  issue! 
then  "resolve"  it  with  some  personnel 
changes.  In  stark  contrast,  JetBlue  moveJ 
swiftly  to  own  up  to  its  failures,  honesdf 
explain  why  they  happened  (too  muclj 
expansion  without  sufficient  infrastrucj 
ture),  and  worked  to  both  fix  the  probl 
lem  and  mend  fences  with  customer! 
who  were  harmed.  By  bringing  custom! 
ers  into  the  process  by  actively  seeking 
our  opinions  and  feedback,  JetBlue  ha| 
deftly  turned  its  "extraordinary  stumble  J 
into  an  exemplary  lesson  in  custome| 
relations. 

By  the  time  BusinessWeek  went  til 
press,  JetBlue  had  launched  itself  back  fci 
the  top  of  my  list. 

-  Christopher  Kerchei 
New  YorA 

YOU  STATE  THAT  JetBlue  had  pilet 
up  service  accolades  faster  than  mos 
airlines  rake  up  complaints,  which  con'  = 
tributed  to  its  passengers'  high  expecta 
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ReadersReport 


tions.  Some  writers  in  the  field,  and  one 
mentioned  in  your  article,  seem  to  feel 
that  JetBlue  may  have  a  difficult  time 
regaining  trust  since  those  high  expecta- 
tions were  shattered  during  the  recent 
meltdown.  I  disagree. 

Research  I  conducted  on  airline  cus- 
tomer loyalty  as  part  of  my  doctoral  stud- 
ies at  Case  Western  Reserve  University 
in  2001  (after  the  major  carriers'  melt- 
down during  the  summer  travel  season 
of  2000)  found  that  the  airlines  had  cre- 
ated a  climate  of  low  expectations,  which 
led  to  "passive  submission  and  unresist- 
ing acceptance  of  what  is  imposed," 
or  a  mode  of  satisfaction  referred  to  as 
"satisfaction  as  resignation." 

The  research  would  indicate  that  Jet- 
Blue's implementation  of  a  number  of 
system  and  policy  changes  to  support 
CEO  Neeleman's  "service  guarantee" 
will  bring  back  passengers  who  were 
inconvenienced  but  resigned  to  the  fact 
that  this  sort  of  thing  happens  occasion- 
ally. JetBlue's  systematic  service-recov- 
ery process  will  result  in  its  passengers 
continuing  in  the  future  to  receive  the 
service  they  expect.  Therefore,  they  will 
forgive  JetBlue  for  an  occasional  lapse. 

Southwest  Airlines  and  JetBlue  un- 
derstand this.  Too  bad  the  other  carriers 
haven't  figured  it  out. 

-Leonard  Lane 

Paul  Merage  School  of  Business 

University  of  California 

Irvine,  Calif. 

IN  THIS  TIME  of  corporate  greed  and 
scandalous  white-collar  crimes,  com- 
pany managers  often  hide  behind  press 
releases  and  spokespersons.  I  applaud 
the  manner  in  which  JetBlue  handled  the 
situation. 

As  CEO,  David  Neeleman  could  easily 
have  hidden  or  made  excuses  for  the  air- 
line's delays  and  cancellations.  Instead, 
he  was  front  and  center  in  admitting 
his  mistakes,  apologizing,  and  detailing 
plans  to  help  ensure  that  those  mistakes 
do  not  happen  again.  His  business  ethics 
and  sincere  passion  for  customer  service 
are  the  backbone  of  what  the  company  is 
all  about. 

Unfortunately,  in  our  society  we  flock 
toward  the  negative.  Even  in  bad  times, 
JetBlue  was  able  to  show  the  corporate 
world  how  things  should  be  done. 

-Lawrence  Ciambriello 
Trumbull,  Conn. 

EXCISING  JETBLUE  from  BusinessWeek's 
first-ever  ranking  of  customer  service 
champs  showed  poor  judgment  and  casts 
doubt  on  the  criteria  used  to  arrive  at 
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the  rankings.  This  omission  was  trea 
with  self-serving  theatrics  by  featu: 
the  graffiti-like  reprimand  on  the  coa  j 
It  was  out  of  balance  with  the  airlin 
fine  reputation. 

I  am  one  of  the  millions  of  travel 
who  know  that  JetBlue  has  a  nonpai 
record  of  concern  for  the  public.  No  othl   '" 
airline,  and  few  U.S.  corporations, 
match  JetBlue  for  superb  customer  s 
vice.  While  if  s  true  that  the  airline  coi 
have  been  better  prepared  for  this  em 
gency,  it  was  a  singular  instance  that  < 
not  speak  for  the  airline's  extraordinai 
great  care,  day  in  and  day  out,  for  I 
passengers. 

On  September  11,  2001,  JetBlue  v     - 
among  the  first  responders  to  aid  passft  Pi 
gers  stranded  at  JFK  by  other  airlines'!  |Mt 
well  as  JetBlue.  It  provided  informatioj  ^ 
emergency  money,  and  long-distari  ^ 
ground  transportation.  JetBlue  has  bei  ^ 
quick  to  respond  in  many  emergencil  ,ea 
and  David  Neeleman  was  extraordinai  ^ 
in  his  candor  and  apology.  These  are  1 1 
same  traits  that  will  put  JetBlue  rig 
back  on  your  list  of  top  customer  serv 
companies  in  short  order.  Shame  on  y(    5NI 
BusinessWeek,  for  your  rash  and  bra'  Ml 
scolding  of  this  fine  corporation. 

-Ronald  D.Sci  P 

Long  Beach,  Ca    » * 

tofi 

SERVICE  KUDOS  FOR  UPS?  I  m 

ARE  YOU  KIDDING? 

I  WAS  APPALLED  that  United  Parcel  Sfi  jk 
vice  was  rated  eighth  in  your  custom  topi 
service  ranking.  1 1« 

UPS  is  the  worst  at  delivering  pao'  ito 
ages  to  your  home.  It  does  not  consicii  ibee 
the  recipient  to  be  its  customer.  Rathf  tug] 
UPS  considers  the  sender  to  be  its  cu  B-po 
tomer,  ostensibly  through  a  long-tei 
delivery  agreement  between  UPS  an 
said  merchant. 

How  do  I  know  this?  I've  placed  se  — 
eral  calls  to  the  UPS  customer  suppc  ^i 
center  to  complain  about  delivery  d 
bacles  from  packages  being  crushed 
UPS  vehicles  (with  the  tire  tracks  to  pro  tut 
it)  to  packages  left  uncovered  in  the  ra;  fch 
to  botched  delivery  dates. 

Has  UPS  made  any  attempt  to  corre)  , 
these  situations?  Not  to  date.  Why?  ]   It* 
answer  is  short  and  sweet:  "You  are  n 
our  customer." 

UPS  may  have  all  the  latest  whiz-bai 
navigation  software  your  article  depic  i  ^ 
but  don't  mistake  software  capabiliti    | 
for  customer  focus.  For  all  my  delive   ■ 
needs,  I'll  stick  with  No.  24  on  your  lis  " 
FedEx. 

-Dan  McMenam 
Ellington,  Con 
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SAA  MAY  BE  EVEN  BETTER 
■HAN  WE  THOUGHT 

a  i  HAVE  BEEN  a  customer  of  USAA  since 
t|  i>)62,  when  I  was  a  brand  new  lieutenant 
id  had  no  concept  of  what  made  an  out- 
dllanding  insurance  company.  This  has 
pi  f:en  my  only  insurance  company  since, 
it :  id  I  would  never  consider  switching. 
!  i  As  good  as  you  made  USAA's  customer 
il  irvice  sound,  I  think  if  s  even  better.  The 
ipresentatives  are  polite,  knowledge- 
able, and  extremely  responsive.  And  if  a 
istomer  has  a  valid  claim,  USAA  is  there 
ai|i  help,  not  impede.  There  is  a  strong 
Mid  of  trust  between  the  company  and 
5  customers,  which  is  quite  rare. 
1 1  It  certainly  has  a  lot  to  do  with  the 
ss  fitegrity  of  the  client  base,  which  is  cur- 
:nt  and  ex-military  personnel  and  their 
milies.  But  it  also  reflects  on  a  manage- 
taJiient  that  is  strongly  motivated  to  serve 
tfiat  client  base  and  whose  interests  are 
jove  and  beyond  pure  financial  reward 
>r  themselves.  You  nailed  this  one. 

-Todd  L.  Bergman 
rij  i  Honolulu 

iAGNETAR  CAPITAL  SAYS 
rJ"S  SUBPRIME  STRATEGY  IS  SPOT  ON 

iVHO  WILL  GET  SHREDDED?"  (News  & 
jjfisights,  Mar.  19)  expresses  an  erroneous 
Cii  few  about  Magnetar  Capital  and  the  im- 
act  of  its  exposure  to  the  subprime  mort- 
age market.  We  are  a  multi-strategy  fund, 
nir  investment  strategy  in  mortgages  is 
SAlly  hedged  and  set  up  for  volatility.  We 
on  fiticipated  the  current  volatility,  and  in 
iet  today's  environment  is  very  favor- 
ble  to  our  strategy.  In  short,  our  timing 
id  ps  been  great.  This  strategy  has  enjoyed 
di  jrong  positive  returns  to  date,  and  we  are 
a  fell-positioned  going  forward. 
ta  |  -Alec  Litowitz 

CEO,  Magnetar  Capital 
Evanston,  III. 
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BY  STEPHEN  H.  WILDSTROM 


Vista:  Slow  and  Dangerous 

When  I  write  a  column,  I  almost  never  feel  I  have  had  enough  time  using 
the  product  under  review.  Even  in  the  rare  instance  in  which  deadlines 
aren't  bearing  down,  I  often  realize  later  on  that  I've  missed  a  fair  amounl] 
In  the  case  of  Microsoft's  Windows  Vista,  flaws  that  I  thought  would  grovvj 
less  annoying  with  extended  use  have  actually  become  more  troublesome. 


Most  of  the  time  I  spent  testing 
Vista  was  with  sluggish  pre-release 
versions.  I  expected  things  to  improve 
when  I  ran  the  finished  software  on 
PCs  configured  for  the  new  Windows 
version.  I  now  realize  that  Vista  really 
is  slow  unless  you  throw  a  lot  of 
hardware  at  it.  Microsoft  claims  it 
will  run  with  512  megabytes  of 
memory.  I  had  recommended  a 
minimum  of  a  gigabyte,  but  2  GB  is 
more  like  it  if  you  want  snappy 
performance.  This  is  especially  true  if 
you're  also  running  resource-hungry 
Microsoft  Office  2007. 

The  most  exasperating  thing  about  Vista,  though,  is  the 
security  feature  called  User  Account  Control.  UAC,  satirized 
in  an  Apple  ad  as  a  security  guy  who  constandy  interrupts  a 
conversation,  appears  as  a  pop-up  asking  permission  before 
Windows  will  do  a  number  of  things:  change  system  settings, 
install  programs,  or  update  antivirus  software.  UAC  may 
well  be  necessary  to  block  malicious  programs  from  secretly 
installing  themselves  or  hijacking  your  browser  settings.  But 
Microsoft  has  designed  it  to  drive  you  nuts. 

A  RECENT  EXPERIENCE  DEMONSTRATES  what  I  mean.  I  was 
working  away  when  Windows  OneCare,  Microsoft's  extra- 
cost  security  program,  suddenly  popped  open  a  window 
asking  me  if  it  should  give  a  program  called  wercon.exe 
access  to  the  network.  To  begin  with,  this  is  a  question  that 
would  mystify  nearly  everyone.  (It  turns  out  wercon.exe  is 
a  tool  that  sends  error  reports  back  to  Microsoft.)  When  I 
clicked  O.K.,  UAC  asked  me  if  it  should  let  OneCare  proceed. 
You  would  think  Windows  would  be  able  to  figure  this  out 
for  itself  and  that  these  different  security  components  would 
work  together.  But  Vista  leaves  it  all  to  the  user  to  sort  out. 
There's  a  real  danger  here:  UAC  is  such  a  nag  that  many 
folks  will  just  turn  it  off,  which  Microsoft  has  made  quite  easy 
to  do.  Disabling  UAC  is  especially  tempting  if  you  have  set  up 
limited  accounts  for  your  children  that  let  you  restrict  the  sort 
of  Web  sites  they  can  visit,  the  programs  they  can  run,  and 
the  amount  of  time  they  can  spend  on  the  computer.  With 
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limited  accounts,  the  kids  will 
have  to  find  a  parent  whenever 
UAC  window  pops  up.  But  if  yo 
give  them  unlimited  accounts  ti 
deal  with  UAC  requests,  they  ca 
undo  any  restrictions. 

Unfortunately,  turning  off 
UAC  severely  weakens  Vista's 
defenses.  In  a  study  of  Vista 
security,  Symantec  researcher 
Orlando  Padilla  found  that 
without  UAC,  Vista's  resistance 
to  hostile  software  was  similar 
to  that  of  Windows  XP.  Before 
Vista,  Windows  promiscuously 
let  programs  install  new  softwa 
and  make  system  changes 
without  any  notice  to  the  user. 
UAC  goes  way  too  far  the  other 
way,  requiring  intervention 
for  many  innocent  actions. 
The  version  of  UAC  in  Mac 
OS  X  works  much  better,  rarely 
popping  up  except  during  a 
software  installation  or  upgrade 
As  for  general  usability,  I  still  J 
have  trouble  finding  once-familiar  features  that  have  been 
hidden  in  odd  places.  For  example,  unlike  XP's  My  Network  | 
button,  an  item  on  Vista's  main  menu  called  Network  does 
not  give  access  to  any  network  settings. 

Things  don't  have  to  be  this  way.  I've  spent  as  much  time 
with  the  redesigned  Office  2007,  and  it  feels  quite  comfortab  I 
I'm  sure  I'll  get  used  to  Vista's  quirks,  Microsoft  will  smooth 
out  the  rough  edges,  and,  in  time,  Vista's  many  attractions  w  | 
outweigh  the  drawbacks.  For  now,  though,  if  s  a  pain.  ■ 

E-mail:  tech&you@businessweek.cd 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
t°chnology&you  at  businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 
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www.vanguard.com/taxfree 


Connect  with  us"  >  800-416-5827 


Vanguard' 


Call  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other 
information.  Read  and  consider  it  carefully  before  investing.  An  investment  in  a  money  market  fund  is 
not  insured  or  guaranteed  by  the  Federal  Deposit  Insurance  Corporation  or  any  other  government 
agency.  Although  a  money  market  fund  seeks  to  preserve  the  value  of  your  investment  at  $1  per  share, 
it  is  possible  to  lose  money  by  investing  in  such  a  fund. 

Although  the  income  from  a  municipal  bond  fund  is  exempt  from  federal  tax,  for  some  investors,  a  portion  of  the  fund's  income  may  be  subject  to  state  and  local 
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Consumers  Are  Bloodied 
But  Unbowed 

Strong  job  markets,  especially  in  services,  will  trump  the  subprime  mess 


U.S.  ECONOMY 


Over  the  past  couple  of  years,  consumers  have 
:aced  one  trial  after  another,  from  soaring  gas  prices  to  the  slumping 
lousing  market.  Now  come  new  worries  over  subprime  mortgages,  a 
ittery  stock  market,  and  growing  fears  that  the  overall  economy  may 
)e  at  risk.  Will  2007  be  the  year  that  consumers  finally  stop  spending? 


)on't  count  on  it.  Through  all  the  hardships,  strong  labor 
narkets  have  always  ridden  to  the  rescue,  and  this  year  is 
inlikely  to  be  any  different. 

The  economy's  slowdown  in  recent  quarters  has 
teen  confined  almost  exclusively  to  housing  and 
tianufacturing.  What's  gone  largely  unnoticed  amid  the 
;laring  headlines  about  the  housing  recession  and  the 
lownbeat  factory  data  is  the  continued  strength  in  the 
•road  services  sector.  That's  the  area  of  the  economy  that 
las  been  generating  plenty  of  jobs  and  income  (chart). 

Service-producing  industries  represent  58%  of  the 
alue  of  all  final  goods  and  ser  rices  made  in  the  U.S., 
md  they  account  for  81%  of  all  private-sector  payrolls, 
iconomic  growth  in  the  sector,  measured  by  its  part  of 
eal  gross  domestic  product,  was  actually  accelerating 
ast  year,  with  growth  of  2.4%  in  the  first  half,  2.8%  in  the 
hird  quarter,  and  3.8%  in  the  fourth  quarter,  the  fastest 
luarterly  pace  in  almost  three  years. 

Clearly,  there  are  new  risks  in  the  outlook:  Market 
itters  have  made  businesses  a  little  more  cautious,  and 
he  extent  of  the  credit-market  impact  from  the  subprime 
nortgage  debacle  remains  unknown.  Some  homeowners 
vill  suffer  as  credit  gets  tighter,  but  the  steady  gains 
n  jobs  and  incomes  will  help  to  mitigate  any  broader 
tnpact  on  overall  consumer  buying.  Tight  credit  rarely 
)ecomes  a  problem  for  the  household  sector  as  long  as 
he  labor  markets  are  strong. 

To  date,  service-sector  companies  show  little  hesitancy 
a  adding  new  workers.  Recent  payroll  gains  suggest 
aost  businesses  remain  committed  to  expanding 
heir  operations,  which  is  providing  a  key  support  for 
lousehold  spending.  And  new  figures  on  household 
let  worth  show  consumers  still  have  a  steady  stream  of 
vealth  gains  adding  support  to  their  financial  condition. 

"HROUGH  FEBRUARY,  the  job  markets  showed  few 
f  any  signs  of  broad  stress.  Factory  weakness  is  partly 
elated  to  the  housing  slump,  as  business  inventories 
lave  built  up  faster  than  desired,  forcing  cuts  in  orders 
nd  production.  As  in  previous  months,  job  losses 
n  construction  and  manufacturing  held  down  the 
•verall  increase  in  payrolls  last  month.  Severe  weather 


THE  POWER  BEHIND 
HE  LABOR  MARKETS 

THOUSANDS 


300 


during  the  Labor  Dept.'s  survey  week,  always  the  week 
containing  the  12th  of  the  month,  was  also  a  depressant. 
Payrolls  increased  by  97,000  workers  in  February,  but 
that  reflected  a  168,000  gain  in  service-sector  payrolls, 
vs.  declines  of  62,000  in  construction  and  14,000  in 
manufacturing.  Health  care,  professional  and  technical 
services,  entertainment,  and  food  services  were  big 
gainers.  In  addition,  the  Labor  Dept.  continued  its  long- 
running  pattern  of  revising  past  monthly  gains  upward. 
This  time  it  added  a  net  55,000  more  jobs  to  payrolls 
in  both  December  and  January,  most  of  which  were  in 
service  categories.  Given  the  recent  trend,  the  February 
increase  could  be  revised  higher  as  well. 

There  was  even  some  good  news  from  manufacturers 
in  February.  Although  factory  jobs  fell,  the  pattern  of 
hours  worked,  including  a  rise  in  overtime,  suggests 

manufacturing 
production  rebounded 
last  month.  That  bounce, 
likely  to  be  confirmed 
by  upcoming  data  on 
industrial  production, 
would  be  consistent  with 
results  from  other  recent 
surveys  of  industrial 
activity.  Firms  appear 
to  be  making  progress 
in  bringing  their 
inventories  into  better 
alignment  with  demand. 
Business  stockpiles  rose  only  0.2%  in  January,  continuing 
the  slowdown  from  the  rapid  monthly  increases  last  year. 

WEATHER  WAS  A  BIG  FACTOR  in  both  hiring  and 

consumer  buying  last  month.  February  retail  sales  barely 
rose  from  January,  but  many  stores  noted  how  harsh 
winter  weather  had  restricted  buying.  Consumers  did 
a  lot  of  shopping  from  the  shelter  of  their  own  homes. 
Nonstore  sales,  including  catalog  and  Internet  purchases, 
jumped  2.8%  in  February,  after  average  monthly  gains 
of  only  0.5%  during  the  previous  year.  Overall  February 
sales  were  still  at  a  high  enough  level  to  suggest  real 
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consumer  spending  in  the  first  quarter  will  grow  about 
3%,  a  healthy  pace  by  any  standard. 

The  Labor  Dept.'s  tally  of  people  who  said  they  were 
not  at  work  last  month  due  to  bad  weather  spiked  to 
the  highest  reading  since  the  blizzard  of  January,  1996, 
and  the  number  was  more  than  twice  that  recorded  in 
February,  2005.  Some  of  the  drop  in  construction  jobs 
reflected  genuine  housing  weakness,  but  payrolls  also  fell 
sharply  in  areas  where  growth  is  strong,  such  as  business 
construction  and  heavy  engineering  projects. 

Even  with  the  two  big  drags  from  manufacturing 
and  construction,  overall  payrolls  have  posted  average 
monthly  gains  of  162,000  during  the  past  six  months, 
a  bit  below  the  171,000  per  month  over  the  previous  six 
months.  But  look  at  service-sector  jobs.  During  the  same 
two  periods,  the  gains  there  have  accelerated,  totaling 
188,000  per  month,  up  from  157,000. 

SERVICE-SECTOR  STRENGTH  is  why  the  jobless  rate 
keeps  falling.  It  hit  4.5%  in  February,  and  the  recent  pace 
of  job  growth,  if  continued,  is  fast  enough  to  keep  the 
jobless  rate  heading  lower.  Plus,  consider  that  joblessness 
in  construction  has  risen  by  almost  two  percentage 
points  over  the  past  year,  to  10.5%  in  February.  Outside  of 
construction,  the  labor  markets  are  even  tighter  than  the 
overall  4.5%  unemployment  rate  suggests. 

The  continued  tightening  in  most  sectors  of  the  job 
market  is  adding  to  upward  pressure  on  wage  growth 
and  helping  to  generate  solid  gains  in  workers'  income 
that  are  more  than  double  the  inflation  rate.  Overall 
hourly  pay  of  production  workers  in  February  rose  4.1% 
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from  a  year  ago,  up  from  3.1%  in  2005  and  2.6%  in  200 
and  service-sector  pay  is  leading  the  speedup  (chart). 
Also,  the  government  says  big  accrued  pay  gains  in  the 
fourth  quarter  in  the  form  of  bonuses  and  stock  options 
will  add  a  boost  to  personal  income  in  the  first  quarter. 
In  addition  to  healthy  income  gains,  overall  househo 

balance  sheets  are  also 
in  excellent  condition. 
Household  net  worth- 
assets  minus  liabilities- 
rose  to  a  record  $55.6 
billion  in  the  fourth 
quarter.  As  a  percentage  | 
of  aftertax  income,  it 
stood  at  the  highest  lev| 
in  more  than  six  years. 

Homeowners'  equity  | 
increased  slightly,  but 
the  bulk  of  the  rise 
reflected  gains  in  the 
stock  market.  In  the  first  quarter,  the  market  sell-off 
will  cap  the  quarter's  increase  in  stock-related  wealth, 
but  it  has  not  been  large  enough  to  create  a  significant 
drag.  Moreover,  wealth  gains  tend  to  support  consumer! 
spending  with  a  lag,  so  last  year's  big  gains  will  continu| 
to  boost  this  year's  outlays. 

Throughout  this  business  cycle,  consumers  have 
shown  surprising  resilience  time  and  again.  However, 
given  tight  job  markets,  solid  income  gains,  and  healthj| 
balance  sheets,  a  continuation  of  that  staying  power  in 
2007  should  come  as  no  surprise  at  all.  ■ 
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Bringing  Inventories  Back  into  Line 


THE  CLAMPDOWN  on  inventories 
isn't  just  a  U.S.  phenomenon. 
Manufacturers  across  much  of  the 
industrialized  world  are  scaling  back 
on  production  and  paring  down 
excess  inventories,  and  that's  putting 
a  kink  in  global  growth. 

Manufacturers  were  caught  off 
guard  in  2006.  Higher  energy  prices, 
a  pullback  in  business  investment, 
and  the  rapidly 
deteriorating  housing 
and  auto  sectors  in 
the  U.S.  led  to  slowing 
world  demand,  while 
production  kept 
growing  at  a  solid 
clip.  But  businesses 
are  responding 
swiftly.  Global  factory 
output  in  the  first 
quarter  is  on  pace  to 
grow  at  an  annualized 
rate  of  only  1.8%,  after 


INVENTORY  ADJUSTMENTS 
A  GLOBAL  EVENT 

PERCENT 


-0.5 


GLOBAL  BUSINESS  INVENTORY 
CONTRIBUTION  TO  GDP- 
'02     '03       '04       '05       '06 
•DEVELOPED  COUNTRIES  ACCOUNTING 
FOR  79%  OF  GLOBAL  ECONOMY 
Data:  Morgan  Chase  &  Co. 


slowing  to  3.1%  last  quarter,  from 
growth  averaging  5.5%  in  the  second 
and  third  quarters  of  2006,  according 
to  jPMorgan  Chase. 

The  adjustment  is  currendy  at 
varying  stages  across  the  globe. 
There  seems  to  have  been  little  to  no 
inventory  upswing  in  the  euro  zone; 
levels  there  are  reported  to  be  lean. 
But  the  correction  is  only  starting  in 
Japan,  as  output  rose 
at  an  11%  annual  rate 
in  the  fourth  quarter 
last  year.  Continued 
weakness  in  U.S. 
housing  and  autos 
could  mean  more 
output  cutbacks  and 
inventory  paring 
among  suppliers  in 
Canada  and  Mexico. 
The  emerging  Asian 
economies,  which 
are  heavily  leveraged 


to  global  demand,  may  need  to  ease 
production  a  little  more  as  well, 
says  David  Hensley,  an  economist  ai 
JPMorgan  Chase. 

As  manufacturers  get  output  and 
stockpiles  back  in  line  with  demand 
export  growth  could  ease.  In  the 
U.S.,  overseas  shipments  of  capital 
goods  and  industrial  supplies  wouk 
be  most  affected  by  any  slowdown. 
Once  the  adjustments  are  complete, 
prospects  should  brighten,  althougl 
the  U.S.  looms  as  a  question  mark: 
Businesses  appear  more  cautious. 

However,  solid  consumer  deman< 
worldwide  has  Hensley  expecting 
global  industrial  production  to  grov 
4%  to  5%  in  the  second  half,  with  a 
speedup  in  exports.  The  downside 
from  such  a  rebound:  Higher  rates 
of  capacity  use  would  lift  inflation 
concerns  among  central  banks, 
including  the  Federal  Reserve.  ■ 

-By James  Mehring  in  New  Yo 
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THE  SUBPRIME  SPECTER 

On  Mar.  13,  Wall  Street  again  gave  in  to  fears  that  the  subprime  mortgage  mess  could  take 
down  the  broader  stock  market  and  economy.  With  New  Century  Financial  on  insolvency's 
doorstep  (its  shares  sank  to  85<t0,  H&R  Block's  Option  One  arm  in  limbo,  and  the  late- 
payment  rate  for  subprime  loans  nationally  at  a  four-year  high,  investors  sold  first  and  asked 
questions  later.  Bank  stocks,  brokers,  homebuilders,  retailers— they  all  got  hammered. 
Tuesday's  243-point  plunge  in  the  Dow  was  the  second-largest  since  2003  (photo,  traders 
on  the  floor)  and  came  less  than  three  weeks  after  a  416-point  dive.  A  key  volatility  reading 
has  jumped  80%  in  less  than  a  month.  On  Mar.  14  the  market  gyrated  to  a  57-point  gain. 
With  the  subprime  horse  already  hoofing  it  miles  away  from  the  barn,  Congress  is  on 
the  case— threatening  subpoenas  and  investigations.  On  the  bright  side:  Fewer  annoying 
mortgage  pop-up  ads  and  spam  are  clogging  computers. 

See  "Making  sense  of  the  mortgage  mess,"  page  34,  "Option  One's  dwindling  options," 
page36,  "Subprime  is  a  downturn,  not  a  meltdown,"  page  38,  Emm*  "Themounting 
uncertainty  over  subprime, "  www.  businessweek.  com/go/tbw 


Bush's  Southern  Tour 
During  President  George  W.  Bush's 

Mar.  8-14  swing  through  Latin 
America,  he  cultivated  Brazilian 
President  Luiz  Inacio  Lula  da  Silva 
as  a  moderate  counterweight 
to  Venezuela's  Hugo  Chavez,  and 
trumpeted  a  new  Central 
American  trade  pact  in  Gua- 
temala. He  also  got  an  earful 
from  political  leaders  who  said 
that  while  trade  and  investment 
are  well  and  good,  immigra- 
tion reform  is  crucial.  Mexican 


President  Felipe  Calderon  told  Bush 
on  Mar.  13  that  building  a  fence 
along  the  border  was  not  a  solu- 
tion. Bush  heard  the  message: 
"I'm  going  to  keep  repeating  it 
while  I'm  here  in  Mexico— that 
I  know  our  country  must  have 
comprehensive  immigration 
reform,"  he  said.  He  pledged 
to  push  Congress  to  approve  a 
guest-worker  bill  in  August. 
[!Uiim»  "Immigration  reform: 
Bush's  big  promises," 
www.businessweek.com/go/tbw 


SarbOx  Under  Fire 

More  rumblings  against  Sar- 
banes-Oxley:  On  Mar.  12-13 
business  leaders  including  uber- 
investor  Warren  Buffett  met  with 
Vice-President  Dick  Cheney,  Treasury 
Secretary  Henry  Paulson  Jr.,  and 
other  top  officials  to  press  for 
easing  the  pinch  of  post-Enron 
laws  so  that  U.S.  capital  markets 
can  regain  competitiveness.  On 
Mar.  12  a  Chamber  of  Commerce 
report  issued  a  similar  clarion 
call  for  reforms. 
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Schering's  Tonic 

Drugmaker  Schering-Plough,  or 
weakened  by  legal  woes  and 
limping  sales,  put  an  exclama 
tion  point  on  its  recovery  witr 
a  major  purchase.  On  Mar.  12 
said  it  would  pay  $14-4  billior 
for  Organon  BioSciences,  a  unit  < 
Netherlands-based  Akzo  Nobel 
Organon  will  give  Schering 
a  strong  footing  in  women's 
health,  not  to  mention  a  pipel 
of  five  experimental  drugs. 
EEHE*  "Schering's  risky 
growth  gambit," 

www.businessweek.com/go/tb\ 
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Where  Peltz  Is  Nibbling 
Will  Cadbury  Schweppes  make 
a  tasty  morsel?  Rumors  that 
the  candy  and  beverage  make 
could  get  eaten  have  abounde ; 
for  months.  On  Mar.  13  the  nei 


:.; 


that  Nelson  Peltz  has  amassed 
a  2.98%  stake  added  new  fizz 
to  the  speculation.  Peltz's  Triar    ■&<. 
Management  has  pressured  Heir    v 
to  boost  shareholder  value,  ar    'Sz 
expectations  that  he'll  push  fc 
split-up  of  Cadbury  sent  share 
leaping  10%. 

WBBa>  "Cadbury  Schweppes 
soars  on  Peltz  stake, " 
www.businessweek.com/go/th    \ 
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Halliburton's  New  Horn 

Long  a  lightning  rod  in  Wash 
ington,  Halliburton  invited  a 
new  blast  of  criticism  with  its 
Mar.  11  announcement  that 
it's  setting  up  a  headquarters 
in  Dubai.  Democrats,  of  course 
pounced  on  the  news,  specula 
ing  that  Vice-President  Cheney's 
former  employer  wants  to 
evade  taxes.  The  oil  services 
giant  insisted  it  would  remair 
a  U.S.  company  with  its  head- 
quarters in  Houston  and  that 
anticipates  "absolutely  no  tax 
benefits."  Still,  congressional 
hearings  are  expected. 


KKR  Wants  More  Stores 

For  all  the  handwringing  ovet 
whether  the  subprime  mess  w 
curb  consumers,  there's  one 
buyer  hitting  the  aisles:  Priva' 
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quity  firms.  On  Mar.  12,  Dollar 
jeneral,  a  Tennessee-based  dis- 
ount  chain,  said  it  had  agreed 
o  be  acquired  for  $7.3  billion 
(jr  buyout  firm  Kohlberg  Kravis 
ioberts.  The  sale  follows  similar 
leals  for  Linens  'n  Things,  Petco, 
nd  Sports  Authority,  all  retailers 
hat — like  Dollar  General— had 
™f  tumbled  and  were  quickly 
napped  up. 


21  lands  Off  Our  Clips! 

in  )n  Mar.  13,  Viacom  filed  suit 
to  i  federal  court  in  New  York 
i  gainst  Google  and  its  online 

ideo  unit,  YouTube,  charging 

hat  they  "willfully  infringe 
etj  opyrights  on  a  huge  scale." 

tee  "Can  Redstone  beat  'em  and 

tin 'em?" page  46 


Dunn  Walks 

All  charges  against  former 
Hewlett-Packard  Chairman  Patricia 
Dunn  related  to  the  company's 
boardroom-leak  scandal  were 
dropped  by  a  California  state 
court  on  Mar.  14.  Three  oth- 
ers—former HP  attorney  Kevin 
Hunsaker  and  private  investiga- 
tors Ronald  DeLia  and  Matthew 
Depante— pleaded  no  contest 
to  one  misdemeanor  count  of 
fraudulent  wire  communica- 
tions. Those  charges  will  be 
lifted  after  they  serve  96  hours 
of  community  service.  Each  had 
faced  four  felony  counts. 


m 
tlack  Ink  in  Detroit 

ieneral  Motors  has  shifted  out 

f  reverse  and  into  first  gear, 

howing  a  $2.2  billion  operat- 

ig  profit  last  year.  Throw  in 

^structuring  costs  and  other 

lie-timers,  and  GM  still  lost 

1^2  billion.  That's  a  fine  recovery 

torn  the  $10.4  billion  loss  in 

005,  but  a  lot  of  repair  work 

tes  ahead.  Its  long-suffering 

jiiiJorth  American  business  lost 

ihii'i779  million  last  year.  Mean- 

foi  nrhile,  crosstown  rival  Ford 

re  told  its  luxury  Aston  Martin 

dvision  for  a  much-needed 

£48  million. 

BJUUl*  "After  Aston,  could 

inkiguar  be  next?" 

ww.  businessweek.  com/go/tbw 


Trump  May  Unload 

Has  The  Donald  decided  it's 
time  to  cash  in  his  chips  in 
Atlantic  City?  On  Mar.  12,  Trump 
Entertainment  Resorts  said  it 
had  hired  Merrill  Lynch  to  study 
strategic  alternatives  for  the 
three  hotel-casinos  it  operates. 
The  company  has  lost  nearly 
$100  million  from  continuing 
operations  since  emerging  from 
bankruptcy  in  2005. 


Press  Lord  on  Trial 
Lord  Conrad  Black  is  getting  his 
day  in  court.  On  Mar.  14  jury 
selection  began  in  the  Chicago 
trial  of  the  newspaper  magnate 
and  ex-chief  of  Hollinger  Inter- 
national, now  called  Sun-Times 
Media.  He  and  three  colleagues 
face  federal  charges,  including 
racketeering,  in  the  alleged 
whisking  away  of  $84  million. 


FASHION  STATEMENT  OF  THE  WEEK 

Harvey  Weinstein  apparently  doesn't  like  being  upstaged.  The 
larger-than-life  movie  producer  and  co-chairman  of  Weinstein  Co. 
on  Mar.  12  joined  with  private  equity  firm  Hilco  Consumer  Capital 
to  buy  the  fabled  Halston  couture  house  for  an  undisclosed  price. 
Weinstein,  whose  company  produced  the  reality  show  Project 
Runway  for  Bravo,  has  quipped  that  he  takes  a  back  seat  to  his 
girlfriend,  British  designer  Georgina  Chapman,  when  the  two  ven- 
ture into  high-end  fashion  shows.  Now,  Weinstein  intends  to  help 
turn  around  the  41-year-old  house  that  made  turtlenecks,  pillbox 
hats,  and  Ultrasuede  chic.  Weinstein  will  sit  on  the  board  along 
with  Jimmy  Choo  founder  Tamara  Mellon,  who  brought  the  idea  to 
Weinstein  and  will  serve  as  creative  guru  while  Hilco  operates 
the  company  until  a  CEO  is  named.  Weinstein  and  his  partner- 
brother  Bob,  who  left  their  Miramax  studio  in 
2005  after  squabbling  with  owner  Disney, 
figure  they  can  spiff  up  Halston  by  market- 
ing its  garments  in  films  and  TV  shows. 
The  brothers'  dream:  to  build  a  full-fledged 
media  company. 
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Cingular 
EDGE. 

AT&T 
EDGE. 

Call  it  what 
you  like, 
we're  still 
5x  faster. 


PX-500  by  Pantech* 


Sprint  has  the  nation's 
largest,  fastest  mobile 
broadband  network. 

Sprint  Mobile  Broadband  works  in 
2x  more  cities  than  Cingular's 
BroadbandConnect.  With  Sprint 
you  can  make  just  about  any  place 
a  workplace.  And  now,  get  a 
mobile  broadband  card  for  free. 

1-8SPRINT-BIZ 
sprint.com/mobilebroadband 


F  W>  p  |JJ     with  new  card  activation  on  unlimited  data  access  plan. 
IxCC     Requires  2-yr  agreement  and  $49.99  mail-in  rebate. 

LAKU    No  voice  plan  required. 

Sprint  )>  POWER  UP 

Together  with  NEXTEL 

Sprint  Mobile  Broadband  Network  reaches  over  200  million  people.  Coverage  not  available 
everywhere  -  see  in-store  map  for  details.  Coverage  comparison  based  on  most  recent  available 
information  regarding  Cingular  broadband  market  coverage  as  of  2/16/07.  Fastest  mobile  broadband 
network  claim  based  on  combined  weighted  average  of  upload  and  download  speeds  on  the  Sprint 
Mobile  Broadband  Network,  including  Revision  A-enabled  markets,  compared  with  publicly  available 
average  speeds  on  other  carriers'  mobile  broadband  networks.  Actual  speeds  may  vary.  Access  to 
Rev.  A  speeds  requires  a  Rev.  A-capable  device/connection  card  Speed  claim  based  on  average 
download  speeds  of  490-1155  Kbps  (Sprint  Mobile  Broadband)  versus  70-135  Kbps  (EDGE).  Free 
Card  Offer:  Subject  to  credit  approval.  Additional  restrictions  apply.  Mail-in  Rebate:  Requires 
purchase  by  3/31/07  and  activation  by  4/14/07  of  new  line  on  Unlimited  Data  Plan  ($59.99)  and 
two-year  agreement.  $36  activation  fee  and  $200  early  termination  fae  apply.  Rebates  cannot  exceed 
purchase  price.  Taxes  excluded.  Line  must  be  active  30  consecutive  'lays.  Allow  8-12  weeks  for  rebate. 
©2007  Sprint  Nextel.  All  rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  other  trademarks  are 
trademarks  of  Sprint  Nextel. 
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THE  ECONOMY 


MAKING 
SENSE  OF  THE 
MORTGAGE 
MESS 

Defaults  are  soaring,  stocks 
are  tanking,  and  fear  is  on  the 
march.  Howfar  will  the  pain 
spread?  bymaraderhovanesian, 

PETER  COY&  MATTHEW  GOLDSTEIN 


WHEN  GENERAL 
Motors  Corp.'s 
fourth-quarter  re- 
sults missed  ana- 
lysts' estimates 
on  Mar.  14,  the 
reason  probably 
took  some  people  by  surprise:  mortgage 
loans  gone  bad.  Although  the  world's 
No.  1  automaker  posted  its  fattest  profits  in 
three  years,  the  news  was  overshadowed 
by  a  $651  million  shortfall  in  its  subprime 
mortgage  unit. 

In  the  past  few  months,  subprime 
specialists  New  Century  Financial,  Fre- 
mont Realty  Capital,  NovaStar  Financial, 
Accredited  Home  Lenders,  and  at  least 
a  dozen  others  have  seen  their  stocks 
plummet  as  they've  announced  major 
losses,  exited  the  business,  put  them- 
selves up  for  sale,  or  declared  bankruptcy. 
As  the  blowups  mount,  fears  are  growing 
that  the  carnage  isn't  over.  On  Mar.  13 
the  Mortgage  Bankers  Assn.  reported  a 
record  percentage  of  mortgages  entering 
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foreclosure  in  the  fourth  quarter— news 
that  sent  the  Standard  &  Poor's  500- 
stock  index  tumbling  2%. 

Nonetheless,  in  the  broadest  sense, 
say  economists,  the  economy  should  be 
able  to  withstand  the  downdraft  in  the 
mortgage  market.  "It's  going  to  have 
limited  impact,"  says  David  A.  Wyss, 
chief  economist  of  Standard  &  Poor's, 
which,  like  BusinessWeek,  is  a  unit  of  The 
McGraw-Hill  Companies.  But  he's  quick 
to  add:  "That  doesn't  mean  none." 

Indeed,  the  list  of  losers  seems  to  be 
growing  every  day,  from  the  Wall  Street 
banks  that  extended  credit  and  the  inves- 
tors who  gorged  on  mortgage-backed 
securities  to  the  shareholders,  big  and 
small,  of  failing  lenders.  And  don't  forget 
the  home  buyers  themselves,  who  busted 
their  budgets  to  buy  more  home  than 
they  could  afford  and  now  face  the  pos- 
sibility of  foreclosure.  They  all  stand  to 
suffer  in  the  months  ahead. 

The  good  news  is  that,  although  the 
subprime  business  has  grown  rapidly 
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in  recent  years,  it  remains  a  small  part 
of  the  overall  mortgage  market— 14%  of 
outstanding  mortgage  loans.  And  only 
some  subprime  loans  are  in  trouble. 
About  13%  were  past  due  in  the  fourth 
quarter,  the  Mortgage  Bankers  Assn. 
said.  So  the  most  serious  damage  is  con- 
fined to  a  fraction  of  a  sliver  of  the  overall 
mortgage  market.  Christopher  L.  Cagan, 
chief  economist  at  Santa  Ana  (Calif.) - 
based  First  American  CoreLogic,  projects 
mortgage  defaults  of  about  $300  billion 
through  2010,  just  a  flea  on  the  nation's 
$10  trillion  housing  elephant.  And  about 
two-thirds  of  the  losses  will  be  recovered 
when  lenders  repossess  homes. 

GLASS  HOUSING 

ORDINARILY,  ECONOMISTS  get  alarmed 
when  subprime  does  badly,  assuming 
borrowers  with  weak  finances  can't  make 
their  mortgage  payments  because  the 
underlying  economy  is  weak.  It's  differ- 
ent this  time  because  the  main  culprit  is 
lax  underwriting  standards.  The  overall 
economy  is  doing  reasonably  well,  cre- 
ating 97,000  jobs  in  February,  accord- 
ing to  the  Bureau  of  Labor  Statistics. 
The  unemployment  rate  is  just  4.5%. 
Subprime's  woes  aren't  an  indicator  of 
deeper-seated  problems. 

In  fact,  the  prognosis  for  the  "prime" 
mortgage  market  seems  positive,  de- 
spite an  uptick  in  defaults.  From  Feb.  1 
through  Mar.  8,  as  the  subprime  market 
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got  sicker,  rates  on  30-year  prime  fixed 
mortgages  fell,  to  6.14%  from  6.34%, 
according  to  Freddie  Mac.  Families  are 
taking  advantage  of  those  low  rates.  The 
Mortgage  Bankers  Assn.  said  on  Mar.  14 
that  its  weekly  index  of  applications  was 
up  19%  from  the  same  time  last  year. 

Bears  worry  that  the  subprime  turmoil 
could  deepen  the  housing  slump,  strip- 
ping a  point  or  two  from  gross  domestic 
product.  The  downturn  in  construction  is 
already  the  biggest  drag  on  growth,  affect- 
ing everyone  from  carpenters  and  plumb- 
ers to  furniture  salespeople  and  attorneys. 
If  families  with  poor  credit  stop  buying 
because  they  can't  borrow,  it  will  further 
delay  the  rebound  in  homebuilding  and 
associated  industries.  David  Rosenberg, 


chief  North  American  economist 
Merrill  Lynch  &  Co.,  who  is  amo 
the  more  bearish  economists  on  W  me,vs 
Street,  wrote  on  Mar.  14  that  "it 
not  inconceivable"  that  house  pric  $ 
will  fall  10%  this  year,  which  he  es 
mates  would  cause  economic  grow 
to  slump  to  about  1.75%  in  20' 
from  3-3%  in  '06.  Writes  Rosenbei  |me.« 
"That's  not  a  classical  recession,  b 
it's  what  we  call  a  growth  recessior 
Wyss  of  S&P  thinks  the  weakness 
housing,  compounded  by  subprimi 
problems,  will  slow  economic  grow 
to  2.4%,  though  he  recently  rais 
his  estimate  of  the  probability 
a  recession  starting  in  the  next 
months  to  30%,  from  25%. 

Paradoxically,  the  flight  to  the  safcNNOC 
Treasuries,  sparked  in  part  by  the  su 
prime  mess,  may  actually  help  the  over 
economy  by  lowering  interest  rates.  Gr 
Jensen,  co-chief  investment  officer 
Bridgewater  Associates  Inc.,  a  large  ma 
ager  of  institutional  investments,  wrc 
in  a  report  to  clients  on  Mar.  14:  "O 
guess  is  that  the  current  bond  rally  vt\  e 
do  more  to  fuel  global  growth  than  t .,  g  st(K 
subprime  problems  will  do  to  slow  it." 
That's  not  to  say  the  pain  won't 
severe  for  those  closest  to  the  subpriri 
markef  s  excesses.  Subprime  borrowers  y 
once-speculative  hot  spots  are  especia 
vulnerable.  In  markets  like  Honolulu,  L 
Vegas,  Southern  California,  Washingtcl 


The  I 

bis— a 


d 
jpiyi 


jwei 


LENDER  FOR  SALE 


is 

CO 

z 


Option  One's  Dwindling  Options 


BY  MARA  DER  HOVANESIAN 

H&R  Block  Inc.  CEO  Mark  A. 
Ernst  slapped  a  for-sale  sign 
on  Option  One  Mortgage 
Corp.  back  in  November, 
confident  he  could  get  $1.3 
billion.  At  a  conference  on  Jan.  9  he  assured 
investors  that  the  subprime  lending  arm 
was  "drawing  strong  interest  from  very 
sophisticated  buyers."  But  as  of  mid-March, 
no  formal  bids  have  been  announced  and 
prospects  look  bleak. 

Investment  bankers  familiar  with  the 
sale  say  big  Wall  Street  players  have  taken  a 
pass.  Two  weeks  ago,  top-tier  private  equity 
players  started  sniffing  around,  but  the 
chances  of  a  deal  seem  remote.  "Nothing 
that  has  happened  suggests  it  can  sell 
Option  One  for  anything  approaching  the 


$1.3  billion  book  value,"  says  Gimme  Credit 
analyst  Kathleen  Shanley. 

H&R  Block  would  not  comment.  But 
Ernst  reiterated  he  would  get  top  dollar 
for  the  mortgage  unit        ^^^^^^^ 
on  CNBC  on  Mar.  14. 
Wall  Street  remains 
doubtful:  "He's  out 
of  touch  with  reality," 
says  Ivan  Feinseth  of 
Matrix  USA,  a  New  York 
research  shop. 

Complicating 
matters,  state  regulators 
are  cracking  down. 
Option  One  voluntarily 
stopped  doing  business 
in  Rhode  Island  after 
the  state  passed  new 


A  HOUSE  IN  SHAMBLES 

H&R's  mortgage  business,  largely 
Option  One,  has  crumbled  along 
with  the  housing  market 
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predatory  lending  laws.  Iowa  enacted  similar 
rules  in  February.  Meanwhile,  Minnesota's 
Commerce  Dept.  has  started  taking  a  closer 
look  at  the  practices  of  subprime  lenders, 

including  Option  One-a 

move,  regulators  say, 
prompted  in  part  by  a  Dec. 
25  BusinessWeek  article 
on  the  problems  of  Option 
One  customers  Randy 
and  Jennifer  Rimstad  of 
Minnetonka,  Minn.  The 
worst-case  scenario: 
States  like  Minnesota  start 
issuing  cease-and-desist 
letters  that  prohibit  Option 
One  from  writing  loans 
in  those  areas.  Mortgage 
Lenders  Network,  based 
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,  and  much  of  Florida,  mortgage  pay- 

l0|;nts  account  for  more  than  a  third  of  in- 

me,  vs.  the  national  average  of  16%.  In 

lifornia,  one  in  five  homeowners  forks 

■"ter  more  than  50%.  These  home  buyers 

3  ;  "starting  to  freak  out,"  says  Pamela  D. 
"  unions,  a  real  estate  attorney  in  Soquel, 
M  'Jif.,  near  Santa  Cruz.  She  sees  about  20 
*l  Stressed  home  buyers  a  month,  up  from 
' '  landful  six  months  ago. 

4  The  lenders  that  made  the  riskiest 
ms— and    their    employees— are    on 

™laky  ground,  too.  Meanwhile,  players 
™  other  parts  of  the  credit  markets  are 
18  .xiously  watching.  "One  of  the  risks  is 

at  people  panic  and  take  their  money 

•me,"  says  Wyss. 


INNOCENT  BYSTANDERS' 

INVESTORS  continue  flocking  to  the 
^ffety  of  Treasuries,  the  subprime  mess 
uld  claim  a  surprising  victim:  private 
uity  firms,  which  have  been  issuing  gobs 
junk  bonds  and  loans  to  finance  the  lev- 
aged  buyout  boom  of  the  past  few  years. 
)wer  demand  for  those  could  dampen 
e  LBO  craze,  which  has  been  support- 
g  stock  prices.  So  far  the  dislocations 
ive  been  minor.  Risk  premiums  for  junk 
;bt  have  increased  a  bit,  says  Jensen,  but 
e  change  is  barely  visible  in  multiyear 
larts.  Steven  Miller  of  S&P's  leveraged 


finance  unit  says  it's  too  early 
to  tell  what  might  happen. 

But  it's  not  too  early  to 
count  the  losses  among  mu- 
tual funds,  Wall  Street  banks, 
and  hedge  funds,  which  ap- 
pear to  have  been  blindsid- 
ed  by  the  subprime  sell-off.  Citigroup 
bought  New  Century  shares  just  a  few 
weeks  before  they  plunged  to  69  <t  after 
the  lender  stopped  making  new  loans 
and  its  credit  lines  were  pulled.  Mutual 
fund  companies  Vanguard  Group  and 
Hotchkis  &  Wiley  Capital  Management 
were  also  big  holders.  Hedge  fund  Faral- 
lon  Capital  Management  amassed  a  7.8% 
equity  stake  in  Accredited  Home  Lend- 
ers, whose  shares  have  plunged  85% 
this  year.  The  funds  with  biggest  stakes 
in  Fremont,  whose  stock  has  fallen  59% 
this  year,  include  Fidelity,  Vanguard,  and 
Putnam  Investments. 

Holders  of  the  individual  stocks  are 
hurting,  too.  Alan  Gold,  a  Chicago  area 
commercial  real  estate  broker,  bought 
New  Century  shares  two  years  ago.  In 
the  past  month,  New  Century  has  said 
it  would  restate  its  2006  earnings,  dis- 
closed a  federal  criminal  investigation 
into  its  accounting  practices  and  trading 
in  its  securities,  and  said  the  SEC  has 
launched  an  investigation.  "As  investors 
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Middletown,  Conn.,  closed  after,  among 
her  things,  at  least  eight  states  handed 
jt  such  orders.  There's  a  similar  pattern 

New  Century  Financial  Corp.,  which  was 

listed  from  the  New  York  Stock  Exchange 
n  Mar.  13.  "It's  a  tough  time  to  be  selling," 
ays  Scott  Schneeberger,  an  analyst  with 
IBC  World  Markets. 

The  slide  has  been  steep  for  Option 


One,  which  H&R  Block  bought  for  $218 
million  in  1997.  For  years  it  was  the 
company's  breadwinner,  banking  $2.8 
billion  of  pretax  earnings  made  largely 
during  the  housing  boom  from  2003  to 
2005;  at  its  peak,  the  group  accounted 
for  60%  of  its  parent's  profits.  But  as  the 
market  has  turned,  the  unit,  which  H&R 
Block  now  refers  to  as  "discontinued 


we  were  innocent  bystanders," 
says  Gold,  "relying  on  the  au- 
dits and  the  so-called  reputa- 
tion of  New  Century." 

As  usual,  the  worst  damage 
is  being  felt  by  those  closest  to 
the  fire.  The  larger  economy, 
at  least  so  far,  has  only  been  singed. 

The  biggest  winners?  Without  a  doubt, 
they're  the  top  executives  at  subprime 
lenders  who  sold  shares  before  the  col- 
lapse. Over  the  past  eight  months  five  di- 
rectors and  officers  at  New  Century  sold 
shares  worth  about  $29  million,  with 
most  of  the  selling  coming  between  Au- 
gust and  November,  when  the  stock  was 
flying  high.  One  of  the  biggest  sellers  was 
co-founder  and  Vice-Chairman  Edward 
F.  Gotschall,  who  grossed  in  $19.3  mil- 
lion. Gotschall  did  not  return  phone  calls 
seeking  comment. 

The  sellers  at  New  Century  weren't  the 
only  subprime  executives  heading  for  the 
exits  before  the  roof  fell  in.  Edward  W. 
Mehrer,  a  director  of  NovaStar  Financial 
Inc.,  grossed  more  than  $1.1  million  from 
sales  from  November  through  January. 
His  last  trade  was  on  Jan.  23,  when  he 
sold  8,000  shares,  generating  $172,080 
in  proceeds.  On  Feb.  21,  NovaStar's  stock 
plunged  43%  after  it  reported  an  unex- 
pected fourth-quarter  loss  and  offered 
a  dismal  outlook  for  2007.  A  NovaStar 
spokewoman  declined  to  comment.  ■ 

-With  David  Henry  in  New  York 


operations,"  has  soured.  In  the  three 
months  ending  on  Jan.  31,  the  mortgage 
business,  largely  Option  One,  posted 
a  $162  million  pretax  loss,  its  third 
consecutive  quarter  in  the  red. 

The  losses  couldn't  have  come  at  a 
worse  time  for  H&R  Block:  Its  primary 
business,  tax  preparation,  has  struggled 
in  recent  years.  The  stock  has  cratered 
by  almost  20%  since  the  beginning  of 
February.  "If  the  deal  doesn't  go  through, 
the  stock  will  be  hit  again,"  says  Michael 
Millman,  an  analyst  with  the  independent 
firm  Soleil  Securities. 

Should  H&R  Block  manage  to  find 
Option  One  a  home,  the  buyer  picks  up 
a  portfolio  packed  with  risky  borrowers 
like  Eardine  W.  Ferrell  of  Lannett,  Ala. 
The  71-year-old,  who  gets  by  largely  on 
Social  Security  and  odd  jobs,  saw  the 
rate  on  her  Option  One  mortgage  jump 
from  9%  in  February,  2004,  to  13.5%  as  of 
Mar.  1— doubling  her  monthly  payment  to 
$986.  She  says  she  simply  doesn't  have 
the  money:  "They  ain't  going  to  do  nothing 
but  take  my  house." 
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BY  MICHAEL  MANDEL 


This  Is  a  Correction, 
Not  a  Meltdown 


Unless  the  damage  spreads,  let's  not  overreact  to  subprime's  travails 


"MELTDOWN"  IS  A  VIVID 
word,  isn't  it?  It  must  be,  or 
market  pundits  and  financial 
writers  wouldn't  use  it  so  often. 
Meltdown  conjures  up  images 
of  Three  Mile  Island  or  Cherno- 
byl, where  all  that  remains  in  the  aftermath 
is  a  useless  radioactive  hulk.  J  But  finan- 
cial meltdowns  like  the  current  subprime 

crisis  have  turned  out  to  be  far  less  long-lasting  than  the 
nuclear  variety.  That  means  the  right  move  for  the  smart  stock- 
market  investor  with  a  broad  portfolio  may  be  the  simplest 
one:  Stand  pat. 

Yes,  the  Dow  Jones  industrial  average  has  dropped  by  5% 
over  the  past  three  weeks.  But  investors  have  suffered  through 
10  or  so  real  or  threatened  "meltdowns"  over  the  past  20 
years,  starting  with  the  market  crash  of  October,  1987,  and 
continuing  through  the  dot.com  bust.  Who  can  forget  the 
Mexican  peso  crisis  of  1994-95,  the  Asian  financial  crisis  of 
1997,  or  the  Russian  ruble  crisis  of  1998,  which  helped  send 
the  Dow  plunging  by  more  than  13%  in  ^^^^^^^^^^_ 
less  than  a  month? 

In  the  end,  all  the  meltdowns  except 
the  tech  bust  have  been  made  up  for 
by  the  upward  trend  line  of  the  stock 
market.  The  1987  stock  market  crash, 
so  horrifying  at  the  time,  looks  like  a 
mere  blip  in  retrospect.  Even  factoring 
in  the  long  post-2000  bear  market,  the 
20-year  average  return  on  Standard  & 
Poor's  500-stock  index,  including  in- 
vested dividends,  is  10.6%  per  year.  If  you 
had  invested  in  the  stock  market  right 
after  Alan  Greenspan  gave  his  "irrational 
exuberance"  speech  in  December,  1996, 
and  kept  it  there  until  now,  you  would 
have  enjoyed  an  average  annual  return 
of  8%  per  year. 

The  long-term  gains  for  investors 
over  the  past  two  decades  come  from 
two  factors:  strong  productivity  growth, 
which  has  propelled  profits;   and  the 


Despite  all 
the  crises," 
theS&P500 
has  returned! 
10.6%  a  year 
since  1987 


NO  CREDIT  CRUNCH  YET 
FOR  GOOD  BORROWERS 

Despite  the  subprime  troubles, 
mortgage  rates  are  well  below  their 
recent  highs. 
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lack  of  a  financial  debacle  big 
enough  to  inflict  a  Chernobyl- 
type  disaster  on  the  markets.  If  s 
noteworthy  that  the  one  period 
with  a  stagnant  stock  market, 
the  decade  from  1972  to  1982, 
also  happens  to  be  the  weakest 
decade  for  productivity  growth 
since  World  War  II. 

So  the  real  question  to  ask 
is  this:  How  does  the  crisis  in 
the  subprime  mortgage  market    ^^^^^^^m 
stack  up  against  previous  melt- 
downs? Is  this  going  to  be  the  Big  One? 

The  short  answer  is,  not  likely.  In  a  Feb.  20  speec] 
Federal  Reserve  Governor  Susan  Schmidt  Bies  estimatil 
that  subprime  adjustable-rate  mortgages,  which  are  til 
heart  of  the  problem,  make  up  just  7%  to  8%  of  the  tot| 
home  mortgage  market.  Still,  in  absolute  terms  the  size 
the  defaults  could  be  enormous.  Some  estimates  suggest  th| 
banks  and  other  lenders  could  take  a  hit  of  $300  billion 
more. 

But  remember,  the  tech  bust  devoured  about  $9  trillion 
corporate  equity;  next  to  that,  the  subprime  problem  loo  | 
_^^^^_^^^^_    like  an  insect  bite— unless  it  spreads 
the  rest  of  the  mortgage  market.  B| 
at  least  so  far  that  doesn't  appear  to 
happening:  Mortgage  rates  for  good  bc| 
rowers  have  actually  been  going  down, 
early  February,  for  example,  the  averajl 
rate  for  15-year  fixed  rate  mortgages  w  | 
6.06%,  according  to  Freddie  Mac.  As 
Mar.  8,  that  was  down  to  5.86%.  If  lc  I 
rates  continue,  they  should  actually  pn  | 
up  most  of  the  housing  market. 

I  don't  want  to  be  too  Pollyanna-ii 
about  either  the  stock  market  or  til 
economy.  There  are  plenty  of  dangei] 
with  the  biggest  one  being  the  slowing 
U.S.  productivity  growth  in  recent  montl  j 
If  productivity  growth  slides  even  furthc 
it  could  undermine  corporate  profits,  tl  j 
economy,  and  the  stock  market.  But 
least  for  now,  the  subprime  meltdov) 
doesn't  look  like  a  reason  for  investors 
dive  for  the  fallout  shelters.  ■ 


38  I  BusinessWeek  I  March  26,  2007 


EEZER  COMPANY 
PLIANCE 


how  to  put  the  freeze  on  warranty  issues  and  improve  customer  satisfaction. 

Sub-Zero  Freezer  Company  and  its  corporate  companion,  Wolf  Appliance  Company,  understand  that 
quickly  identifying  and  resolving  warranty  issues  is  the  key  to  better  product  quality,  lower  warranty  costs 
and  greater  customer  satisfaction.  That's  why  Sub-Zero  and  Wolf  chose  SAS  as  its  business  intelligence 
partner  for  warranty  analysis.  To  learn  more  about  Sub-Zero  and  other  SAS  success  stories,  visit  our  Web  site. 

www.sas.com/subzero 
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INVESTMENT  BANKS 


UBS:  NOTES  ON  A 
WALL  STREET  SCANDAL 

How  the  lines  between  stock  research  and 
marketing  can  still  blur  so  easily 


BY  MATTHEW  GOLDSTEIN 

ITCHEL  S.  GUTTEN- 
berg  looked  like  a 
model  banker.  The 
42-year-old  was  an 
executive  director 
at  UBS.  He  and  his 
wife,  Susan,  have  an 
apartment  in  Manhattan  and  a  $1  mil- 
lion home  in  the  Hamptons.  They  were 
top  donors  to  Learning  Leaders,  a  char- 
ity that  pays  for  tutoring  services  for  New 
York  City  public  school  children. 

But  federal  prosecutors  allege  that  for 
five  years,  Guttenberg  has  been  padding 
his  $300,000  or  so  annual  salary  by  sell- 
ing confidential  stock  research.  On  Mar. 
1,  they  charged  him  with  masterminding 
an  insider  trading  scheme  in  which  he 
allegedly  tipped  off  two  traders  to  up- 
coming ratings  changes  on  hundreds  of 
stocks— allowing  them  to  trade  ahead  of 
the  news.  People  close  to  the  investiga- 
tion say  Guttenberg  pocketed  more  than 
$1  million  in  cash,  all  told.  He  got  the  in- 
side dope,  say  authorities,  from  his  perch 
on  an  elite  committee  at  UBS  that  signed 
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off  on  all  upgrades  and  downgrades. 

Prosecutors  are  trumpeting  the  arrests 
of  Guttenberg  and  12  others  as  the  biggest 
trading  scandal  since  the  days  of  Ivan 
F.  Boesky.  But  there's  a  big  difference 
between  Guttenberg  and  Boesky,  a  mas- 
ter Wall  Street  trader.  Despite  the  title, 
Guttenberg  was  essentially 
a  glorified  marketing  ex- 
ecutive, say  people  familiar 
with  his  duties.  One  person 
referred  to  him  as  a  "traf- 
fic cop,"  responsible  for 
making  sure  research  was 
directed  to  the  right  inves- 
tors. Other  parts  of  his  job: 
lobbying  large  institutions 
to  vote  for  UBS  analysts  in 
the  stockpicking  competi- 
tions run  by  Institutional 
Investor  and  other  publica- 
tions, as  well  as  getting 
analysts  more  exposure  in  the  media. 

Trained  as  a  broker,  Guttenberg  had 
an  undistinguished  record  before  joining 
UBS's  team  in  1999.  Over  the  first  12  years 
of  his  career  he  flitted  from  job  to  job, 


THE  STAT 


$14 

MILLION 

Profits  allegedly 
made  in  a  UBS 
trading  scheme. 

Data:  Securities  &  Exchange  Commissior 


starting  out  at  Lehman  Brothers  1 
and  Bear,  Stearns  &  Co.  before  m 
ing  on  to  Axiom  Capital  Managem 
Inc.  and  First  Albany  Corp. 

He  seemed  to  have  found 
groove  at  UBS.  Two  years  after  jc 
ing  the  Switzerland-based  fii 
which  has  78,000  employees  woi 
wide,  he  was  tapped  to  serve  on 
prestigious  12-member  investm 
research  committee.  It  was  a  pli 
assignment  reflecting  a  high  leve 
trust.  Authorities  allege  the  insi< 
trading  scheme  was  hatched  d 
ing  Guttenberg's  first  year  on  i 
committee.  He's  currently  on  unp; 
leave  after  pleading  not  guilty 
six  counts  of  securities  fraud  a 
conspiracy  and  posting  a  $500,0 
bond.  His  lawyer,  Sean  O'Shea,  < 
clined  to  comment. 
How  could  UBS  seemingly  have  gc 
so  wrong  in  elevating  Guttenberg  to  su 
a  sensitive  post?  While  the  firm  declhi 
to  comment,  there  was  little  in  his  p 
to  indicate  he  would  engage  in  anythi 
like  the  scheme  described  by  prosei 
tors.  In  1986  he  ran  afoul  of  Wiscon: 
regulators  over  an  allegation  he  was  st 
ing  stocks  without  the  proper  license. 
1997,  while  at  Axiom,  he  was  named 
a  defendant  in  a  $2  million  arbitrati 
claim  filed  by  a  big  investor  that  alleg. 
excessive  trading  in  its  account.  Gutte 
berg  was  dropped  from  the  dispute  1 
cause  he  was  only  a  "sales  assistant,"  a 
the  claim  was  subsequently  dismissi 
Four  years  later,  he  was  sitting  on  t 
investment  research  committee  at  UB5 
Banks  need  to  pick  candidates  1 
their  most  sensitive  committees  mc 
carefully.  "You'd  think  they'd  be  full 
super  analysts,"  says  Jacob  ZamansJ 
an  attorney  who  has  taken  part  in  i 
bitration  cases  involvi 
analysts  and  investo 
"But  it's  my  impressi 
there  is  [a  lot  of]  mark 
ing  associated  with  the 
committees."  Wall  Stn 
rarely  discusses  its  rati, 
process. 

The  irony  is  that  W 
Street  firms  paid  $1 
billion  in  2003  to  set 
charges  that  analysts  h 
conspired  with  investme 
bankers  to  issue  favorat 
ratings.  In  effect,  the  ot 
fits  had  been  using  stock  research 
sell  themselves  to  prospective  investme 
banking  clients.  But  as  the  UBS  scanc 
shows,  Wall  Street's  pitchmen  may  st 
find  ways  to  overstep  their  bounds.  ■ 


BRINGING  DOCUMENTS  TO  A 
MEETING  IS  EASIER  WHEN  YOU 
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News  Insights 


VIRTUAL  WORLD 


THE  NEW  AVATAR 
IN  TOWN 

Korea's  Nexon  and  others  are  edging  onto 
Second  Life's  turf,  using  simplified  features 


BY  REENA  JANA 

CYNDI  LESTER,  20,  RE- 
calls  her  first  meeting  with 
future  husband,  Frank: 
"My  avatar  walked  past 
his.  He  noticed  me  and 
typed:  'I  like  your  hair.'" 
After  their  real-life  wed- 
ding last  year,  Cyndi  and  Frank  bought 
digital  rings  and  staged  a  second,  virtual- 
world  wedding. 

It  all  happened  in  MapleStory— a  fan- 
tastical online  game  where  players  hunt 
cartoon  monsters  and  communicate  in 
text.  For  Lester,  a  Huntington  (W.Va.) 
homemaker  who  devotes  three  to  six 
hours  a  day  exploring  this  two-dimen- 
sional universe,  the  allure  of  MapleStory 
is  more  about  show  than  shoot-'em-up. 
She  spends  up  to  $100  a  month  buying 
new  clothes  (at  9<t  to  $7  apiece)  and  hair- 
styles ($5.70)  for  her  digital  double. 

Suddenly  it  looks  as  if  Second  Life, 
that  3D  virtual  world  that  last  year  be- 
came a  favorite  hangout  for  hard-core 
techies  and  trend-watching  corporations, 
has  competition.  A  new  crop  of  online 
multiplayer  games  is  coming,  targeting 
a  broader  audience  with  simpler  naviga- 
tion and  customization  than  Second  Life. 


THE  STAT 


600,000 


Number  of  avatar  items  bought 
in  February  by  North  American 
players  of  MapleStory 

Data:  Nexon  North  America  Inc 

Lester  met  her  real-life  husband 
when  his  avatar  admired  hers 
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These  games  also  rule  out  lewd  behavior. 
The  companies  behind  them  have  a  novel 
way  of  making  money,  selling  digital 
goods  such  as  avatars  and  their  outfits. 
The  games  themselves  are  free. 

The  mainstreaming  of  virtual  worlds 
started,  as  so  many  consumer-tech  sto- 
ries do,  in  the  Far  East.  MapleStory,  from 
Korean  online  game  maker  Nexon  Corp., 
has  been  a  hit  in  Asia  since  2003.  The 
company's  U.S.  arm  began  marketing  a 
North  American  version  last  September, 
riding  the  virtual-world  bandwagon  after 
Second  Life  started  grabbing  headlines. 
It  now  has  more  than  3  million  North 
American  players,  joining  a  further  50 
million  worldwide.  Nexon  is  best  known 
for  KartRider,  a  three-year-old  online 


go-cart  racing  game  that  has  been  wih 
popular  in  South  Korea.  A  U.S.  version 
due  out  later  this  year.  In  2005,  Nex 
had  worldwide  revenues  of  $230  millk 
85%  of  it  from  virtual  items. 

Starting  in  the  fall,  Sony  Corp.  will  I 
fer  PlayStation  Home— a  realistic  3D  c 
line  world  where  players  can  buy  digi 
items  such  as  T-shirts  and  Sony  Brc 
TVs— as  a  free  download  for  its  PlaySi 
tion  3  videogame  console.  And  Ninten 
of  America  is  betting  on  the  free,  easy-1 
design  avatar  feature  of  its  popular  V 
console  to  attract  older  nongamers. 

The  rise  of  the  avatars  coincides  wi 
explosive  growth  for  "massively  mul 
player"  online  games  in  general.  The  c; 
egory,  which  includes  technically  simt 
and  nonviolent  "casual"  games  as  well 
more  graphically  complex  shooter  gam* 
is  expected  to  produce  revenues  of  $7' 
million  this  year  in  North  America  alor 
and  nearly  triple  that  in  four  years,  sa 
videogame  researcher  DFC  Intelligence 

A  SNAP  TO  OPERATE 

THE  NEW  MULTIPLAYER  games  are  ti 
lored  for  nontechies.  Simple  images 
MapleStory  and  KartRider  don't  requi 
sophisticated  graphics  cards  or  ultraft 
Internet  connections.  Avatar  details  a 
a  snap  to  customize  with  drop-dov 
menus  for  selecting  things  like  "cuii 
hair"  pigtails  or  red  rubber  boots. 

Nexon  waited  to  court  American  playe 
until  "broadband  reached  critical  masj 
says  John  H.  Chi,  Nexon  America  Inc. 
president  and  CEO.  But  the  company  al 
needs  to  broaden  its  market.  KartRide: 
popularity  in  Korea  has  been  waning 
many  as  100,000  Koreans  log  on  at  a  tir 
today,  vs.  200,000  in  2005. 

Now  the  question  is,  will  America 

spend  real  money  in  virtual  worlds?  (01 

er  games  rake  in  subscriptions  or  dow 

load  fees.)  MapleStory  "was  a  litmus  te 

to  see  if  U.S.  auc 

ences  would  ha 

spending  patten 

similar  to  Korea 

says  Min  Kim,  Ne 

on  America's  direct 

of  game  operations. ' 

make  it  easy,  Nexc 

Cash  cards,  whi< 

are  used  to  buy  dig 

tal  goods,  are  beii 

sold  at  Target  stores. 

So  far,  so  good:  In  Februai 

North  American  players  spe 

$1.6  million  on  600,000  virtu 

products  within  MapleStory. 

-With  Moon  Ihlwc 

in  Seoi 
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MANAGEMENT 


LADIES  AND  GENTS... 
MARCUS  BUCKINGHAM! 

The  business  sage  is  spreading  his  gospel 
via  abus  tour— and  eyeing  wider  audiences 


BY  JENA  MCGREGOR 

IN  HIS  18  YEARS  ON  THE  ROAD, 
bus  driver  Allen  Rushing  has 
chauffeured  his  share  of  pop  stars, 
from  '80s-era  hitmakers  such  as 
Sheena  Easton  to  hip-hop  art- 
ists and  their  entourages.  The 
weathered  Rushing,  61,  was  be- 
hind the  wheel  for  Ozzy  Osbourne's  "No 
Rest  for  the  Wicked"  tour.  And  during 
thrash-metal  band  Anthrax'  tour  for  their 
State  of  Euphoria  album,  he  donned  a 
giant  mask  and  appeared  ^^^^^^^ 
onstage  as  the  Not  Man, 
the  band's  cartoon- 
ish,  slightly  demented- 
looking  icon. 

Rushing's  most  recent 
passenger  isn't  exacdy 
a  rock  star.  But  to  the 
200  human  resources 
managers  and  orga- 
nizational consultants 
gathered  near  the  King 
of  Prussia  Mall  outside 
Philadelphia  on  a  recent 
snowy  morning,  Marcus 
Buckingham  is  the  next 
best  thing.  A  charming, 
blue-eyed,  silver-tongued 
Brit,  Buckingham,  41, 
is  arguably  the  business 
world's  most  in-demand 
management  guru.  His 
first  book,  1999's  First, 
Break  All  the  Rules,  has 
been  a  best-seller  for  93 
months.  He  has  won  near- 
reverential  praise  from 
CEOs.  He  lives  in  Beverly  Hills,  rakes 
in  somewhere  between  $50,000  and 
$75,000  a  speech,  and  is  no  stranger  to 
the  inside  of  a  corporate  jet. 

All  of  which  makes  Buckingham's  21- 
city  bus  tour,  during  which  he'll  speak 
to  local  human   resources   managers, 


an  unusual  move.  But  the  Cambridge- 
educated  Buckingham  is  no  ordinary 
management  sage.  The  former  Gallup 
Organization  researcher  is  using  the  tour 
to  send  up  trial  balloons  about  taking  his 
message  beyond  the  executive  suite  to 
a  much  wider  audience.  To  help  attract 
followers  who  might  not  otherwise  pick 
up  a  management  book,  such  as  teach- 
ers and  students,  Buckingham  has  made 
a  series  of  six  short  inspirational  films 
that  feature  himself.  The  films  were  de- 


put  your 

STRENGTHS 

TO  WORK., 


B0CKIN6K»M 


signed  as  a  tool  to  complement  his 
new  book,  Go  Put  Your  Strengths  to 
Work,  a  workbook-like  guide  he's 
promoting  on  his  bus  tour.  From 
New  York  to  Lincoln,  Neb.,  Buck- 
r       ingham  is  stopping  at  multiplex 
theaters  across  the  country  to  show 
the  first  short  film  and  speak  to  standing- 
room-only  crowds. 

The  members  of  Buckingham's  entou- 
rage, which  includes  two  employees,  the 
writer  who  worked  with  him  on  his  book, 
and  the  head  of  a  girls'  boarding  school 
who   is   using   Buckingham's   insights 


there,  jokingly  call  themselves  Buckin 
heads.  Well  aware  of  Buckingham's  st 
status,  they  make  cracks  about  mockir 
up  backstage  passes. 

But  the  irony  dissipates  when  they  ta 
about  Buckingham's  philosophy,  whic 
is  built  around  the  idea  that  the  key 
success  is  building  on  your  strengtl 
rather  than  trying  to  fix  all  your  wea 
nesses.  A  corollary  is  the  idea  that  mai 
agers  should  build  teams  that  showca: 
members'  strengths  rather  than  try 
create  a  team  of  equals.  His  conce 
have  been  ingrained  at  such  compani 
as  Yahoo!  and  Best  Buy. 

Although  Buckingham  wrestles  wit 
how  much  he  wants  to  spread  tl 
"strengths  movement"  beyond  the  co 
porate  world,  the  possibility  of  winning 
wider  audience  intrigues  him.  "This  toi 
is  about  figuring  out  whether  that's  wh 
people  want  from  me,"  he  says. 

It  appears  they  do.  Churches  have  bee 
snapping  up  the  short  movies,  whic 
were  shot  by  a  nonprofit  called  NOOM 
that  makes  Christian  films.  And  Patric 
F.  Bassett,  president  of  the  National  A 
sociation  of  Independent  Schools,  whic 
represents  some  1,300  schools,  has  h 
vited  Buckingham  to  be  a  keynote  spea 


Buckingham  outside 
the  bus  he's  using  for 
much  of  the  tour 


er  at  the  group's  annu 
conference. 

After  Buckingham  ai 
dresses  the  audience 
the  multiplex  near  Phil 
delphia,  his  first  questio; 
er  is  the  owner  of  a  sale 
and  day  spa  who  wants 
know  if  Buckingham 
going  to  apply  "this  wo: 
to  our  children."  Callir 
his  ideas  "profound,"  si 
asks:  "How  can  we  he 
the  young  ones?"  Thai 
a  great  question,  Buc 
ingham  replies.  "That's  where  I  think  v 
have  to  go^ext." 

Back  on  the  bus,  Buckingham  chan 
es  out  of  one  crisp  dress  shirt  in 
another,  pulls  on  a  red  hoodie  from  h 
Malibu  (Calif.)  boutique  Free  City,  ar 
cracks  open  a  beer.  Rushing  steers  tl 
bus  out  of  the  multiplex  parking  lot  ar 
heads  toward  Washington,  D.C.,  b 
not  before  volunteering  that  he  knov 
what  his  strengths  are.  "I'm  a  goc 
mechanic,"  Rushing  tells  Buckinghai 
"And  I'm  good  at  staying  in  the  bac 
ground."  ■ 
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News  Insights 


COMMENTARY 


BY  RONALD  GROVER 


Can  Redstone  Beat  'Em  and  Join  'Emi 

Viacom  is  suing  YouTube  as  CBS  scrambles  to  ink  a  deal  with  the  video  site 


WHAT'S  WRONG  WITH  THIS 
picture?  On  Mar.  13,  Viacom 
sets  off  a  legal  depth 
charge  and  sues  YouTube 
for  $1  billion.  The  Google- 
owned  unit  is  "stealing  value,"  the  com- 
plaint alleges,  by  airing  snippets  of  shows 
like  its  Comedy  Central  hit  South  Park 
without  paying  for  the  right.  (Google  dis- 
agrees,   saying    it   is    protected   under 

so-called  safe  harbor  provisions  in  the  1998  Digital  Millen- 
nium Copyright  Act.)  Meanwhile,  in  the  other  part  of  Sumner 
M.  Redstone's  media  empire,  we  have  CBS  literally  cuddling  up 
to  YouTube.  CEO  Leslie  Moonves  actually  hugged  YouTube's 
Chad  Hurley  at  a  Las  Vegas  convention  in  January  as  the  pair 
gigglingly  viewed  a  "mash-up"  of  Big  Brother  and  CSI:  Miami. 

Getting  media  moguls  to  agree  is  about  as  easy  as  picking 
a  hit  television  show,  so  why  should  Moonves 
and  his  Viacom  counterpart,  Philippe  P. 
Dauman,  concur  on  YouTube?  Yes,  both 
want  to  get  paid  for  content  posted 
on  the  site,  and  the  Viacom  lawsuit 
is  clearly  a  way  of  bringing  Google/ 
YouTube  to  the  table.  But  if  CBS  and 
Viacom   have   radically   different   ap- 
proaches to  the  world's  most  popular 
video  service,  it's  largely  because  CBS  be- 
lieves it  needs  YouTube  (at  least  for  now) 
and  Viacom  believes  it  doesn't  (unless  it 
gets  paid).  We'll  explain. 

Even  though  both  companies 
make  most  of  their  money  from 
television,  they're  actually  in  very 
different  businesses.  CBS  largely 
depends  on  weekly  shows  in  the 
ad-starved  world  of  network 
TV.  Plus,  its  programs  tend 
to  skew  older.  So  luring 
eyeballs  to  the  network 
means    everything.    A 
litde  tease  on  YouTube 
can't   hurt,   which    is 
why  the  guys  from  the 
Tiffany   Network   have 
set  up  pages  for  Two  and 
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DIFFERENT  STROKES  CBS 

shows  need  YouTube 
more  than  Viacom's  do 


a  Half  Men,  Jericho,  and  other  shows.  YouTube  famously  gai 
NBC's  Saturday  Night  Live  a  boost  last  year  with  a  short  calk 
Lazy  Sunday  that  was  seen  by  5  million  folks  within  days, 
you're  Moonves,  you  want  some  of  that.  Moreover,  while  CI 
declined  to  talk  about  this,  Moonves'  minions  are  workir 
hard  to  ink  a  revenue-sharing  deal  with  YouTube. 

Over  at  Viacom,  television  is  a  volume  business.  Cable  is 
seven- day-a- week,  cram-it-down-your-throat  affair.  If  Sou, 
Park  is  great  on  Monday,  it's  even  better  on  Tuesday,  ar 
maybe  three  times  better  on  Thursday.  In  other  words,  whe 
viewers  know  their  favorite  show  is  on  several  times  a  wee 
they  don't  need  the  promotional  pop  of  a  YouTube  to  get  the: 
to  tune  in.  What's  more,  Viacom  programming,  whether  bi 
from  Comedy  Central's  The  Colbert  Report  or  MTV's  Punted, 
short,  hence  perfect  for  the  clips  YouTube  trades  in.  Comec 
Central  and  MTV  are  only  now  ge 
ting  video  traction  on  their  ow 
Web  sites;  in  fact,  MTV.com  repor 
ed  record  traffic  and  video  strean 
in  February.  Viacom  doesn't  wai 
YouTube  to  draw  away  viewers. 

CBS  and  Viacom  both  want  tl 

same  thing:  a  deal  that  allows  the: 

to  leverage  YouTube's  mass  appe 

while  getting  paid.  But  hammerir 

one  out  could  prove  maddening 

difficult.  It's  no  secret  that  GoogL 

YouTube,  despite  months  of  negt 

tiations  with  a  number  of  partie 

has  yet  to  sign  a  revenue-sharir 

contract  with  any  major  U.S.  fit 

or  TV  studio.  A  few  months  bac 

Google  suggested  paying  Viaco: 

$500  million  a  year  over  five  yea 

for  its  content,  but  people  involved  in  tl 

talks  say  the  search  colossus  retracted  tl 

offer.  Former  ^  CBS  Chief  Jeff  Sagansky  e 

plains  why  if  s  so  hard  to  get  a  deal  don 

"No  one  knows  what  an  ad  is  worth  c 

one  of  these  sites  where  people  click  c 

an  ad  and  head  off  somewhere  else 

he  says.  "Good  luck  finding  a  prii 

they  can  agree  on."  Until  someoi 

figures  this  out,  the  legal  fir' 

works  will  continue.  After  a 

Sumner  Redstone  is  the  me 

behind  the  curtain.  ■ 

-  With  Tom  Lowry  ar 
Robert  D.H 


U  Days  passed. 
Weeks  passed. 

And  then  I  saw  it: 
the  light. 


Drawing  me  in 
with  the  promise  of  discipl 
focus  and  maybe  a 
international  f 


■ 


Look  for  the  right  lighthouse:  Van  Kampen  Investments. 

And  join  the  millions  who've  already  been  drawn  to  our 
consistency  and  long-term  track  record.  Ask  your  financial     y^  ^ 
advisor,  call  1  800  421  9098  or  visit  us  at  vankampen.com 


KAMPEN 

INVESTMENTS 


>j  Past  performance  is  not  a  guarantee  of  future  results.  Please  consider  the  investment  objectives,  risks,  charges 
and  expenses  of  the  fund  carefully  before  investing.  The  prospectus  contains  this  and  other  information 
about  the  fund.  To  obtain  a  prospectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com 

i  Please  read  the  prospectus  carefully  before  investing.  ©  2006  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06  (C) 
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DIGITAL  CULTURE 


NEW  TECH,  OLD  HABITS 

Despite  world-class  IT  networks  Japanese  and 
Korean  workers  are  still  chained  to  their  desks 


BY  MOON  IHLWAN  AND  KENJI  HALL 

ASANORI  GOTO  WAS 
in  for  a  culture  shock 
when  he  returned  to 
Japan  after  a  seven- 
year  stint  in  New 
York.  The  42-year- 
old  public  relations 
officer  at  cellular  giant  NTT  DoCoMo 
logged  many  a  late  night  at  his  Manhat- 
tan apartment,  using  his  company  laptop 
to  communicate  with  colleagues  14  time 
zones  away.  Now  back  in  Tokyo,  Goto  has 
a  cell  phone  he  can  use  to  send  quick  e- 
mails  after  hours,  but  he  must  hole  up  at 
the  office  late  into  the  night  if  he  needs 
to  do  any  serious  work.  The  reason:  His 
bosses  haven't  outfitted  him  with  a  porta- 
ble computer.  "I  didn't  realize  that  our 
people  in  Japan  weren't  using  laptops," 
he  says.  "That  was  a  surprise." 

A  few  hundred  miles  to  the  west,  in 
Seoul,  Lee  Seung  Hwa  also  knows  what 
it's  like  to  spend  long  hours  chained  to 
her  desk.  The  33-year-old  recendy  quit 
her  job  as  an  executive  assistant  at  a  car- 
maker because,  among  other  complaints, 
her  company  didn't  let  lower-level  em- 
ployees log  on  from  outside  the  office.  "I 
could  have  done  all  the  work  from  home, 
but  managers  thought  I  was  working 
hard  only  if  I  stayed  late,"  says  Lee. 

These  days,  information  technology 
could  easily  free  the  likes  of  Goto  and 
Lee.  Korea  and  Japan  are  world  leaders 
in  broadband  access,  with  connection 
speeds  that  put  the  U.S.  to  shame.  And 
their  wireless  networks  are  state  of  the 
art,  allowing  supercharged  Web  surfing 
from  mobile  phones  and  other  hand- 
helds,  whether  at  a  cafe,  in  the  subway, 
or  on  the  highway.  But  when  it  comes 
to  taking  advantage  of  connectivity  for 
business,  Americans  are  way  ahead. 
For  a  study  in  contrasts,  consider 
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the  daily  commute.  American  trains  are 
packed  with  business  people  furiously 
tapping  their  BlackBerrys  or  Treos, 
squeezing  a  few  extra  minutes  into  their 
work  days.  In  Tokyo  or  Seoul,  commuters 
stare  intendy  at  their  cell  phone  screens, 
but  they're  usually  playing  games,  watch- 
ing video  clips,  or  sending  Hello  Kitty 
icons  to  friends.  And  while  advertising 
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for  U.S.  cellular  companies  emphasiz 
how  data  services  can  make  users  mo 
productive  at  work,  Asian  carriers  ter 
to  stress  the  fun  factor. 

Why?  Corporate  culture  in  the  F 
East  remains  deeply  conservative,  ar 
most  businesses  have  been  slow  to  mill,, 
the  opportunities  offered  by  newfanglf ,  m 
communications  technologies.  One  b. 
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eason  is  the  premium  placed  on  face 
ime  at  the  office.  Junior  employees  are 
eluctant  to  leave  work  before  the  boss 
oes  for  fear  of  looking  like  slackers. 
Jso,  Confucianism  places  greater  stock 
n  group  effort  and  consensus-building 
han  on  individual  initiative.  So  members 
f  a  team  all  feel  they  must  stick  around 
'there  is  a  task  to  complete.  "To  reap  full 
enefits  from  IT  investment,  companies 
lust  change  the  way  they  do  business," 
ays  Lee  Inn  Chan,  vice-president  at  SK 
lesearch  Institute,  a  Seoul  management 
link  tank  funded  by  cellular  carrier  SK 
elecom.  "What's  most  needed  in  Korea 
nd  Japan  is  an  overhaul  in  business 
rocesses  and  practices." 

IME,  NOT  TASK 

N  THESE  COUNTRIES,  if  you're  not 
1  1  the  office,  your  boss  simply  assumes 

ou're  not  working.  It  doesn't  help  that 

lack  of  clear  job  definitions  and  per- 

1)rmance  metrics  makes  it  difficult  for 

lanagers  to  assess  the  productivity  of 
"mployees  working  off  site.  "  Perfor- 
mance reviews  and  judgments  are  still 

irgely  time-oriented  here,  rather  than 


task-oriented  as  in  the 
West,"  says  Cho  Bum 
Coo,  a  Seoul-based 
executive  partner  at 
business  consulting 
firm  Accenture  Ltd. 

Even  tech  companies 
in  the  region  often 
refuse  to  untether 
workers  from  the  office. 
Camera-maker  Canon 
Inc.  for  instance,  dis- 
pensed with  flextime 
four  years  ago  after 
employees  said  it  inter- 
fered with  communica- 
tions, while  Samsung 
stresses  that  person-to- 
person  contact  is  far 
more  effective  than  e- 
mail.  In  Japan,  many  ■■■■■■■m 
companies  say  they  are 
reluctant  to  send  workers  home  with  their 
laptops  for  fear  that  proprietary  informa- 
tion might  go  astray.  Canon  publishes  a 
33 -page  code  of  conduct  that  includes  a 
cautionary  tale  of  a  worker  who  loses  a 
notebook  computer  loaded  with  sensi- 
tive customer  data  on  his  com- 
mute. At  Korean  companies  SK 
Telecom,  Samsung  Electronics, 
and  LG  Electronics,  employees 
must  obtain  permission  before 
they  can  carry  their  laptops  out  of 
the  office.  Even  then,  they  often 
are  barred  from  full  access  to  files 
from  work.  And  while  just  about 
everyone  has  a  cell  phone  that 
can  display  Web  pages  or  send 
e-mails,  getting  into  corporate 
networks  is  complicated  and 
unwieldy. 

The  result:  Korean  and  Japan- 
ese white-collar  workers  clock 
long  days  at  the  office,  often  toil- 
ing till  midnight  and  coming  in 
on  weekends.  "In  my  dictionary 
there's  no  such  thing  as  work/ 
life  balance  as  far  as  weekdays 
are  concerned,"  says  a  Samsung 
Electronics  senior  manager 
who  declined  to  be  named.  Tom 
Coyner,  a  consultant  and  author 
of  Mastering  Business  in  Korea:  A 
Practical  Guide,  says:  "Even  your 
wife  would  think  you  were  not 
regarded  as  an  important  player 
in  the  office  if  you  came  home  at 
five  or  six." 

These  factors  may  be  pre- 
venting Japan  and  Korea  from 
wringing  more  productivity  out 
of  their  massive  IT  investments. 
Both  countries  place  high  on  lists 


Bound  by 
Tradition 

Despite  fast  wireless  and 
broadband  networks,  Korean 
and  Japanese  companies 
aren't  getting  the  most  out 
of  technology.  Here's  why: 

FUN  FACTOR  Smart  phones  are 
viewed  more  as  toys  than  tools. 

FACE  TIME  If  you're  not  in  the 
office,  no  one  thinks  you're  working. 

INFO-FEAR  Companies  worry 
that  laptop-toting  commuters 
could  misplace  sensitive  data. 


of  global  innovators. 
For  instance,  Japan 
and  Korea  rank  No. 
2  and  No.  6,  respect- 
ively, out  of  30  nations 
in  terms  of  spending 
on  research  and 
development,  accord- 
ing to  the  Organization 
for  Economic  Coopera- 
tion and  Development. 
And  the  Geneva-based 
World  Intellectual 
property  Organization 
says  Japan  was  second 
and  Korea  fourth  in 
international  patent 
filings.  But  when  it 
comes  to  the  produc- 
tivity of  IT  users,  both 
I  countries  badly  lag  the 

U.S.,  says  Kazuyuki 
Motohashi,  a  University  of  Tokyo  profes- 
sor who  is  an  expert  on  technological  in- 
novation. "Companies  in  Japan  and  Korea 
haven't  made  the  structural  changes  to 
get  the  most  out  of  new  technologies," 
he  says. 

Still,  a  new  generation  of  managers 
rising  through  the  ranks  may  speed  the 
transformation.  These  workers  are  tech- 
sawy  and  often  more  individualistic, 
having  come  from  smaller  families.  Al- 
ready, some  companies  are  tinkering  with 
changes  to  meet  their  needs.  SK  Telecom 
abolished  tides  for  all  midlevel  managers 
in  the  hopes  that  this  would  spur  work- 
ers to  take  greater  initiative.  Japan's  NEC 
Corp.  is  experimenting  with  telecommut- 
ing for  2,000  of  its  148,000  employees. 
And  in  Korea,  CJ  39  Shopping,  a  cable-TV 
shopping  channel,  is  letting  10%  of  its 
call-center  employees  work  from  home. 

Foreign  companies  are  doing  their  bit 
to  shake  things  up.  In  Korea,  IBM  has 
outfitted  all  of  its  2,600  employees  with 
laptops  and  actively  encourages  them  to 
work  off  site.  The  system,  which  was  first 
introduced  in  1995,  has  allowed  the  com- 
pany to  cut  back  on  office  space  and  reap 
savings  of  $2.3  million  a  year.  One  bene- 
ficiary is  Kim  Yoon  Hee.  The  procurement 
specialist  reports  to  the  office  only  on 
Tuesdays  and  Thursdays.  On  other  days, 
calls  to  her  office  phone  are  automati- 
cally routed  to  her  laptop,  so  she  can  work 
from  home.  "It  would  have  been  difficult 
for  me  to  remain  employed  had  it  not 
been  for  the  telecommuting  system,"  says 
Kim,  35,  who  quit  a  job  at  a  big  Korean 
company  seven  years  ago  because  late 
nights  at  the  office  kept  her  away  from  her 
infant  daughter.  "This  certainly  makes 
me  more  loyal  to  my  company."  ■ 
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GlobalBusiness 


BOUNCING  BACK 


MILLIONS  OF  BARRELS  OF  OIL 
EQUIVALENT  PER  DAY 

LIBYA'S  OIL  AND  GAS  PRODUCTION 


ENERGY 


GOING  FOR  A 
GUSHER  IN  UBYA 

Italy's  ENI  is  beating  out  giants  like  BP  and 
ExxonMobil,  partly  because  it  never  left 


BY  STANLEY  REED 

TO  SEE  WHAT  MANY  EX- 
pect  to  be  the  future  of 
the  oil  industry,  take  a  trip 
to  the  windswept  coast- 
al plains  60  miles  east  of 
Libya's  capital,  Tripoli.  At 
Italian  oil  giant  ENl's  $9 
billion  Mellitah  complex  there,  flaring 
towers  rise  out  of  the  scrubland  and 
intricate  webs  of  pipes  weave  across 
the  landscape,  feeding  into  an  undersea 
pipeline  to  Italy.  Further  inland,  there  are 
apartments,  a  soccer  field,  and  a  basket- 
ball court  for  Mellitah's  550  workers. 

Though  ENI  is  the  No.  7  international 
oil  producer  and  has  less  than  half  the 
output  of  giants  such  as  ExxonMobil  or 
BP,  its  operations  at  Mellitah  and  else- 
where in  Libya  are  the  envy  of  the  indus- 
try. Unlike  U.S.  companies,  which  had  to 
leave  when  Washington  hit  Libya  with 
sanctions  in  1986,  ENI  has  maintained 
a  presence  there  since  the  late  1950s. 
Today,  ENI  enjoys  a  commanding  lead  in 

50  I  BusinessWeek  I  March  26,  2007 


the  country,  where  it  produces  the  equiv- 
alent of  600,000  barrels  of  oil  per  day,  or 
roughly  a  third  of  Libya's  output. 

Since  Muammar  al  Qaddafi  settled  his 
differences  with  the  U.S.  three  years  ago, 
Libya  has  become  one  of  the  last  great 
opportunities  for  global  oil.  Although  the 
economy  is  far  from  open,  everyone  is 
scrambling  to  get  in.  Over  the  past  three 
years,  Libya  has  held  three  auctions  for 
exploration  rights  and  has  signed  deals 
with  dozens  of  oil  and  gas  companies, 
many  of  which  had  left  because  of  sanc- 
tions. "Libya  has  huge  potential,"  says 
Mark  Hope,  Royal  Dutch  Shell  PLC's  top 
official  there. 

RELATIVELY  UNEXPLORED 

THE  IMMEDIATE  attraction  is  Libya's 
39  billion  barrels  in  reserves.  But  the  oil 
men  are  even  more  interested  in  what 
might  lie  undiscovered  deep  beneath  the 
desert  sands  or  in  the  Gulf  of  Sirte.  After 
so  many  years  of  isolation,  Libya  remains 
relatively  unexplored;  techniques  that 


have  been  developed  in  r 
cent  years  could  well  turn  t 
immense  new  reserves.  "Tl 
next  five  years  will  defii 
the  true  picture  of  new  oil : 
Libya,"  says  Bindra  Thus 
an  earth  sciences  professi 
at  University  College  Londc 
who  advises  Libya's  Nation 
Oil  Corp. 

How  much  is  out  then 
Thusu  figures  a  further  65  billion  barre 
of  oil  could  be  discovered,  which  wou 
put  Libya  in  a  league  with  Kuwait  ar 
the  United  Arab  Emirates  in  terms 
reserves.  Even  now,  Libya's  oil  and  g; 
production  of  about  2  million  barrels  pi 
day  is  just  over  half  its  peak  output  i 
1970.  Consultants  PFC  Energy  predict 
could  rise  to  at  least  2.4  million  by  201 
Though  Qaddafi  still  spouts  anti-Amei 
can  invective,  many  say  he  likes  workir 
with  U.S.  companies.  He  believes  "1116/: 
better  at  finding  oil,"  says  Bjorn  Ursii 
Holm,  who  heads  Mideast  operations  ft 
Netherlands-based  Fugro  Group,  whic 
is  doing  marine  seismic  work  in  Libya, 
There's  plenty  of  exploration  going  c 
already.  Exxon  Mobil  Corp.  has  agreed 
survey  vast  stretches  of  seabed  that  it  wc 
in  an  auction  earlier  this  year,  and  CE 
Rex  W.  Tillerson  recently  met  with  Qac 
dafi  as  part  of  a  big  push  in  Libya.  Oas 
Group,  which  includes  Conoco  Phillipi 
Hess,  and  Marathon  Oil,  paid  $1.8  billic 
in  2005  to  return  to  properties  the  grot 
left  in  1986.  Shell  PLC  meanwhile,  h; 
inked  a  package  that  allows  the  compat 
to  probe  for  gas  in  the  Sirte  Basin,  ar 
plans  to  spend  $100  million  refurbishir 
a  liquid  natural  gas  plant. 

While  Libya  has  been  applauded  ft 
the  transparency  of  its  auctions,  they  a 
tracted  so  much  competition  that  mar 
winners  wound  up  agreeing  to  unfavo 
able  terms.  Chinese  Petroleum  Corp.,  ft 
instance,  will  get  just  7.8%  of  oil  outpr 
from  its  fields,  much  less  than  the  20' 
to  30%  typical  in  Libyan  auctions  in  tl 
1990s.  "Some  companies  have  used  vei 
low  profitability  criteria,"  says  Philipt 
Malzac,  managing  director  of  Total  E: 
ploration  &  Production  Libya. 

By  letting  foreigners  in  quickly,  Tripe 
is  hoping  to  build  up  the  local  oil  indu 
try  to  offset  unemployment,  which  rm 
be  as  high  as  35%.  ENI,  for  instanc 
is  putting  $150  million  into  hospital 
schools,  and  archaeological  work,  ar 
has  agreed  to  train  150  Libyan  enginee 
to  work  at  its  subsidiaries  worldwid 
Sure,  that's  a  lot  of  extra  cost  to  stay  i 
the  game.  But  for  both  sides,  Libyan  c 
could  be  a  big  win.  ■ 
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2007 

This  year's  list  is  chock  full  of 
companies  that  are  rewriting  the 
rules  in  their  industries.  They  are 
the  agitators,  the  pioneers,  and  the 
game-changers  that  are  leading 
the  way  in  the  21st  century 

by  Dean  Foust 
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When  it  comes  to  anticipating  fashion 
trends,  many  apparel  makers  rely  on  the 
intuition  of  a  charismatic  designer  like 
Ralph  Lauren  or  a  savvy  executive  like 
Mickey  Drexler.  But  not  the  folks  at  Coach 
Inc.  Every  year,  the  New  York  maker  of  women's  handbags 
assiduously  interviews  more  than  60,000  of  its  customers 
through  Internet  questionnaires,  phone  surveys,  and  face-to- 
face  encounters  with  shoppers  at  the  300  stores.  Such  intense 
market  research  has  helped  Coach  executives  spot  trends  well 
before  the  herd,  and  this  in  turn  has  helped  it  to  extend  the 
brand  far  beyond  the  leather  bags  that  long  were  its  trademark 
and  into  watches,  accessories,  and  clothing.  After  hearing 
customers  complain  that  they  couldn't  find  decent  carry-on 
luggage  for  weekend  getaways,  for  example,  the  company 
in  July,  2006,  launched  its  "Signature  Stripe"  travel  bags— a 
new  line  that  accounted  for  a  hefty  15%  of  Coach's  sales  of  full- 
priced  merchandise  during  the  first  month  out  of  the  gate. 
That  ability  to  peer  around  corners  ahead  of  competitors 
has  paid  off  big  for  Coach  shareholders:  Sales  have  grown  an 
average  of  29%  over  each  of  the  past  three  years,  fueling  a  » 
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BEST  PERFORMERS 


strong  63%  averaged  return  on  invested  capital  during  the 
same  period.  Such  stellar  performance  was  enough  to  earn 
Coach  the  No.  2  spot  in  this  year's  BusinessWeek  50,  our 
11th  annual  ranking  of  the  best-performing  companies  in  the 
Standard  &  Poor's  500-stock  index.  "This  research  gives  us  a 
real  competitive  advantage,"  acknowledges  Coach  Chief  Ex- 
ecutive Lew  Frankfort.  "The  only  way  for  us  to  grow  on  a  sus- 
tained basis  was  if  we  evolved  as  our  consumers  evolved." 

Companies  in  the  BusinessWeek  50  represent  our  choices 
as  the  "best  in  class"  from  each  of  the  10  sectors  that  make  up 
the  S&P  500.  To  select  this  year's  star  performers,  we  first  ran 
companies  through  a  proprietary  screen  that  we  refined  this 
year  to  emphasize  two  measures— how  well  each  company's 
management  has  been  using  the  capital  at  its  disposal  and 
sales  growth.  We  also  chose  only  the  best  performers  from 
each  sector,  to  ensure  that  we  were  rewarding  true  manage- 
ment excellence  and  not  just  the  ability  to  ride  the  wake  of  a 
hot  sector.  And  to  provide  the  wisdom,  perspective,  and  com- 
mon sense  that  computers  can't,  BusinessWeek's  editors  and 
reporters  reviewed  each  company  on  the  list,  making  a  limited 
number  of  changes  where  necessary. 

OUTSTANDING  CLASS 

the  result  may  be  one  of  the  strongest  groups  of  companies  in 
the  11  years  that  we've  conducted  this  annual  search  for  the  best 
performers.  The  Class  of  2007  is  chock  full  of  companies  that 
are  rewriting  the  rules  of  engagement  in  their  industries.  They 
are  the  agitators,  the  pioneers,  and  the  game  changers  that  are 
leading  the  way  in  the  21st  century.  Case  in  point:  This  year's  top 
performer,  Google  Inc.,  is  using  the  same  mastery  of  algorithms 
that  enabled  it  to  dominate  Internet  search  to  launch  innovative 
new  services,  including  one  brokering  advertising  for  traditional 
media.  The  rankings  also  include  dynamic  companies  such  as 
Nucor  (No.  4),  which  has  deployed  technology  and  cutting-edge 


How  We  Pi 


Any  method  for 
ranking  com- 
panies will  by 
necessity  be  im- 
perfect. But  for 
this  year's  BW 
50  list,  we  have 
tweaked  our  methodology  to  better 
identify  top  performers,  applying 
some  of  the  lessons  we've  learned 
over  the  past  10  years. 

First,  we  focused  on  two  core  fi- 
nancial measures,  average  return  on 
capital  and  sales  growth,  both  taken 
over  the  previous  36  months.  For  our 
measure  of  profits  for  nonfinancial 
companies  we  used  earnings  before 
interest  and  taxes.  The  earnings 


Bill 


I.U01 


measure  also  excludes  distort 
from  special  and  nonoperatin 
as  defined  by  our  data  provide 
dard  &  Poor's  Compustat.  We 
put  these  profit  numbers  into 
by  figuring  them  as  a  percent^ 
the  value  of  invested  capital,  b 
cally  long-term  debt  and  shari    * 
equity.  For  financial  companid  B! 
calculated  return  on  shareholi  >  ^ 
uity  using  pretax  profits  as  oui 
ings  measure,  the  better  to  alij 
figures  with  the  nature  of  the  f 
sector.  For  our  measure  of  salt 
growth  for  all  companies  we  L  i  f™' 
gains  from  operations  and  fro 
mergers  and  acquisitions,  as  r  1  (l 
by  Compustat. 


employee-incentive  programs  to  stand  the  steel  industry  on  I  ychc 
head,  and  Apple  (No.  34),  which  is  trying  to  revolutionize  c  my 
phones  in  the  same  way  it  did  music  players 

Our  screening  also  produced  the  names  of  smaller  companij  mis 
playing  at  the  top  of  their  game,  such 
as  Rockwell  Collins  Inc.  (No.  24)  and 
Varian  Medical  Systems  Inc.  (No.  14). 
They're  joined  by  outfits  ranging  from 
Best  Buy  (No.  32)  to  payroll  manager 
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##  Google  is  using  its  famed 
mastery  of  algorithms  to 
launch  innovative  services 
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d  the  50 


am  nd,  we  compared  companies 
tH  hers  in  their  sectors.  (Ten 
ide  cover  the  companies  in  the 
rd  &  Poor's  500-stock  index.) 
eak  from  our  past  practices 
5  us  to  identify  companies 
e  good  performers  relative 
•peers,  even  if  their  sector  of 
nomy  is  not  booming.  This 
the  situation,  for  example, 
oil  companies  jump  to  the 
he  list  when  oil  prices  are  ris- 
i  then  drop  off  the  list  when 
ies  are  falling. 

tarted  with  nearly  all  the  com- 
in  the  S&P  500.  We  left  certain 
it  of  our  analysis  because  they 
»me  public  too  recently,  such 


as  telecom  Embarq;  because  they 
had  continuing  accounting  issues  or 
insufficient  data;  because  they  were 
a  government-sponsored  enterprise, 
such  as  housing  lender  Fannie  Mae; 
or  because  they  are  likely  going  to  be 
purchased,  such  as  Biomet  Educa- 
tion lender  SLM  was  omitted  because 
it  still  had  ties  to  the  federal  govern- 
ment in  2004,  within  our  three-year 
window  of  analysis.  The  McGraw-Hill 
Companies,  BusinessWeek  s  parent, 
was  omitted  as  well,  to  avoid  any  ap- 
pearance of  favoritism. 

Within  each  sector  we  ranked 
companies  separately  by  our  two 
measures— return  on  capital  and 
growth — and  then  combined  the  nu- 


merical rankings,  giving  substantially 
greater  weight  to  return  on  capital. 
The  top  company  in  each  sector,  ac- 
cording to  the  combined  ranking,  was 
given  a  1,  and  the  bottom  company 
received  a  0,  with  all  the  intermediate 
companies  receiving  a  score  accord- 
ing to  their  ranking.  For  example, 
Coach  finished  first  in  return  on  in- 
vestment in  the  consumer  discretion- 
ary sector  and  third  in  sales  growth, 
which  ended  up  making  it  the  top 
performer  among  its  peers. 

A  list  was  then  constructed  of  all 
the  companies  we  analyzed,  accord- 
ing to  their  scores.  We  applied  a 
tiebreaker  where  necessary.  Finally, 
this  list  was  reviewed  by  a  panel  of 


editors  and  correspondents,  apply- 
ing one  thing  we  learned  from  10 
years  of  compiling  the  BW50:  Fi- 
nancial measures  applied  mechani- 
cally sometimes  miss  the  mark. 
Based  on  extensive  discussion,  the 
panel  made  a  small  number  of  ad- 
justments in  the  ranking. 

The  new  procedure  does  have 
some  quirks.  A  company  such  as 
Sempra  Energy  may  rank  ahead  of 
a  company  with  higher  return  on 
capital  and  sales  growth  such  as 
Lehman.  That's  the  result  of  focus- 
ing comparisons  within  sectors, 
which  we  think  over  the  long  run 
will  produce  a  more  reliable  list  of 
the  best  performers. 


ii  'aychex  (No.  40)  to  Black  &  Decker  (No.  45).  What  distinguishes 
a  nany  of  these  organizations  is  a  deep  understanding  of  custom- 

•rs,  a  competitive  advantage  that  has  enabled  them  to  sell  more 

foods  and  services  than  rivals. 
Best  Buy,  for  example,  recognized  that  computer  buyers  were 

lervous  about  fixing  their  desktop  machines  and  developed  its 

Swpular  Geek  Squad  home  PC  repair  service.  For  Paychex,  a  tight 
lond  with  customers  has  enabled  it  not  just  to  manage  payrolls 
■ror  its  small-business  customers  but  also  to  provide  tax  services 
ind  benefits  consulting.  This  type  of  constant  innovation  is  in- 
creasingly critical  for  companies,  given  the  shrinking  lifespan  of 
business  plans.  Chris  Zook,  head  of  the  global  strategy  practice  at 
iain  &  Co.  and  author  of  the  forthcoming  management  book  Un- 
ioppable:  Finding  Hidden  Assets  to  Renew  the  Core  and  Fuel  Profit- 
<k  Growth,  says  his  research  shows  that  the  average  "shelf  life" 
)f  business  strategies  has  shrunk  by  roughly  50%  over  the  past  15 
'ears.  The  reason?  "Globalization.  Capital  moves  faster,  and  dif- 
ferentiations are  harder  to  defend,"  he  says.  "But  companies  that 
~]ire  able  to  extend  their  franchise  are  able  to  achieve  a  new  surge 
n  growth,  which  is  one  of  the  hardest  acts  in  business." 


Zook  points  to  United  Parcel  Service  Inc.,  which  clocked  in  at 
No.  33  in  this  year's  rankings.  With  its  basic  business  of  delivering 
packages  turning  into  a  mature  business  growing  in  the  mid- 
single  digits,  Atlanta-based  UPS  conducted  extensive  customer 
research  that  revealed  that  many  of  its  corporate  shippers  were 
looking  to  offload  the  chore  of  managing  their  supply  chains, 
which  would  free  them  to  focus  on  their  core  businesses.  So 
UPS  went  on  an  investment  binge  that  today  enables  it  to  do  ev- 
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erything  from  managing  warehouses 
for  customers  to  helping  run  clients' 
entire  global  transportation  network. 
For  some  customers,  it  even  handles 
repairs:  If  you  own  a  Toshiba  Corp. 
laptop  that  needs  fixing,  Toshiba  pro- 
vides an  800  number  that's  actually 
manned  by  UPS,  which  dispatches  a 
UPS  driver  to  pick  up  the  broken  lap- 
top for  shipping  to  a  UPS  warehouse 
in  Louisville,  where  UPS-trained  tech- 
nicians fix  it  before  snipping  it  back, 
via  UPS,  of  course.  That  diversification 
has  enabled  Toshiba  to  focus  on  its 
core  business  of  designing  and  build- 
ing computers,  and  helped  UPS  boost 
its  sales  an  average  13%  over  each  of 
the  past  three  years.  "UPS  is  not  just 
a  transportation  company  anymore. 
If  s  an  information  technology  com- 
pany focusing  on  transportation,"  says 
David  Simchi-Levi,  a  professor  and 
supply-chain  expert  at  Massachusetts 
Institute  of  Technology.  "There  is  go- 
ing to  be  a  lot  of  demand  for  such  ser- 
vices, and  UPS  is  perfectly  positioned 
to  deliver  them  efficiently." 


STAYING  FRESH 

inevitably,  powerful  macroeco- 
nomic  forces  helped  shape  this  year's 
BW  50  rankings.  The  Class  of  2007 
includes  a  number  of  energy  com- 
panies that  are  basking  in  the  sharp 
rise  in  oil  prices  over  the  past  two 
years:  Sunoco  (No.  6),  EOG  Resourc- 
es (No.  20),  Valero  Energy  (No.  36), 
and  XTO  Energy  (No.  49).  And  the 
housing  boom  taking  place  in  recent 
years  helped  give  a  lift  to  a  number 
of  companies  on  the  list,  including 

Bed  Bath  &  Beyond  (No.  15),  Sherwin-Williams  (No.  22),  and 
even  Moody's  (No.  29),  which  has  enjoyed  a  booming  busi- 
ness providing  credit  ratings  for  the  trillions  of  dollars  of 
mortgage-backed  securities  issued  by  Wall  Street.  (To  avoid 
perceptions  of  favoritism,  we  excluded  BusinessWeek's  parent, 
The  McGraw-Hill  Companies,  from  the  rankings,  even  though 
its  performance  would  have  earned  it  a  spot  in  the  top  50.) 

If  there's  one  common  trait  among  these  companies,  it's  the 
degree  to  which  these  companies  don't  take  their  success  for 
granted.  Truth  is,  many  work  hard  to  anticipate  and  head  off  po- 


Sector 
Snapshot 

The  BW  50  rewards  companies  that  outperform 
industry  peers.  But  weak  companies  in  strong  sec- 
tors, of  course,  still  sometimes  post  better  numbers 
than  strong  companies  in  weak  sectors.  Here's  a 
look  at  how  each  of  the  10  sectors  in  the  S&P  500 
have  performed  annually  over  the  past  three  years.* 


SECTOR 

MEDIAN  AVERAGE 
RETURN  ON 
INVESTMENT" 

MEDIAN  AVERAGE 

ANNUAL  SALES 

GROWTH 

CONSUMER 
STAPLES 

24.3% 

6.1% 

ENERGY 

23.3 

26.0 

HEALTHCARE 

22.1 

10.1 

FINANCIALS 

21.0 

13.9 

INDUSTRIALS 

19.2 

10.7 

CONSUMER 
DISCRETIONARY 

19.0 

9.1 

MATERIALS 

18.1 

9.3 

INFORMATION 
TECHNOLOGY 

15.1 

12.8 

TELECOMMUNICATION 
SERVICES 

11.0 

1.3 

UTILITIES 

10.4 

7.5 

Data:  Standard  &  Poor's  Compustat 

•Figures  exclude  companies  that  were  removed  from  consideration 
because  of  incomplete  data  and  other  reasons 

"Median  return  on  shareholder  equity  for  the  financial  sector 


»One 


trait  in  common: 
None  of  these  50  takes 
success  for  granted 


tential  problems  well  before  outside 
are  even  aware  of  these  looming  cl 
lenges.  That's  the  case  at  Starbuc 
Corp.  (No.  28,  its  fourth  consec 
tive  appearance),  where  founder  a 
Chairman  Howard  Schultz  recen 
sent  other  executives  a  memo— leak 
by  an  employee  to  a  Starbucks  blo| 
questioning  whether  such  labor-sa 
initiatives  as  having  baristas  use  au 
matic  espresso  machines  was  leadi 
to  what  he  called  the  "commodity 
tion"  of  the  Starbucks  experience. 

Fearful  that  the  tech  services  mi 
ket  will  one  day  revolve  around  pri 
and  price  alone,  Cognizant  Techn< 
ogy  Solutions  Corp.  (No.  12)  CI 
Francisco  D'Souza  is  feverishly  wor 
ing  to  ensure  that  he  differentiates  r 
services  from  what  is  offered  by  coi 
petitors.  To  that  end,  Cognizant  h 
begun  hiring  MBAs  who  are  expei 
in  banking  and  other  industries 
work  with  customers  such  as  JPMc 
gan  Chase  &  Co.  onsite  to  help  tail. 
Cognizanf  s  service  to  each  clien1! 
specific  business.  And  it  is  constant 
adding  higher-value  services— ever 
thing  from  testing  new  software 
implementing  the  sprawling  softwa 
platforms  developed  by  the  likes 
SAP  and  Oracle.  "We  have  to  be  co: 
stantly  focused  on  staying  fresh 
the  eyes  of  our  customers  because  tl 
[info-tech  service]  companies  who  c 
nothing  won't  be  there  long  term 
says  D'Souza.  That  strategy  has  pa 
off  in  spades  for  Cognizant  shar 
holders,  who  have  seen  shares  ri: 
^^^^^^^^^^m        57%  over  the  past  year. 

What  BW  50  companies  share 

an  unshakable  passion  for  excellence.  This  year  we've  s>. 

lected  a  handful  of  our  star  performers  to  profile:  Allegher 

Technologies  Inc.,  a  producer  of  specialty  metals  that's  doir 

a  brisk  business  selling  to  the  resurgent  aircraft  manufactu 

ers;  Oracle,  which  has  expanded  its  software  suite  through 

flurry  of  acquisitions;  and  commercial  broker  CB  Richard  E 

lis  Group,  which  is  helping  real  estate  developers  fill  all  thoi 

gleaming  new  office  towers  going  up  around  the  globe.  W 

also  took  a  look  at  Lehman  Brothers  Inc.,  which  has  move 

far  beyond  its  roots  as  a  bond  dealer  to  become  a  force  i 

M&A,  and  Stryker,  whose  artifici; 

hips  and  knees  have  become  tr 

rage  among  aging  boomers. 

To  round  out  this  year's  packag 
we've  included  brief  snapshots  < 
each  of  the  BusinessWeek  50  con 
panies  as  well  as  statistical  table 
that  provide  rankings  for  each  of  th 
year's  best  performers.  ■ 

-With  Michael  Mandel,  Frederick . 
Jespersen,  and  David  Henry  in  New  Yoi 
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Oracle 


CEO  Larry  Ellison  engineered  a  string  of  acquisitions  that  have 
given  a  boost  to  the  software  giant's  revenues.  Now  he  must  prove 
he  can  manage  a  bigger,  more  complex  company,  by  Steve  Hamm 


SAY  WHAT  YOU  WILL  ABOUT  LAW- 
rence  J.  Ellison,  Oracle  Corp.'s 
often  controversial  chief  ex- 
ecutive, but  he's  not  afraid  to 
change  his  mind.  For  most  of 
the  software  giant's  30-year  history,  co- 
founder  Ellison  believed  that  acquisitions 
were  a  stupid  way  to  expand  a  software 
company.  His  thinking  abruptly  changed 
three  years  ago  when  he  decided  the 
$150  billion  corporate-software  industry 
was  mature  and  needed  consolidation. 
Since  then,  Oracle  has  spent  nearly  $24 
billion  to  buy  30  companies,  including 
the  just-announced  $3.3  billion  takeover 
of  Hyperion  Solutions  Corp. 
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That  string  of  acquisitions  helped 
boost  Oracle's  annual  revenues  by  more 
than  50%,  to  an  estimated  $17.7  billion, 
for  the  fiscal  year  ending  in  May.  But  it's 
too  early  to  tell  if  Ellison's  gamble  will 
be  a  major  success.  By  spending  nearly 
as  much  on  M&A  in  three  years  as  Oracle 
has  made  in  profits  over  three  decades, 
Ellison  has  put  the  company  on  a  more 
equal  footing,  in  size,  with  rivals  SAP 
and  IBM.  Now,  Ellison  has  to  prove  he 
can  manage  this  big,  complex  company. 
Among  his  chief  challenges:  Combine 
the  best  of  the  technologies  from  many 
of  his  acquisitions  into  an  ubersuite  of 
applications,  called  Fusion.  "We  like  Or- 


27 


Oracle  has  won 
30  new  retail 
customers  in  the 
past  12  months 


acle's  strategy,  but 
will  take  years  to  te 
if  all  this  spending 
going  to  pay  off,"  sa; 
analyst  Brent  Thill 
Citigroup. 

Ellison's  strategy 
more  nuanced  than 
may  appear.  A  lot  of  e 
citement  was  genera 
ed  by  Oracle's  buyo 
jM         of  PeopleSoft  and  Sid 
_jj»ijf         el  Systems,  amountir 
^KmJ^!  to    $16    billion    con 

--JwTsBHW  bined.  The  two  we 
Oracle's  rivals  in  tl 
market  for  corporate  applications  such ; 
accounting,  HR  management,  and 
tomer  relationship  management.  Orac 
collects  huge  annual  maintenance  fer 
from  PeopleSoft  and  Siebel  customer: 
which  analysts  figure  will  help  it  achie^ 
20%-plus  growth  in  annual  earnings  p< 
share.  But  what  about  revenue  growth? 
That's  where  the  other  acquisitioi 
come  in.  The  purchase  of  Hyperioi 
which  makes  business  intelligence  sof 
ware,  fills  one  gap  in  Oracle's  produi 
portfolio.  Other  buys  were  designed  1 
help  the  company  expand  rapidly  i 
corporate  software  markets  that  are  sti 
immature.  But  Oracle's  largest  revent 
opportunity  lies  in  providing  softwai 
designed  for  specific  industries.  It  ha 
gradually  created  soup-to-nuts  produ 
offerings  for  five  segments:  retail,  finai 
rial  services,  utilities,  communication 
and  government.  Until  recently  most  ( 
those  types  of  organizations  designe 
their  own  programs  to  run  core  oj 
erations.  Now  many  are  switching  to  of 
the-shelf  software  applications  that  at 
designed  specifically  for  their  needs  an 
that  can  be  customized  to  fit  even  bettei 
Oracle  has  used  acquisitions  t 
quickly  build  expertise  in  those  area 
Consider  its  strategy  in  going  aft( 
the  market  for  packaged  retailing  sof 
ware— programs  designed  to  appeal  to 
large  number  of  retailers  rather  than  b< 
ing  written  for  specific  customers.  Thj 


business  is  expected  to  grow  from  $7.4 
billion  last  year  to  $9.3  billion  in  2009, 
according  to  analyst  Rob  Garf  of  AMR 
Research  Inc.  Oracle  snatched  retail 
software  market  leader  Retek  Inc.  out 
from  under  SAP's  nose  two  years  ago, 
then  snapped  up  two  smaller  compa- 
nies, ProfitLogic  and  360Commerce, 
to  pull  together  a  suite  of  retailing 
software. 

That  helped  Oracle  win  30  new  re- 
tail customers  in  the  past  12  months, 
including  Wal-Mart,  Nordstrom,  and 
Perry  Ellis  International.  Last  quar- 
t  ter,  Oracle's  sales  of  retailing  software 
if  i  tripled,  albeit  from  a  relatively  small 
a  I  base.  "We  have  a  tremendous  amount 


of  momentum  now,"  says  Duncan  B. 
Angove,  a  Retek  veteran  who  now  runs 
Oracle's  retail  applications  business. 

Oracle's  win  at  Perry  Ellis  shows  why 
its  retail  business  is  catching  fire.  The 
Miami-based  fashion  house  was  hoping 
to  replace  antiquated  software  by  se- 
lecting so-called  best-of-breed  products 
from  a  handful  of  suppliers.  After  Oracle 
bought  Retek,  ProfitLogic,  and  360Com- 
merce,  Perry  Ellis  could  fulfill  all  of  its 
software  needs  from  one  source.  "They 
had  the  product  with  all  the  solutions," 
says  Luis  Paez,  chief  information  of- 
ficer at  Perry  Ellis,  who  expects  to  save 
more  than  $20  million  a  year  with  just- 
in-time  inventory  controls,  improved 


merchandising,  and  software  that  helps 
stores  set  the  optimal  price  at  which 
to  sell  merchandise,  thanks,  in  part,  to 
Oracle's  software. 

SAP  is  no  pushover,  though.  The  two 
software  giants  are  like  Sumo  wresders 
struggling  to  gain  advantage,  and  SAP  is 
way  ahead  in  fashioning  software  pack- 
ages for  individual  industries.  It  has  26 
to  Oracle's  5— which  helps  explain  why  it 
captured  21.9%  of  the  corporate  applica- 
tions market  last  year  to  Oracle's  11.8%, 
according  to  AMR.  Oracle  has  signaled 
that  it  will  buy  more  companies  to  keep 
revenues  and  market  share  growing.  But 
that  puts  ever  more  pressure  on  Ellison  to 
make  his  huge  investments  pay  off.  ■ 
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Stryker 

Profits  at  the  artificial  joint  maker  are  soaring  as  aging  boomers 
refuse  to  be  sidelined  by  wear  and  tear.  Credit  a  CEO  who  has 
galvanized  both  the  sales  force  and  R&D.  by  Arlene  Weintraub 
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IN  2005,  STEPHEN  P.  MACMILLAN 
was  placed  in  an  unenviable  posi- 
tion at  Stryker  Corp.  He  had  to 
replace  John  Brown,  who,  dur- 
ing a  stellar  27-year  run  as  CEO, 
turned  Stryker  into  one  of  the  lead- 
ing makers  of  replacement  joints,  such 
as  shoulders,  knees,  and  hips.  To  ease 
Wall  Street's  fears  about  his  retirement, 
Brown  took  a  measured  approach  to 
the  succession  process,  first  bringing 
MacMillan  in  as  chief  operating  officer 
in  2003.  Brown  and  MacMillan  worked 
side  by  side  for  more  than  a  year  to 
ease  the  transition— and  still  inves- 
tors were  skittish.  "Clearly  there 
were  questions  about  whether 
the  company  could  continue  to 
do  well,"  MacMillan  says. 

The  Street  is  over  its  jitters 
now.  In  2006,  Stryker's  net  profit 
soared  21%,  to  $778  million,  on 
sales  that  jumped  11%,  to  $5.4 
billion.  The  Kalamazoo  (Mich.) 
company— which  also  sells  high- 
tech  tools  such  as  imaging  sys- 
tems to  help  surgeons  recon- 
struct jaws,  spines,  and  other 
body  parts— has  returned  29% 
to  shareholders  during  MacMil- 
lan's  tenure.  That  performance 
far  outpaced  the  Standard  & 
Poor's  500  Health  Care  Index. 

MacMillan  has  some  strong 
demographic  winds  at  his  back. 
As  77  million  baby  boomers  sail 
into  their  golden  years,  their  joints  are 
beginning  to  wear  out.  And  unlike  their 
parents,  they're  unwilling  to  hang  up 
their  skis  and  adopt  sedentary  lifestyles 
eased  by  ice  packs  and  ibuprofen.  "They 
don't  want  to  be  told  to  stop  doing  their 
activities,"  says  MacMillan,  43.  "They 
want  to  get  [new  joints]  early  in  life 
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rather  than  sitting  on  the  sidelines." 

When  MacMillan  became  CEO,  how- 
ever, Stryker  wasn't  taking  full  advantage 
of  this  opportunity.  Growth  in  sales  of 
knees,  hips,  and  other  joints,  which  ac- 
count for  about  60%  of  Stryker's  busi- 
ness, was  down  several  percentage  points 


Lai 
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from  the  torrid  23%  growth  in  2003.  Ar '  | 
there  were  relatively  few  innovations 
the  pipeline. 

MacMillan  acted  swiftly.  Within  da 
of  taking  the  helm  he  replaced  the  chi 
of  the  orthopedics  division  with  someoi 
he  trusted  to  motivate  the  sales  fore 
At  the  same  time,  to  stoke  the  produ 
pipeline,  he  hiked  spending  on  researc 
and  development.  In  2006,  R&D  jumpt 
14%,  to  $324  million.  That's  6%  of  sale I  I 
up  from  4.8%  in  2002. 

The  changes  are  starting  to  pay  off  i 

products  such  as  Stryker's  Triathlon  kn< 

system.  This  compact  implant  was  into 

duced  in  late  2004,  but  it  didn't  catch  c 

as  quickly  as  MacMillan  had  hoped.  £ 

Stryker  revamped  the  marketing  strat  __ 

egy,  instructing  salespeople  to  pitch  tl 

knee  as  an  ideal  implant  for  womei 

whose  knees  are  typically  smaller,  an 

who  might  be  attracted  by  the  idea  of 

custom  fit.  The  message  resonated  wit 

patients  such  as  Judy  Webster,  who  ha 

both  her  knees  replaced  with  Tria 

Ions  last  year.  "Women  come  in  diffe 

ent  shapes  and  sizes  than  men,"  say 

Webster,  59,  whose  knee 

had  been  worn  down  b 

rheumatoid  arthritis.  Sh 

is  now  virtually  free  ( 

pain,  she  says,  and  hopes 

to  restart  her  career  as 

special  education  teache 

Stryker  doesn't  break  ot 

^_    _^  sales  of  individual  proc 

'    ~y  ucts,  but  MacMillan  sa> 

•^  j  the  strong  response  to  Tr 

-     J  athlon  helped  push  Stry] 

er's  U.S.  knee  sales  up  16$ 

in  2006. 

Triathlon  is  part  of 

push  at  Stryker  to  carv 

out  new  market  niches  i 

orthopedics.  The  compan 

has  recently  entered  th 

field  of  hip  resurfacing, 

new  technique  that  doctors  us 

to  reshape  and  cap  part  of  the  hi 

rather  than  replacing  it  outrigh 

Although  orthopedic  surgeons  ar 

dehating  the  effectiveness  of  th 

procedure,  MacMillan  defends  i 

as  an  important  new  choice  fo 

patients.  "Some  younger  patient 

don't  want  to  go  through  the  agon 

of  a  full  hip  replacement,"  he  say} 

Stryker  launched  its  own  hip  resurfac 

ing  device  overseas  in  January.  It  hope 

to  launch  a  second  product  in  the  U.5 

this  year,  developed  by  Corin  Group 

pending  a  verdict  from  the  Food  &  Dni| 

Administration. 

All  this  slicing  and  dicing  of  the  ortho 


pedic  surgery  market 
hasn't  met  with  uni- 
form approval,  how- 
ever. Devices  such  as 
the  Triathlon  are  more 
expensive  than  older 
technologies,  prompt- 
ing some  protest  from 
the  hospitals  that  buy 
them.  Dr.  Kevin  J. 
Bozic,  assistant  profes- 
sor of  orthopedic  sur- 
gery and  health  policy  at  the  University 
of  California  at  San  Francisco,  says  his 
hospital  has  shied  away  from  gender- 
specific  knees  and  other  newfangled 
implants.  He  estimates  that  the  overall 


Doubts  about 
the  value  of 
new  models 
worry  some 
Wall  Street 
analysts 


cost  of  hip  and  knee  im- 
plants has  doubled  over 
the  past  dozen  years.  "We 
don't  think  the  incremen- 
tal change  in  the  technol- 
ogy justifies  the  cost,"  he 
says.  Such  reactions  worry 
some  Wall  Street  analysts 
because  downward  pres- 
sure on  prices  could  stall 
Stryker's  momentum. 
"There  is  push-back  al- 
ready," says  Michael  N.  Weinstein,  an 
analyst  at  JPMorgan  Securities  Inc. 

Stryker  is  spreading  its  bets.  Last 
year  it  paid  $50  million  for  Sightline 
Technologies  Ltd.  in  Haifa,  Israel,  which 


makes  flexible  endoscopes,  tiny  cameras 
for  procedures  such  as  colonoscopies. 
Weinstein  estimates  that  Stryker  will 
generate  $800  million  in  free  cash  flow 
this  year,  and  MacMillan  says  he'll  use 
some  of  Stryker's  war  chest  to  make 
other  small  acquisitions.  Increasing  the 
breadth  of  the  product  selection  will  help 
Stryker  win  the  confidence  of  price-wary 
hospitals.  "They  can  say:  We'll  provide 
all  your  hips  and  knees,  and  we  can  set 
up  your  operating  room  cameras,' "  says 
Jeffrey  D.  Johnson,  an  analyst  for  Robert 
W  Baird  &  Co.  "That's  a  powerful  nego- 
tiating stance."  And  if  s  a  more  comfort- 
able position  for  MacMillan,  as  he  strives 
to  preserve  the  legacy  he  was  handed.  ■ 


What  happens  when  someone  designs 
a  hotel  around  you? 


Introducing  Hyatt  Place.  A  new  kind  of  hotel  that  puts  style,  innovation  and  The  Hyatt  Touch' 
within  everyone's  reach.  Where  you'll  find  a  42"  flat-panel  HDTV  in  every  room,  our  Hyatt  Grand 
Bed:  free  Wi-Fi,  a  complimentary  continental  breakfast  and  freshly  prepared  food  available 
24/7  in  our  Guest  Kitchen.  Discover  how  perfectly  a  hotel  can  fit  your  lifestyle. 

Call  888  HYATT  HP  (888  492  8847)  or  visit  hyattplace.com. 
It's  so  you! 


HYATT 

PLACE™ 


HYATT,  HYATT  PLACE  and  HYATT  GRAND  BED  names,  designs  and  related  marks  are  trademarks  of  Hyatt  Corporation.  <)2007  Hyatt  Corporation.  All  rights  reserved. 
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BEST  PERFORMERS 


Lehman 


It's  a  lead  underwriter  of  the  first  U.S.  hedge-fund  IPO— and  has 
a  stake  in  what  could  be  the  largest  private-equity  deal  ever.  The 
house  that  bonds  built  has  come  a  long  way.  by  Emily  Thornton 


WHEN  LEHMAN  BROTHERS 
Holdings  Co.  was  spun 
off  from  American  Ex- 
press Inc.  in  1994,  it 
was  little  more  than  a 
bond  trading  operation,  hobbled  af- 
ter a  failed  merger  with  AmEx.  Back 
then,  few  would  have  predicted  Lehman 
would  become  one  of  Wall  Street's  most 
prominent  players.  Now  it  has  a  hand 
in  all  the  hottest  areas  of  finance,  from 
private  equity  to  mergers,  while  remain- 
ing a  leading  innovator  in  bonds.  This 
diversification  helped  Lehman  nab  the 
No.  23  spot  on  the  BW50. 

Lehman's  rise  comes  under  the  leader- 
ship of  its  tough-as-nails  CEO  Richard 
S.  Fuld  Jr.  In  the  era  of  megamergers 
such  as  those  that  formed  Citigroup  and 
jPMorgan  Chase  &  Co.,  Fuld  decided  to 
go  it  alone,  defying  those  who  predicted 
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Lehman  would  be  gobbled  up.  Fuld  con- 
tinued to  be  dogged  by  doubters  as  he 
ramped  up  its  investment  banking,  asset 
management,  and  other  nonbond  busi- 
nesses, only  helping  to  reinforce  an  us- 
against-the-world  mentality  at  Lehman. 
It's  this  fiercely  independent  spirit,  not 
unlike  that  of  BW50  member  Goldman 
Sachs  &  Co.  (No.  9),  that  has  proved  key. 
While  bigger  competitors  have  stumbled, 
lean-and-mean  Lehman  has  quadrupled 
its  net  income,  to  $4  billion,  since  2002. 
Lehman  is  practically  unrecogniz- 
able from  its  early  days.  Bonds  are  no 
longer  the  sole  growth  engine.  On  Mar. 
13,  Lehman  bought  a  stake  in  hedge- 
fund  leader  D.E.  Shaw.  It's  also  a  go-to 
adviser  for  investment  banking  deals,  as 
one  of  two  lead  underwriters  of  Fortress 
Investment  Group— the  first  initial  pub- 
lic offering  of  a  hedge  fund  in  the  U.S. 


23 


New  York  HQ: 
Lehman  defied 
predictions  of 
a  takeover 


Recently  Lehman  landed  a: 
other  big  job,  helping  Altr 
Group  Inc.  orchestrate  tl 
spin-off  of  its  remaining  89 
stake  in  Kraft  Foods  Inc.,  s 
for  Mar.  30.  In  mergers  ar 
acquisitions,  Lehman  ran] 
as  the  No.  5  adviser,  based  c 
the  value  of  its  deals,  lam 
ing  23%  of  deals  announce 
worldwide  so  far  this  year,  v 
6.5%  in  2001,  according 
Thomson  Financial. 
Lehman  is  getting  in  on  more  high-pr 
file  private  equity  action,  as  well.  Case 
point:  It  is  one  of  four  investment  ban! 
hoping  to  cash  in  on  the  largest  privat 
equity  deal  ever  as  an  investor  in  the  $^ 
billion  buyout  of  energy  outfit  txu  Corp 
Even  its  core  bond  business  continu 
to  evolve.  At  Lehman,  if  s  no  longer  ju 
about  U.S.  bonds  but  all  matter  of  fixer 
income  products  across  the  globe,  i] 
eluding  mortgage-backed  securities  an 
collateralized  debt  obligations.  At  til 
same  time,  Lehman  has  successfully  ri< 
den  (not  to  mention  fueled)  the  meteor 
rise  in  global  demand  for  bonds— fro: 
$16  trillion  in  2000  to  $33  trillion. 

Yet  the  stock  is  not  getting  muc 
respect.  At  around  76  if  s  up  20%  sinn 
the  beginning  of  2006.  That's  bet*; 
than  the  13%  gain  posted  by  Standai 
&  Poor's  500  Financials  Index,  but  if  s 
far  cry  from  the  59%  jump  of  Goldma 
One  worry  is  that  Lehman's  residenti 
mortgage  business  has  softened  alor 
with  the  housing  market.  If  s  not  dir 
but  "I'm  not  looking  to  buy,"  says  Ante 
V.  Schutz,  a  manager  at  Burnham  Final 
rial  Serviqes  Fund.  Lehman  declined 
comment,  citing  a  quiet  period  befo 
reporting  earnings  on  Mar.  14. 

Still,  Lehman  has  a  history  of  provir 
skeptics  wrong.  It  pulled  through  fah 
rumors  of  near-insolvency  triggered  t 
the  collapse  of  hedge  fund  Long-Ten 
Capital  Management  in  1998.  And  tl 
terrorist  attacks  on  September  11,  200 
which  rendered  its  former  headquarte 
uninhabitable,  only  strengthened  Lei 
man's  resolve.  Once  again,  Fuld  is  pr> 
paring  to  silence  the  naysayers.  ■ 


Quick,  name  an  insurance  company. 


The  33,000  people  of  Travelers  proudly  welcome  back  their  classic  icon. 
Complete  with  a  brand-new  stock  symbol  (TRV)  and  a  new  official  name:  The  Travelers  Companies,  Inc. 

TRAVELERS 


©2007  The  Travelers  Companies,  Inc.  All  rights  reserved. 


BEST  PERFORMERS 


Allegheny 
Tech 


The  specialty  metals  company  has  seen  a  dramatic  reversal  of 
fortune  since  2003,  thanks  to  demand  from  hot  industries  such  as 
aerospace,  oil  and  gas,  and  nuclear  power,  by  Brian  Hindo 


THE  FIRST  THING  ALLEGHE- 
ny  Technologies  Inc.  would 
like  you  to  know  is  that 
if  s  not  a  steel  company.  It 
made  around  445,000  tons 
of  steel  last  year,  its  stock  is  a  component 
in  the  Dow  Jones  Steel  Index,  and  it  of- 
ten trades  in  sympathy  with  the  likes  of 
U.S.  Steel  Corp.  (No.  42)  and  Nucor  Corp. 
(No.  4).  But  what  made  Allegheny  the  best- 
performing  stock  in  all  the  Standard  & 
Poor's  500-stock  index  last  year  wasn't 
steel  but  its  slate  of  specialty 
metals— in  particular,  tita- 
nium, which  is  being  gobbled 
up  in  huge  quantities  by  the 
booming  aerospace  sector. 

Allegheny's  titanium— and 
its  nickel  and  tantalum,  for 
that  matter— are  key  compo- 
nents in  jet  engines.  Boeing 
Co.  is  also  using  titanium 
alloys  in  the  body  of  its  new 
787  Dreamliner.  All  this  has 
sparked  a  huge  reversal  of 
fortune  for  Allegheny.  As  re- 
cently as  2003  the  company 
was  deeply  in  the  red,  with  its 
main  stainless  steel  business 
"hemorrhaging  money," 
according  to  Chief  Execu- 
tive L.  Patrick  Hassey,  who 
joined  up  late  that  year.  Now 
aerospace  makes  up  a  third 
of  Allegheny's  sales  and  is 
the  main  reason  its  stock  re- 
turned a  gaudy  153%  in  2006 
as  it  leapt  from  $5  billion  to 
$10  billion  in  market  value. 
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The  stars  have  lined  up  pretty  well 
during  Allegheny's  astronomical  ascent. 
Nearly  all  of  Allegheny's  end  markets  are 
clicking.  Its  stainless  steel  alloys  are  used 
in  ethanol  storage  tanks  and  elsewhere 
in  the  oil  and  gas  business.  Exotic  metals 
such  as  zirconium  and  hafnium  are  used 
in  nuclear  power  plants.  And  Allegheny 
has  a  growing  presence  in  medical  mar- 
kets with  metals  such  as  niobium-tita- 
nium alloys,  which  are  used  in  magnetic 
resonance  imaging  (MRJ)  machines.  This 


pitch-perfect  portfolio  has  propelled  it 
No.  26  on  the  BusinessWeek  50  list.  It  h 
fans  up  and  down  Wall  Street— and  r 
one  sell  rating. 

Such  unanimity  might  make  skeptic 
investors  want  to  head  for  the  exits.  B 
the  bulls  argue  that  the  advance  in  shs 
price  (shares  recently  traded  near  $100,  | 
from  $26  two  years  ago)  has  been  und< 
pinned  by  steady  earnings  growth.  Shai 
trade  at  18  times  earnings,  only  sligh 
higher  than  they  traded  in  early  2006.  T 
company  posted  net  income  of  $572  m 
lion  in  2006,  up  59%  from  2005,  on  $ 
billion  in  revenue.  Citigroup  analyst  Jol 
Hill  expects  earnings  to  grow  33%  in  20' 
and  17%  in  2008. 

The  company  is  confident  enough  th 
it's  laying  out  $500  million  this  year 
continue  expanding  the  capacity  of 
plants,  bringing  total  capital  investme 
to  $830  million  since  2005.  "Initially 
seemed  aggressive,"  says  Deutsche  Bai 
analyst  David  Martin.  "But  I  think  they 
making  the  right  moves."  Hassey  poir 
to  a  five-year,  $2  billion  deal  Alleghei 
sewed  up  with  GE  Aviation  and  a  nin 
year,  $2.5  billion  deal  with  Boeing.  I 
legheny's  outlay  will  increase  its  ability 
produce  titanium— ranging  from  a  bas 
form  of  the  metal,  called  sponge,  to  fili 
ished  products  su< 
^"         as  titanium  bars. 
^^  mL  Good    signs, 

y  m      ^         course.  But  as  titj 
jjm^X^^J         bigger    steelmake 

have  learned  wei 

any  metals  compai 
has  to  keep  an  eye  ( 
China,  which  has  t) 
potential  to  bring  < 
capacity  in  a  hun 
That's  nettleson 
for  Allegheny  in  particular,  whose  nicl 
products  don't  add  up  to  a  tremendoi 
amount  of  volume,  argues  Prudential  E 
uity  Group  analyst  John  C.  Tumazos.  " 
doesn't  take  too  big  a  furnace  to  be  built 
shift  these  specialty  markets  into  oversu 
ply,"  he  wrote  in  a  recent  report.  His  pri 
target  on  Allegheny  is  $60,  a  valuation 
accord  with  the  more  traditionally  cyclic 
steel  companies.  For  his  part,  Hassey  sa 
that  Allegheny's  products  are  so  hig 
grade  that  they  can't  easily  be  copied. 

As  momentum  investors  have  pile 
on  for  the  ride,  Allegheny  has  tak( 
note.  "I  think  the  market  considers  i 
a  home-run  hitter  today,"  Hassey  sa> 
"So  they're  expecting  more  home  runs  | 
Allegheny  clearly  has  taken  full  adva: 
tage  of  its  exposure  to  red-hot  industrk 
When  it  comes  to  being  lucky  or  beir 
good,  why  split  hairs?  ■ 


I 


Allegheny's 
153%  return  in 
2006  topped 
the  S&P  500 


mi 


You'll  also  call  it  amazing.  In  our  MBA 
programs,  your  coursework  is  much  more 
than  a  means  to  an  impressive  credential. 
It's  an  exhilarating  immersion  into  a  free 
market  of  business  ideas.  The  world  will 
look  very  different  when  you're  done.  And 
isn't  that  everyone's  idea  of  fun? 


Triumph  in  your  moment  of  truth. 


THE  UNIVERSITY  OF  CHICAGO  GRADUATE  SCHOOL  OF  BUSINESS    CHICAGO  LONDON  SINGAPORE    CHICAGOGSB.EDU 
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A  broker  at 
work  in  a  CBRE 
rental  space 
in  New  York 


CB  Richard  Ellis 


A  healthy  global  economy  and  a  boom  in  commercial  sales  are 
helping  the  world's  largest  real  estate  services  company  thrive  as 
the  market  grows  more  complex,  by  Christopher  Palmeri 


THE  EL  SEGUNDO  (CALIF.) 
headquarters  of  CB  Richard 
Ellis  Group  Inc.  is  moving 
for  the  fourth  time  in  10 
years.  Normally  the  com- 
pany is  chasing  cheaper  rents.  This  time, 
Chief  Executive  Brett  White  and  the 
eight  others  in  the  executive  suite  want 
shorter  commutes;  White's  was  an  hour 
and  40  minutes  on  a  recent  Monday 
morning.  They're  going  15  miles  north  to 
Westwood.  "We're  doing  exactly  what  we 
tell  clients  not  to  do,"  he  says  with  a  wry 
smile.  "We're  moving  to  higher-priced 
space  when  times  are  good." 

Times  are  indeed  good  for  the  world's 
largest  commercial  real  estate  services 
company.  With  more  than  300  offices,  CB 
Richard  Ellis  leases,  sells,  operates,  and 
appraises  commercial  properties;  man- 
ages real  estate  investment  portfolios, 
supervises  construction,  and  originates 
and  brokers  mortgages.  (The  cb  harks 
back  to  Coldwell  Banker,  but  it  hasn't 
been  connected  to  the  residential  broker- 
age since  1989.)  Since  going  public  in 
2004,  revenues  have  climbed  more  than 
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70%,  to  $4  billion,  and  earnings  have 
quintupled,  to  $318  million. 

CB  Richard  Ellis  is  benefiting  from  a 
strong  global  economy  and  a  relatively 
modest  pace  of  construction— particular- 
ly for  high-end  office  space.  Companies 
are  expanding  globally  and  outsourcing 
real  estate  management  to  specialists. 
That's  led  to  CB  Richard  Ellis  handling 
some  huge  deals  lately.  Last  year  it  rep- 
resented owner  MetLife  Inc.  when  it 
transacted  the  largest  sale  ever  of  a  single 
piece  of  real  estate:  that  of  Manhattan's 
Stuyvesant  Town  apartments  to  Tishman 
Speyer  Properties  for  $5.4  billion. 

Another  megatrend  at  work  is  money 
managers'  continued  fascination  with 
commercial  properties,  even  as  residen- 
tial real  estate  goes  cold.  In  the  past  de- 
cade institutional  investment  in  U.S.  real 
estate  has  climbed  from  $250  billion  to 
$600  billion.  Says  Geoffrey  Dohrmann, 
president  of  Institutional  Real  Estate 
Inc.,  a  market  research  firm:  "Just  as  in- 
stitutions became  the  dominant  force  in 
the  equity  and  bond  markets,  they  will  be 
in  real  estate,  too." 


The  company  has  made  dozens  of  a 
quisitions  since  beginning  to  diversify  i 
1991,  most  recently  the  $2.2  billion  pu 
chase  of  Dallas-based  real  estate  servici 
firm  Trammell  Crow  Co.  last  year.  Th; 
brought  a  blue-chip  roster  of  corpora) 
clients  as  well  as  a  business  that  develoj 
buildings  for  clients. 

Does  CBRE  have  a  finger  in  too  mar 
pies?  Playing  multiple  roles  is  commc 
in  real  estate,  but  some  firms  avoid  i 
Staubach  Co.,  founded  by  football  gre; 
Roger  Staubach,  accepts  only  tenants  i, 
clients,  on  the  theory  that  representin 
both  landlords  and  tenants  is  a  confli 
of  interest.  White  says  that  cbre's  sui 
cess  shows  that  it  can  handle  conflict 
As  evidence  he  points  to  a  unit  that  ii 
vests  institutions'  money  in  commerci; 
real  estate.  The  unit's  managers  can 
own  stock  in  cb  Richard  Ellis  and  the 
compensation  is  based  solely  on  client 
returns.  They  choose  whomever  the 
want  as  leasing  brokers.  "About  40%  < 
the  time  we're  embarrassed  because  the 
hired  a  competitor,"  White  says. 

Its  reach,  while  complicating  life,  ma 
be  the  company's  strongest  selling  poin 
"When  you're  selling  computers  or  cai 
on  a  global  basis,  you  have  to  be  everj 
where,"  says  client  Eugene  Bauchne 
head  of  real  estate  in  the  Americas  fc 
the  advertising  firm  wpp  Group.  "Som 
markets  where  it's  very  tight,  they  creat 
space  where  none  exists.  There  aren 
many  companies  that  can  do  that."  H 


REMEMBER  A  GOOD 
NIGHT'S  SLEEP? 


It's  most  likely  you  haven't  gotten  one  lately.  Too  busy 
mulling  over  the  options,  too  concerned  to  truly  relax.  It's 
why  people  like  you  choose  people  like  us  to  help  identify 
the  options  and  capitalize  on  the  best  opportunities.  It's 
why  we  use  the  integrated  power  of  our  entire  institution- 
focused  on  emerging  and  mid-sized  companies  in  select 
industries-to  bring  value  to  your  business.  And  it's  why,  at  the 
end  of  the  day,  our  clients  do  get  a  good  night's  sleep. 
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Capital  Markets 


For  more  information,  call  Christopher  M.  Gorman,  EVP,  at  216.689.3300,  or  go  to  key.com/kbcm. 
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Strategic  Advice 
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Managing  Risk 


KeyBanc  Capital  Markets  is  a  division  of  McDonald  Investments  Inc.,  member  NYSE/NASD/SIPC,  and  a  trade  name  under  which  corporate  and  investment 
banking  services  of  KeyCorp  and  its  subsidiaries,  including  McDonald  Investments  Inc.  and  KeyBank  National  Association,  are  marketed.  It  is  not  a  legal  entity. 
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Luxury  goods,  Web  wonders,  energy  giants, 
biotech's  best— the  big  winners  found  better 
ways  to  relate  to  their  customers,  or  changed 
the  rules  of  their  industries  outright 


GOOGLE 

Much  of  the  media  industry,  from  Viacom  to  book 
publishers,  is  firing  away  at  Google.  They're 
angry  that  the  search  giant  is  pushing  the 

boundaries  of  copyright  law— and,  worse,  that  it's  stealing 

a  march  on  them  in  online  advertising.  With  $10.6  billion 

in  2006  revenues,  up  67%  for  the  year,  Google  commands 

at  least  31%  of  all  Web  ad  revenues.  That  feat  is  nearly 
all  thanks  to  those  small  text  ads  that 
run  alongside  search  results  and  on 
partner  sites.  Now,  CEO  Eric  Schmidt 
is  pushing  into  print  ads  through 
deals  with  newspapers,  and  into  radio 
through  its  2005  acquisition  of  dMarc,  a 
company  that  connects  advertisers  with 

radio  stations.  Those  initiatives  haven't  yet  taken  off,  but 

Google's  torrid  hiring  pace— its 

staff  nearly  doubled  last  year, 

to  10,000— leaves  no  doubt 

about  its  commitment.  This 

year  it's  even  taking  a  shot 


INDUSTRY 

Internet  Software  & 
Services 

SALES 

$10.6  billion 

NET  INCOME 

$3.1  billion 
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at  Microsoft  with  online 
services  aimed  squarely 
at  the  software  giant's 
stronghold:  office 
software. 

74  I  BusinessWeek 
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COACH 


INDUSTRY 

Apparel,  Accessories  & 
Luxury  Goods 


SALES 

$2.4  billion 


NET  INCOME 

$579.6  million 


»  Women  everywhere 
know  a  good  bag  can 
be  a  better  investment 
than  a  designer  dress 
or  power  suit.  Coach 
is  successfully  cash- 
ing in  on  this  fashion 
wisdom,  marketing 
bags  with  names  like 
Hamptons  Weekend 
to  style-conscious 
shoppers  from  urban 
fashionistas  to  upscale 
suburban  moms.  It's 
also  extending  the 
brand  to  secondary 
categories,  including 
jewelry,  launched 
just  last  year.  In  the 
U.S.  and  overseas, 
particularly  in  Japan, 
Coach  has  grabbed 
sales  from  such  rivals 
as  jeweler  Tiffany  and 
from  other  luxury- 
goods  segments,  too. 
But  as  it  expands  its 
products  and  opens 
new  stores,  it  risks  suf- 
fering from  a  potential 
curse  for  any  name: 
overexposure.  CEO  LEW 
FRANKFORT  insists 
the  brand  is  "vibrant," 
ltis[  adding  that  "our  op- 
portunities, notably  in 
Ira  |  our  home  market,  are 
;nl|  boundless."  Still,  when 
preteens  in  Peoria 
flaunt  a  Coach  prod- 
uct, the  big-city  grown- 
ups might  just  flee. 
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GILEAD 
SCIENCES 


INDUSTRY 

Biotechnology 


SALES 

$3  billion 


NET  INCOME* 

$1.2  billion 


» It  wasn't  easy  for 
Gilead's  scientists  to 
combine  three  HIV 
drugs  into  one  pill. 
But  once  they  did, 
the  payoff  was  swift 
and  clear  as  patients 
grabbed  the  oppor- 
tunity to  cut  down  on 
the  piles  of  medica- 
tions they  have  to  take 
each  day.  The  product, 
called  Atripla,  hit  the 
market  in  July,  2006, 
and  brought  in  sales 
of  $205.7  million 
through  December— a 
strong  launch  for  a 
drug  that  analysts 
estimate  could  become 
a  $2  billion-a-year  hit. 
Gilead  was  already  a 
powerhouse  among 
providers  of  HIV 
treatments.  Its  other 
products  to  fight  the 
virus  drove  sales  up  an 
average  51.8%  a  year 
for  the  past  three  years. 
In  October,  CEO  JOHN 
MARTIN  made  a  big 
push  to  diversify  be- 
yond HIV  treatments, 
paying  $2.5  billion  for 
biotech  company  Myo- 
gen.  That  company's 
experimental  drug  to 
treat  a  rare  form  of 
hypertension  could  be 
approved  by  the  FDA 
later  this  year.  Gilead 
is  also  working  on  new 
drugs  to  treat  cystic 
fibrosis  and  hepatitis. 


^Inclusion  of  a  one-time  R&D 
charge  and  other  special  items 
would  result  in  a  net  loss  of 
$1.2  billion. 
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NUCOR 


INDUSTRY 

Steel 


SALES 

$14.8  billion 


NET  INCOME 

$1.8  billion 


»  Nucor  has  long 
been  known  as  the 
best  operator  in  the 
steel  business,  and  is 
especially  famous  for 
its  enlightened  work- 
force relations  and 
commitment  to  new 
technologies.  It  pays 
line  workers  accord- 
ing to  their  productiv- 
ity and  listens  to,  and 
implements,  their 
ideas  to  make  the  pro- 
cess better.  Respon- 
sibility is  pushed  as 
close  to  the  front  line 
as  possible.  For  most 
of  its  history,  Nucor 
only  grew  organically, 
but  under  CEO  DANIEL 
DiMICCO  the  company 
has  found  if  s  often 
cheaper  to  buy  than 
build.  Now  executives 
export  the  Nucor  way 
to  a  series  of  acquired 
plants:  In  the  past 
year,  it  has  bought 
Connecticut  Steel, 
Harris  Steel  Group, 
and  the  assets  of 
Verco  Manufacturing. 
Acquisitions  such  as 
Verco,  a  maker  of  steel 
floors  and  roof  decks, 
help  broaden  Nucor' s 
product  line  and  sup- 
port its  migration 
into  higher-margin 
products. 


Drosdick  cushions 
refining's  volatility 
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QUESTAR 


INDUSTRY 

Gas  Utilities 


SALES 

$2.8  billion 


NET  INCOME 

$444.1  million 


»  Questar  traces  its 
roots  to  a  natural  gas 
discovery  in  Wyoming 
back  in  1922.  Today, 
the  Salt  Lake  City 
outfit  is  one  of  the 
nation's  top -perform- 
ing energy  companies. 
The  reason  for  its 
success?  Focus.  Under 
CEO  KEITH  RATTIE,  the 
company  has  rapidly 
added  new  natural 
gas  reserves  at  low 
cost  by  staying  close 
to  its  Rocky  Mountain 
beginnings.  Questar 
combs  over  old  fields 
at  greater  depths 
than  ever  by  using 
the  latest  drilling 
technologies.  Its  big- 
gest natural  gas  field, 
Pinedale,  is  still  just 
150  miles  from  that 
1922  strike  in  south- 
eastern Wyoming.  The 
company  reaps  most 
of  its  revenue  from 
exploration,  but  also 
owns  gas  pipelines 
and  a  natural  gas  util- 
ity serving  more  than 
800,000  customers  in 
Utah.  Revenue  from 
those  other  businesses 
provide  a  nice  cushion 
to  help  offset  the  ebb 
and  flow  of  natural  gas 
prices— and  keep  Que- 
star's  earnings  and 
dividends  flowing. 


INDUSTRY 

Energy 


SUNOCO 

Amid  a  flurry  of  mergers 
and  investment  in  refining, 
conservatively  run  Sunoco 
has  gotten  record  results  while 
sticking  largely  to  its  knitting.  Since 
2003  revenues  have  more  than 
doubled,  and  net  income  has  more 
than  tripled.  The  refiner  processes 
mostly  light,  sweet  crude  oil  into 
gasoline,  heating  oil,  kerosene,  and 
other  products. 
While  the  light 
sweet  stufFis 
costlier  to  buy 
than  heavy,  sour 
^^^^^^^     crude,  it's  less 
expensive  to  process.  With  CEO 
John  Drosdick  at  the  helm  since 
1996,  Sunoco  stands  out  among  its 
peers  for  holding  on  to  big  stakes 
in  gas  stations,  coke  production, 
and  other  chemical-processing 
businesses.  They're  considered  to 
be  something  of  a  cushion  from  the 
volatility  of  the  refining  business. 


SALES 

$36  billion 


NET  INCOME 

$979  million 


March  26,  2007  I  BusinessWeek  I  75 


mumumnm\mmmmmin\<iu;i 


BEST  PERFORMERS 
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VERIZON 
COMMUNICATIONS 

INDUSTRY 

Telecommunications 

SALES 

$88.1  billion 

NET  INCOME 

$5.5  billion 


»  Verizon  had  a  ban- 
ner year  in  2006. 
The  telecom  provider 
signed  up  more  wire- 
less customers  than 
any  other  operator,  its 
business  unit  began 
to  grow  for  the  first 
time  in  years,  and  it 
launched  its  risky  yet 
bold  TV  service.  The 
moves  are  part  of  CEO 
IVAN  SEIDENBERG'S 
plan  to  transform 
Verizon  into  a  diversi- 
fied giant  offering 
voice,  Internet  tie-ups, 
and  wireless  and  TV 
services.  It  all  seems  to 
be  jelling:  Shares  are 
up  24%,  their  largest 
gain  since  1999.  Now 
Verizon  must  sign  up 
more  users  in  new 
markets  such  as  video, 
broadband,  and  wire- 
less data  in  the  face 
of  stiff  cable  competi- 
tion. But  don't  look  for 
Seidenberg  to  put  that 
expansion  on  hold. 
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COLGATE- 
PALMOLIVE 

INDUSTRY 

Consumer  Staples 

SALES 

$12.2  billion 

NET  INCOME 

$1.4  billion 


»  Sometime  this  year, 
REUBEN  MARK,  CEO 

of  Colgate-Palmolive 
since  1984,  will  step 
down  and  be  succeed- 
ed by  Englishman  Ian 
Cook.  Mark,  famous 
for  consistent  execu- 
tion, rallied  his  well- 
trained  global  man- 
agement team  to  pull 
Colgate  out  of  a  rough 
patch  a  few  years  back 
by  redoubling  the 
focus  on  its  highest- 
margin  soap,  pet  food, 
and  oral  care  products. 
Competing  against 
Procter  &  Gamble, 
Colgate  hasn't  always 
seemed  innovative 
enough  to  keep  up. 
But  this  year's  crop  of 
new  products,  which 
include  Colgate  Max 
Fresh  Kiss  Me  Mint 
toothpaste,  has  done 
fine,  helped  by  a  big 
boost  in  worldwide 
ad  spending. 
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GOLDMAN  SACHS 
GROUP 

INDUSTRY 

Financials 

SALES 

$69.4  billion 

NET  INCOME 

$9.5  billion 


»  Between  its  trading 
prowess  and  dealmak- 
ing  savvy,  Goldman 
Sachs  sets  the  bar  for 
Wall  Street.  Last  year 
its  trading  and  invest- 
ing revenues  rose  52%, 
to  $25.6  billion,  while 
banking  chipped  in 
$5.6  billion,  up  53%. 
Little  wonder  that  CEO 
LLOYD  BLANKFEIN, 
a  master  trader,  took 
the  helm  when  Henry 
Paulson  left  to  become 
U.S.  Treasury  Secretary. 
Even  as  the  firm  paid 
rich  bonuses,  earnings 
leapt  70%.  But  with 
the  Street  and  markets 
like  China  suffering, 
Goldman  will  be  hard- 
pressed.  Its  response: 
diversify  geographi- 
cally and  by  product 
mix  while  investing 
alongside  clients.  Yet 
analysts  are  skeptical. 
Goldman's  stock  has 
slipped  to  200,  from  a 
high  this  year  of  223 . 


IO 


PACCAR 

INDUSTRY 

Industrials 

SALES 

$16.5  billion 


NET  INCOME 

$1.5  billion 


»  The  rush  to  buy 
trucks  before  the  EPA's 
new  2007  limits  on  die- 
sel  engines  explains,  in 
large  part,  how  heavy- 
duty  truck  leader  Pac- 
car motored  to  a  record 
profit  in  2006  on 
all-time  high  sales.  But 
Paccar  and  CEO  MARK 
PIGOTT  deserve  credit, 
too.  The  company's 
custom-built  Kenworth 
and  Peterbilt  trucks 
are  a  favorite  among 
drivers,  helping  it 
begin  2007  with  a 
$2.7  billion  backlog. 
But  with  so  many 
new  rigs  on  the  road, 
analysts  expect  profits 
to  slide  26%  in  2007, 
the  first  reversal  since 
2001.  Profits  could  rise 
again  by  2008:  With 
the  takeover  of  two 
European  truckmak- 
ers,  Paccar  now  sells 
more  overseas  than  at 
home— and  those  mar- 
kets are  growing. 


#/ A  telecom  giant 
launches  into  TV, 
a  truckmaker  roars 
into  Europe 
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AMAZON.COM 

INDUSTRY 

Internet  Retail 

SALES 

$10.7  billion 

NET  INCOME 

$190  million 


»  Amazon.com  has 
outgrown  the  percep- 
tion, created  during 
the  dot-com  crash, 
that  it  could  never 
make  money,  but  it 
still  challenges  the 
faith  of  its  investors. 
For  the  past  two  years, 
the  online  retailer 
has  invested  heavily 
in  new  technology, 
wiping  out  some  of 
the  profit  gains  it 
displayed  since  first 
moving  into  the  black 
in  2003.  In  2006, 
CEO  JEFFREY  BEZOS 
plunged  Amazon  into 
digital  media  with  an 
online  movie  service 
called  Amazon  Unbox. 
Bidding  to  become  a 
21st  century  digital 
utility,  it  is  also  mov- 
ing into  new  markets 
that  have  nothing  to 
do  with  retailing,  such 
as  paid  services  that 
allow  other  companies 
to  tap  into  Amazon's 
vast  data  storage  and 
computing  resources. 
But  those  investments 
have  yet  to  pay  off.  As 
a  result,  the  online 
retailer's  profits  fell  by 
half  last  year  despite 
surprisingly  strong 
sales  of  $10.7  billion, 
up  26%  over  the  year 
before.  Investors  will 
have  to  be  patient  a 
while  longer. 
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COGNIZANT 

TECHNOLOGY 

SOLUTIONS 

INDUSTRY 

Information  Technology 

SALES 

$1.4  billion 

NET  INCOME 

$232.8  million 


1 


»  Even  in  the  fast- 
growing  outsourcing 
industry,  Cognizant  is 
a  standout.  Propelled 
by  the  increased 
outsourcing  of  health- 
care data  processing 
and  by  a  growing 
number  of  European 
clients,  Cognizant's 
2006  sales  jumped 
61%.  Its  bread  and 
butter,  though,  re- 
mains managing 
financial  and  informa- 
tion-tech services  for 
U.S.  clients;  compa- 
nies such  as  Wells 
Fargo,  Citigroup,  and 
Aetna  account  for  86%  j  pan 
of  its  sales.  To  keep 
growth  humming,  CEC 
FRANCISCO  D'SOUZA 
plans  to  hew  to  the 
company's  policy  of 
investing  aggressively 
in  operations  and 
staff,  adding  16,000 
workers,  mostly  in  In- 
dia and  China.  And  he 
plans  to  spend  $200 
million  on  more  office 
space  and  infrastruc- 
ture in  India,  where 
Cognizant  has  70% 
of  its  operations.  The 
outlay  comes  at  the 
cost  of  margins  lower 
than  Indian  rivals 
Wipro  and  Infosys 
Technologies,  but  so 
far  these  bets  have 
paid  off  in  growth. 
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Jung  is  pulling  Avon 
out  of  atailspin 


o 


AVON  PRODUCTS 

ver  the  past  18  months,  CEO  Andrea  Jung 
has  had  to  make  some  tough  choices  at 
Avon.  After  six  years  of  racking  up  10%- 
plus  annual  revenue  growth,  the  consumer  products 
4 giant  stumbled  badly  in  2005  as  problems  cropped 
up  around  the  globe.  Developing  markets  such  as 
Central  Europe  that  had  been  key  to  Avon's  growth  hit 
road  blocks,  and  sales  in  the  U.S.  and  Mexico  stalled. 
Concluding  that  Avon  needed  a  true  makeover,  Jung 
cut  7  of  her  15  levels  of  management  and  instituted 
a  more  rigorous  analytical  approach  to  marketing 
and  other  business  decisions. 
Manufacturing  and  marketing  moves 
once  made  by  country  managers 
are  now  largely  centralized  with 
a  more  efficient  global  approach. 
^^^^^^™     To  offset  the  cutbacks,  Jung  has 
invested  heavily  in  advertising  (up  83%  in  2006)  and 
improved  compensation  for  some  of  her  direct-sales 
representatives.  The  company,  which  already  collects 
more  than  70%  of  its  revenues  outside  of  the  U.S.,  has 
continued  its  focus  on  emerging  markets,  recruiting 
399,000  new  salespeople  in  China  in  less  than  a  year. 


INDUSTRY 

Consumer  Staples 


SALES 

$8.8  billion 


NET  INCOME 

$477.6  million 


VARIAN  MEDICAL 
SYSTEMS 


INDUSTRY 

Health  Care 


SALES 

$1.7  billion 


NET  INCOME 

$251.9  million 


»  Varian  dominates 
the  market  for  radio- 
therapy equipment, 
which  is  used  to  treat 
cancer.  Spun  off  from 
Silicon  Valley  pioneer 
Varian  Associates  in 
1999,  the  company  has 
maintained  a  global 
market  share  of  more 
than  60%,  thanks  to 
management  excel- 
lence, marketing 
muscle,  and  innova- 
tion. Varian's  imaging 
technologies  let  doc- 
tors increase  doses  of 
radiation  to  cancerous 
tissue  by  avoiding 
healthy  cells,  not  just 
through  technical 
innovations  but  by 
creating  training  pro- 
grams and  software 
to  boost  the  technolo- 
gies' acceptance  by 
hospitals.  The  latest 
example:  image-guid- 
ed radiation  therapy, 
which  lets  docs  adjust 
beams  for  minuscule 
changes  in  tumors, 
and  even  compensate 
as  tumors  move  with 
patients'  breathing. 
CEO  TIM  GUERTIN  says 
sales  can  hit  $3  bil- 
lion within  five  years 
as  Varian  expands  its 
technology  to  cargo- 
inspection  gear  for 
ports  and  airports. 
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BED  BATH  & 
BEYOND 

INDUSTRY 

Consumer 
Discretionary 

SALES 

$6.3  billion 

NET  INCOME 

$586.3  million 


»  Bed  Bath  &  Beyond 
succeeds  by  deploy- 
ing a  straightforward 
strategy:  build  stores, 
watch  expenses, 
generate  cash,  and 
build  more  stores. 
Despite  a  tough  home- 
products  market  and 
higher  building  costs, 
Bed  Bath  opened  33 
outlets  in  the  quarter 
ended  in  November 
and  now  has  868— up 
from  34  at  its  1992 
IPO.  Investors  love  its 
growth  and  cash- only 
approach,  overseen  by 
CEO  STEVEN  TEMARES, 
who  has  been  ably 
guided  by  company 
co-founders  Warren 
Eisenberg  and  Leon- 
ard Feinstein.  The 
balance  sheet  boasts 
about  $1.1  billion  in 
cash  and  no  long- 
term  debt.  Investors, 
however,  are  both- 
ered by  questions 
about  Bed  Bath's 
accounting  methods. 
Investigations  are 
ongoing,  but  the 
company  has  stated 
in  government  filings 
that  the  equity-based 
charges  are  "not  ma- 
terial" for  its  finan- 
cial statements  for 
earlier  years  and  that 
it  is  cooperating  with 
the  SEC. 
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CB  RICHARD 
ELLIS  GROUP 

INDUSTRY 

Real  Estate  Management 
&  Development 

SALES 

$4  billion 

NET  INCOME 

$318.6  million 


»  Need  a  place  to 
hang  your  shingle 
in  Shanghai?  CB 
Richard  Ellis  will  be 
happy  to  help.  Since 
completing  the 
acquisition  of 
Trammel  Crow  for 
$2.2  billion  last 
December,  CBRE 
has  become  the 
world's  largest 
commercial  real 
estate  brokerage. 
CEO  BRETT  WHITE 
sees  demand  and 
rents  continuing  to 
climb  in  the  world's 
business  capitals. 
CBRE  does  more 
than  just  lease 
space.  It  also  man- 
ages buildings, 
supervises  construc- 
tion, and  brokers 
commercial  loans. 
In  addition,  the 
company  chooses 
real  estate  invest- 
ments for  pension 
funds  and  other 
institutional  inves- 
tors. No  wonder 
CBRE  shares  are  up 
from  a  split-adjusted 
6  at  its  IPO  three 
years  ago  to  more 
than  32  recently. 


BEST  PERFORMERS 
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ROBERT  HALF 
INTERNATIONAL 

INDUSTRY 

Employment  Services 


SALES 

$4  billion 


NET  INCOME 

$283.2  million 


»  Robert  Half  CEO 
HAROLD  MESSMER 

has  been  around  long 
enough  to  know  how 
to  ride  a  wave.  And 
he  has  surfed  the 
tightening  of  labor 
markets  like  an  old 
pro.  The  jobless  rate 
for  professionals  has 
been  low,  especially  in 
the  company's  sweet 
spot:  placing  ac- 
countants, marketing 
specialists,  attorneys, 
and  programmers. 
Messmer  excels  by 
targeting  small  and 
midsize  companies. 
Smaller  clients  are 
less  likely  to  seek 
discounts,  and  don't 
mind  paying  a  higher 
price  for  top-caliber 
personnel.  In  2006 
most  of  its  units  grew 
20%  or  more,  and  the 
one  that  places  per- 
manent accountants 
saw  revenue  jump 
53%.  Messmer  also 
has  pushed  deeper 
into  the  interna- 
tional arena,  break- 
ing ground  in  both 
Germany  and  Spain, 
where  the  market  for 
temp  staffing  is  less 
developed  than  in  the 
U.S.  And  he  set  up  his 
temp  business  for  the 
first  time  in  Asia  by 
taking  advantage  of 
existing  office  space 
in  Robert  Half  units 
already  operating 
there. 
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CHICAGO 

MERCANTILE 

EXCHANGE 

INDUSTRY 

Specialized  Finance 


SALES 

$1.1  billion 


NET  INCOME 

$407.3  million 


»  With  investors 
rushing  to  hedge 
their  bets  and  with 
derivatives  growing 
like  mad,  the  Chicago 
Mercantile  Exchange 
finds  itself  one  of 
the  most  important 
bourses  in  the  world. 
Revenues  climbed 
22%  last  year,  as  net 
income  jumped  33%. 
The  exchange,  whose 
stock  has  surged  more 
than  50%,  to  over  560 
a  share,  since  the  be- 
ginning of  2006,  has 
become  the  market 
of  choice  for  inves- 
tors who  use  futures 
contracts  to  speculate 
on— or  protect  them- 
selves from— changes 
in  interest  rates,  cur- 
rencies, agricultural 
prices,  and  equity 
indexes.  CEO  CRAIG 
DONOHUE'S  chal- 
lenge: closing  an 
$8  billion  deal  for 
the  Chicago  Board 
of  Trade,  which  will 
vault  the  Merc  ahead 
of  Europe's  Euronext 
to  be  the  global  No.  1 
in  futures  and  deriva- 
tives. But  first  it  must 
convince  the  regula- 
tors that  uniting  the 
nation's  two  leading 
futures  markets  is 
not  monopolistic  in 
a  world  where  com- 
petitors are  not  across 
town,  but  around  the 
globe. 


Chizen  is  boosting 
Adobe's  Web  offerings 


ADOBE  SYSTEMS 

Adobe  has  a  long  tradition 
of  innovation,  from  the 
Postscript  language  that 
helped  launch  the  desktop  publishing 
craze  in  the  1980s  to  its  Photoshop 
graphics  program  and  the  ubiquitous 
Acrobat  software  for  handling  PDF 
files  on  the  Internet.  But  while  other 
big  software  rivals  such  as  Microsoft 
have  slowed  down  with  maturity, 
analysts  expect  Adobe's  sales  to 
grow  15%  this  year,  thanks  largely 
to  Creative  Suite 
3,  which  will 
integrate  tools 
used  to  create  Web 
sites  and  move 
—     Net  content  onto 
mobile  devices. 
CEO  Bruce  Chizen  also  plans  to  woo 
Microsoft's  software  partners  with 
a  new  technology  called  Apollo, 
which  allows  them  to  mix  Web 
features  into  their  PC  programs. 


INDUSTRY 

Application 
Software 

SALES 

$2.6  billion 

NET  INCOME 

$505.8  million 
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EOG  RESOURCES 


INDUSTRY 

Energy 


SALES 

$3.9  billion 


NET  INCOME 

$1.3  billion 


»  Since  it  was  spun 
off  from  disgraced 
energy  giant  Enron  in 
1999,  Houston-based 
EOG  Resources  has 
thrived  by  drilling  for 
natural  gas  and  oil. 
The  company,  led  by 
CEO  MARK  PAPA,  is  a 
leader  in  high-tech 
methods  and  contin- 
ues to  hit  it  big  with 
new  wells  everywhere 
from  Texas  to  North 
Dakota.  Production 
rose  16%  overall  in 

2005,  and  9%  in 

2006.  And  with  en- 
ergy prices  soaring, 
EOG's  net  income 
doubled  in  2005 
from  a  year  earlier. 
Warm  temperatures 
near  the  end  of  2006 
depressed  prices, 
contributing  to  a  slide 
in  fourth-quarter 
revenues,  but  net 
income  for  the  year 
still  climbed  3.6%. 
Exploration  success 
and  relatively  low 
drilling  costs  put  the 
company  at  die  top  of 
the  industry  in  pro- 
duction growth  per 
share.  And  the  future 
looks  like  more  of  the 
same.  EOG  expects 
production— and 
reserves— to  continue 
to  rise  by  at  least  9% 
per  year. 
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SEMPRA  ENERGY 


INDUSTRY 

Utilities 


SALES 

$11.8  billion 


NET  INCOME 

$1.1  billion 


»  Sempra  Energy  has 
found  gold  in  natural 
gas.  Created  in  1998 
by  the  merger  of  the 
parent  companies  of 
Southern  California 
Gas  and  San  Diego 
Gas  &  Electric,  the 
company  both  deliven 
natural  gas  and  runs 
power  plants  on  natu- 
ral gas.  To  enlarge  its 
infrastructure,  Sempr 
is  building  liquefied 
natural  gas  terminals 
in  Baja  and  the  Gulf 
of  Mexico  as  well  as  a 
1,600-mile  pipeline. 
In  2006,  with  new  CEC 
DONALD  FELSINGER  o 
board,  Sempra  sold  it 
remaining  coal-fired 
plants  at  premium 
prices  and  wrote  off 
money-losing  invest- 
ments in  Argentina. 
Add  in  a  strong  perfo 
mance  by  its  commoc 
ity  trading  business, 
and  Sempra's  net 
income  jumped  53% 
in  2006— the  eighth 
year  in  a  row  of  recon 
earnings.  Analysts  ex 
pect  that  streak  to  coi 
tinue.  New  supplies  c 
natural  gas  will  boosi 
fees  for  deliveries  anc 
keep  fuel  costs  from 
soaring,  while  the 
power  plants'  use  of 
gas  makes  them  less 
vulnerable  than  dirtii 
coal  plants  to  antici- 
pated curbs  on  carbo 
emissions. 


1 


78  I  BusinessWeek  I  March  26.  2007 


T 


I 


CONFESSIONS  OF  WORKING  WEALTH 


WORKING 
WEALTH™ 


AT   SMITH   BARNEY 


How  many 
millions  do  I 
need  to  quit? 
That's  a  numb 
question. 
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Twiddling  your  thumbs  in  retirement 
isn't  your  dream.  In  fact,  when 
you  think  about  your  most  valued 
achievements,  chances  are  you 
enjoyed  the  journey  more  than  the 
destination.  And  yet  you're  supposed 
to  look  forward  to  decades  of  hitting 
the  snooze  button? 

Perhaps  it's  time  to  throw  out  your 
notions  of  what  you  can  talk  about  with 
a  Financial  Advisor.  At  Smith  Barney, 
we  can  work  with  you  to  help  your 
wealth  keep  pace  with  your  pursuit  of 
new  passions  by  helping  you  sell  your 
business,  create  a  transition  plan  or 
find  the  money  to  get  your  next  idea 
off  the  ground. 

To  talk  to  a  Financial  Advisor  near  you  or 
to  receive  a  free  copy  of  our  brochure, 
call  1.800. Smith  Barney  or  visit 
smithbarney.com/workingwealth 

Come  to  Smith  Barney. 
Where  wealth  works. 


BEST  PERFORMERS 
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SHERWIN- 
WILLIAMS 

INDUSTRY 

Home  Improvement 
Retail 


SALES 

$7.8  billion 


NET  INCOME 

$576.1  million 


»  For  the  past  century, 
Sherwin-Williams  has 
boasted  that  its  paints 
cover  the  earth.  That's 
pure  hyperbole:  The 
company  has  virtually 
no  business  outside 
the  Western  Hemi- 
sphere. But  in  the  U.S. 
its  paints  unquestion- 
ably cover  more  walls 
and  ceilings  than 
anyone  else's.  Sher- 
win-William  has  been 
good  to  shareholders. 
As  a  matter  of  policy, 
the  company  pays  out 
30%  of  its  earnings 
in  dividends,  which 
has  resulted  in  28 
consecutive  years  of 
rising  payouts.  CEO 
CHRISTOPHER 
CONNOR  is  confident 
that  2007  will  be 
No.  29.  Despite  a  drop 
in  housing  starts  and  a 
slowdown  in  home  re- 
modeling, he  predicts 
the  Cleveland  compa- 
ny will  earn  up  to  10% 
more  this  year  than  its 
record  $576  million  in 
2006.  How?  By  selling 
more  to  builders  of 
nonresidential  proper- 
ties through  its  chain 
of  3,000  paint  stores, 
and  by  expanding 
its  automotive-paint 
operations  in  Latin 
America.  With  buckets 
of  cash,  Sherwin-Wil- 
liams may  also  buy 
smaller  paintmakers 
to  lengthen  its  lead. 
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LEHMAN 

BROTHERS 

HOLDINGS 

INDUSTRY 

Financials 

SALES 

$46.7  billion 


NET  INCOME 

$4  billion 


»  Lehman  Brothers, 
the  investment  bank 
once  known  for  its 
bond  trading  and  in- 
ternal warfare,  is  grab- 
bing share  in  mergers 
advice  and  rapidly 
expanding  its  global 
reach.  The  new  House 
of  Lehman  has  deftly 
taken  advantage  of  the 
huge  demand  for  fixed- 
income  securities  from 
companies  and  traders, 
rolling  out  everything 
from  securitized  Japa- 
nese residential  mort- 
gages to  student  loans 
while  beefing  up  its 
stable  of  bonds.  At  the 
same  time,  it's  hiring 
more  bankers  to  gather 
strength  for  a  deal  of- 
fensive. The  strategy 
is  working.  Lehman 
is  a  co-investor  in  the 
largest  buyout  ever, 
the  bid  for  TXU,  and 
was  an  underwriter  for 
the  first  IPO  of  a  hedge 
fund,  Fortress  Invest- 
ment Group.  Now  CEO 
RICHARD  FULD  wants 
to  keep  ramping  up 
Lehman's  investment 
management  business, 
buying  stakes  in  hedge 
funds  like  D.E.  Shaw. 
He's  also  sharpening 
the  firm's  investment 
banking  prowess 
overseas. 


Ex-pilot  Jones  got  a 
lead  in  GPS  devices 


ROCKWELL  COLLINS 

The  business  dates  back  to 
Collins  Radio,  founded 
in  1933.  Although  today 
focused  primarily  on  the  aerospace 
industry,  Cedar  Rapids  (Iowa)- 
based  Rockwell  Collins  is  still  big  in 
electronics.  It's  a  leading  maker  of 
everything  from  missile  guidance 
systems  to  inflight  entertainment 
for  commercial  airlines.  CEO 
Clayton  Jones,  a  former  Air  Force 
fighter  pilot,  seems  to  have  found 
the  right  flight  path  in  this  era  of 
industry  surging  Pentagon 

i  ndustria  is  procurement 

fAI:ES  budgets. 

$4  billion  ° 

Commercial  and 
government  work 
each  made  up  half 
of  Rockwell's  $3.9  billion  in  revenues 
last  year.  Rockwell  is  the  U.S.  Army's 
leading  provider  of  handheld  global 
positioning  systems.  It  also  supplies 
the  cockpit  instrument  displays  and 
navigation  and  communication 
systems  for  the  new  Boeing  787 
Dreamliner.  Jones  is  predicting 
another  year  of  double-digit  sales  and 
earnings  growth  in  2007. 


NET  INCOME 

$516  million 


»  Data  on  drugs  and 
health  care  are  the  life- 
blood  of  IMS  Health. 
It  collects  informa- 
tion on  everything 
from  the  number  of 
prescriptions  written 
for  individual  drugs  to 
the  medical  histories 
of  patients.  By  analyz- 
ing the  data,  IMS  can 
help  its  3,000  phar- 
maceutical, biotech, 
and  health-care  clients 
decide  which  market- 
ing campaigns  work 
best  or  which  drugs  to 
include  in  portfolios.  It 
also  advises  pharma 
companies  on  how 
to  launch  a  drug  and 
what  price  to  set, 
among  other  things. 
The  need  for  data  is 
growing  as  drugmak- 
ers  lose  blockbusters 
to  generic  rivals, 
struggle  to  produce 
new  medicines,  and 
face  insurers  and 
government  buyers 
who  want  cost-ef- 
fective drugs.  CEO 
DAVID  CARLUCCI  has 
seen  IMS's  revenues 
rise  12%  in  2005 
and  2006,  and  sales 
look  like  they'll  keep 
climbing. 
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ALLEGHENY 
TECHNOLOGIES 


INDUSTRY 

Materials 


SALES 

$4.9  billion 


NET  INCOME 

$571.9  million 


»  Before  an  ailing  Al- 
legheny enticed  CEO 
PATRICK  HASSEY  out  o 

retirement  in  2003,  h« 
had  most  recently  run 
the  aerospace  busines 
for  aluminum  giant 
Alcoa.  So  if  s  no  mis- 
take that,  as  the  aero- 
space sector  took  off, 
Hassey  made  sure  Al- 
legheny seized  the  op- 
portunity. Its  titanium 
and  nickel  alloys  are 
crucial  materials  for  je 
engines,  and  now  the 
titanium  is  also  being 
used  by  Boeing  in  its 
787  Dreamliner  plane. 
Allegheny's  other  spe- 
cialty metals,  includin 
stainless  steel  and 
zirconium,  serve  such  | 
end  markets  as  oil  and 
gas,  nuclear  power, 
and  medical  technol- 
ogy. Sales  jumped  309 
in  2005  and  40%  in 
2006.  Hassey  expects 
an  aerospace  "super- 
cycle"  to  keep  fueling 
growth,  with  demand 
propped  up  by  new- 
plane  orders  in  emerg 
ing  markets  and  do- 
mestic fleet  upgrades. 
He  puts  his  money 
where  his  mouth  is: 
Spending  to  expand 
titanium  production 
capacity  for  the  three 
years  through  2007 
is  expected  to  total 
$830  million. 


10-Year  Corporate  Average  Fuel  Economy 


Industry  Average 
24.8  mpg 


Honda  Average 
30.1  mpg 
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The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker.*  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology  And,  our 
ultimate  goal,  a  cleaner  environment. 


'Based  upon  the  average  sales-weighted  fuel  consumption  for  1996-2005  model  year  passenger  car  and 
light-truck  fleets  sold  in  the  U.S.,  based  on  CAFE  reports.  ©  2007  American  Honda  Motor  Co.  Inc.  honda.com 


The  Power  of  Dreams 


BEST  PERFORMERS 
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ORACLE 


INDUSTRY 

Information  Technology 


SALES 

$16.1  billion 


NET  INCOME 

$3.7  billion 


)>  Oracle  CEO  LARRY 
ELLISON  has  spent 
nearly  $24  billion  over 
the  past  three  years 
on  30  acquisitions, 
partly  in  an  effort  to 
match  German  soft- 
ware giant  SAP's  heft 
in  the  corporate  appli- 
cations market.  That 
investment  helped 
Oracle  boost  sales  by 
more  than  50%  dur- 
ing the  same  period. 
Initially  it  didn't  win 
the  company  favor 
with  investors,  who 
worried  that  melding 
all  those  companies 
into  a  smooth-running 
machine  and  coming 
out  with  an  integrated 
suite  of  products  was 
more  than  the  software 
giant  could  handle. 
Those  fears  have  eased 
recently— in  part  be- 
cause Oracle  boosted 
annual  earnings  per 
share  by  more  dian 
20%  and  has  gained 
share  against  SAP.  One 
of  the  brightest  spots: 
software  packages  for 
retailers.  Sales  grew 
more  than  300%  in 
Oracle's  second  fiscal 
quarter,  though  off 
a  small  base  a  year 
earlier.  "Within  a 
year,"  says  Ellison,  "we 
think  the  retail  busi- 
ness is  going  to  be  big 
enough.. .to  actually 
move  the  needle. "' 


Donald  sees  40,000 
stores  in  five  years 
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MOODY'S 


STARBUCKS 

No  food  chain  has  grown  as 
fast  as  Starbucks,  and  it 
shows  no  signs  of  slowing. 
Under  CEO  James  Donald,  it  plans 
to  boost  earnings  by  20%  to  25% 
annually  over  the  next  three  to  five 
years  and  to  bring  its  number  of 
storefronts  to  40,000  worldwide— 
10,000  more  than  McDonald's. 
Starbucks  is  conservative  in  how  it 
finances  its  goals:  Operating  cash 

flow  from  existing 
stores  pays  for  new- 
Dlscretlonary  store  development 

SSiiiion  So  far,  the  return 

net  income  on  new  stores  has 

$612-3m""on  been  excellent. 

Increasing  same- 
store  sales  has  been  a  tougher  order, 
though,  and  Chairman  Howard 
Schultz  has  expressed  worries  that 
moves  to  improve  same-store  sales 
with  automatic  equipment  and  off- 
brand  merchandise  could  be  turning 
consumers  off. 


INDUSTRY 

Consumer 


INDUSTRY 

Financials 


SALES 

$2  billion 


NET  INCOME 

$753.9  million 


»  It's  no  secret  the 
world's  corporations 
are  on  a  borrowing 
binge.  A  flurry  of 
leveraged  buyouts 
and  mergers,  plus  a 
voracious  demand 
for  mortgage-backed 
securities,  is  fueling  a 
global  surge  in  bond 
issuance.  That  means 
money  in  the  bank  for 
Moody's,  which  draws 
80%  of  its  revenue 
from  rating  bonds  for 
corporations,  govern- 
ment agencies,  and 
the  trusts  that  issue 
asset-backed  bonds. 
The  global  appetite 
for  corporate  debt  in 
2006  helped  bring 
about  an  18%  jump  in 
revenue.  The  firm  also 
generates  13%  of  its 
revenue  from  publish- 
ing research  reports. 
Given  Moody's  domi- 
nance, CEO  RAYMOND 
McDANIEL  clearly  has 
his  staff  working  in 
top  gear.  But  a  slow- 
down in  credit  markets 
could  limit  growth.  In 
February,  Moody's  said 
revenue  growth  in  2007 
may  be  in  the  low  dou- 
ble-digits—and that 
was  before  the  market 
for  subprime  bonds  be- 
gan to  falter.  Additional 
cracks  in  the  bond  mar- 
ket could  complicate 
Moody's  short-term 
growth  story. 
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PEPSICO 

INDUSTRY 

Consumer  Staples 

SALES 

$35.1  billion 

NET  INCOME 

$5.6  billion 


»  New  PepsiCo  CEO 
INDRA  NOOYI  is  keep- 
ing the  $35  billion 
snack-and-bever- 
age  giant  on  course 
as  the  company 
increases  its  global 
presence  and  focuses 
on  healthy  offerings. 
Along  with  extend- 
ing the  reach  of  such 
established  brands 
as  Quaker,  Tropi- 
cana,  and  Gatorade, 
PespiCo  continually 
rolls  out  innovative 
sodas  and  Frito-Lay 
snacks,  boosting  the 
products'  nutritional 
value  while  tailoring 
them  to  local  tastes. 
The  India-born  Nooyi 
is  also  a  proponent 
of  corporate  social 
responsibility,  push- 
ing the  company  to 
improve  its  perfor- 
mance on  everything 
from  recycling  to 
water  conservation. 
Nooyi  firmly  believes 
that  such  initiatives 
build  employee  loyalty 
and,  she  says,  boost 
the  bottom  line.  With 
a  28.3%  total  return 
over  the  last  three 
years,  PepsiCo  isn't 
losing  sight  of  what's 
important  to 
investors,  either. 
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STRYKER 


INDUSTRY 

Health  Care 


SALES 

$5.4  billion 


NET  INCOME 

$777.7  million 


»  With  knees,  hips, 
and  other  parts  of 
affluent  boomers 
bearing  the  wear  and  I 
tear  of  aging,  implan  | 
maker  Stryker  keeps 
the  gains  coming. 
Earnings  jumped 
nearly  21%  last  year, 
to  $778  million,  on  ail 
11%  hike  in  sales.  Eve  1 
as  pressure  mounts 
on  prices  in  the  fever- 1 
ishly  competitive 
orthopedic-implant 
arena,  Stryker  is  post 
ing  high  single-digit 
annual  gains  in  sales  ^ 
of  replacements  for 
everything  from  agin  | 
joints  to  reconstruc- 
tions after  accidents 
or  other  traumas.  Its 
surgical  gear  remain:  i| 
a  big  winner,  with 
sales  up  nearly  16% 
last  year,  to  more  tha  | 
$2  billion.  Stryker's 
equipment  is  used  in  | 
such  areas  as  mini- 
mally invasive  endo- 
scopic surgery,  whicl  I 
shows  no  signs  of 
slowing.  With  inves- 
tors upbeat,  its  stock  I 
is  hovering  in  the  60 
up  from  a  low  of  less 
than  40  last  summer  j 
CEO  STEPHEN 
MACMILLAN'S  chal- 
lenge: avoid  com- 
moditization,  which 
Stryker  plans  to  do  b  I 
using  its  $800  millic  | 
in  free  cash  to  buy 
makers  of  innovative  | 
devices. 
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SERIES 


loin  in  PA.  Schooled 
/ED.  Recruited  to  MN 
id  thrilled  to  return 
oOH. 


Ohio  is  home  to  world-class  shopping  with  ma 

stores  that  are  found  only  in  the  world's 
most  exclusive  retail  centers. 
But  Ohio  also  offers  hun- 
dreds of  quaint  shops 
and  communities 
where  Nancy 
enjoys  antiquing 
and  adding  to 
the  valuable 
collectibles 
that  deco- 
rate her 
home. 


NANCY  KELLY'S  STORY 

"Business  is  great 
in  Ohio.  And  so  is 
my  life." 

Nancy  Kelly 

Executive  Vice  President 

Huntington  National  Bank 

Nancy  Kelly  has  called 
a  lot  of  places  home. 
But  nowhere  feels  more  at 
home  to  her  than  Ohio.  As 
Executive  Vice  President, 
Nancy  oversees  the  asset 
servicing  group  at  Huntington 
National  Bank,  one  of 
America's  strongest  regional 
banks.  Referring  to  itself  as 
a  local  bank  with  national 
resources,  Huntington 
balances  personal  service 
with  state-of-the-art  banking 
products. 

It's  a  similar  balance  of 
a  pro-business  environment 
with  a  fulfilling  personal 
lifestyle  that  drew  Nancy  back 
to  Ohio  after  moving  away  to 
Wisconsin,  then  Minnesota  to 
explore  other  "opportunities." 
When  the  chance  to  return  to 
Ohio  arose,  she  was  thrilled. 
Nancy  loves  the  honesty 
and  diversity  she  finds  in 
Ohio's  business  community, 
a  merit-based  environment 
that  allows  individuals  to 
earn  their  success  based  on 
performance.  Away  from  the 
office,  Nancy  has  everything 
she  wants  close  to  home.  An 
avid  golfer,  Nancy  and  her 
husband  live  comfortably  in 
their  golf  course  community. 
As  a  high-level  executive 
through  the  week,  Nancy 
appreciates  the  opportunity 
to  recharge  on  the  weekends, 
whether  she's  taking  in  the 
theater  or  just  relaxing  at  the 
neighborhood  pub  with  close 
friends. 

For  Nancy  Kelly,  balance 
is  the  key  to  success  in  the 
office  and  at  home. 
Find  your  balance  at 
OhioMeansBusiness.com. 
Or  call  1-877-466-4551. 


Ohio 

Build  Your  Business.  Love  Your  Life. 
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BEST  BUY 

INDUSTRY 

Consumer  Electronics 


SALES 

$33.7  billion 


NET  INCOME 

$1.3  billion 


»  As  electronics  prices 
fall  fast,  Best  Buy  is 
bent  on  remaking 
itself  as  a  purveyor  of 
experiences.  So  rather 
than  simply  buying  a 
TV,  say,  customers  can 
rely  on  Best  Buy's  "blue 
shirts"  to  help  them 
design  home  entertain- 
ment systems.  The  sales 
staff  can  act  as  personal 
tech  consiglieri,  han- 
dling everything  from 
which  products  best 
meet  the  customers' 
needs,  to  delivery  and 
setup,  to  hookups  with 
a  digital  source.  It  all 
flows  out  of  CEO  BRAD 
ANDERSON'S  sweeping 
and  costly  innova- 
tion program  called 
"customer  centricity." 
The  program  encour- 
ages those  blue  shirts 
on  the  floor  to  listen  to 
customers'  needs  and 
turn  what  they've  heard 
into  new  business 
ideas.  Empowerment 
is  so  much  in  the  air 
that  this  year  Best  Buy 
is  launching  a  pilot 
that  will  enable  store 
workers  to  make  their 
own  schedules.  The 
idea  takes  its  cues  from 
Best  Buy's  corporate 
headquarters,  a  clock- 
less  office  where  there 
are  no  schedules,  no 
meetings,  and  no  rules 
about  how  and  when  to 
get  work  done. 
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UNITED  PARCEL 
SERVICE 

INDUSTRY 

Air  Freight  &  Logistics 


SALES 

$47.5  billion 


NET  INCOME 

$4.2  billion 


»  Although  its  domes- 
tic package  business 
has  matured,  UPS 
keeps  delivering:  Un- 
der CEO  MIKE  ESKEW, 
its  expansion  across 
Asia  continues  to  pay 
off,  with  international 
sales  growing  14% 
last  year  and  now 
making  up  nearly 
one-fifth  of  overall 
revenues.  In  the  U.S., 
a  $600  million  "pack- 
age flow  technology" 
initiative,  in  which 
computers  map  out 
overnight  the  most 
efficient  way  for  the 
majority  of  its  56,000 
drivers  to  run  their 
routes  the  next  day,  is 
helping  boost  produc- 
tivity and  cut  costs. 
UPS  estimates  the 
program  enabled  its 
drivers  to  log  3  million 
fewer  miles  in  Novem- 
ber alone,  even  while 
delivering  the  same 
number  of  packages  as 
the  year  before.  Thanks 
to  the  new  technology, 
later  this  year  clients 
will  be  able  to  reroute 
deliveries  to  a  new  des- 
tination while  they're 
en  route,  an  unrivaled 
feature.  These  moves 
have  helped  UPS  boost 
profits  45%  over  the 
past  three  years,  even 
in  a  cutthroat  business 
environment. 


Jobs  has  designs  on 
digital  living  rooms 


INDUSTRY 

Computer 
Hardware 

SALES 

$20.7  billion 

NET  INCOME 

$2.4  billion 


APPLE 

Somewhere  along  the  line,  Apple  went  from  being 
Microsoft's  whipping  boy  to  becoming,  in  some 
ways,  the  new  Microsoft.  Apple  sets  the  standard 
in  digital  music,  with  more  than  70%  of  the  music 
player  market  and  nearly  90%  of  the  song  download 
business.  While  it  still  has  just  5%  of 
the  PC  market,  Mac  sales  are  on  the 
...     rise,  and  the  company  is  attacking 
vast  new  markets  that  have  long  been 
coveted  by  Microsoft.  Targets  include 
the  so-called  digital  living  room, 
where  Apple  hopes  to  stream  Net 
video  fare  to  the  TV  via  its  new  Apple  TV  gizmo,  and 
the  mobile  communications  sector,  where  it's,  rolling 
the  iPhone  in  hopes  of  replicating  its  iPod  success. 
The  company,  which  churns  out  an  astonishing  $1 
billion  a  quarter  in  cash,  was  cast  in  the  unfamiliar 
role  of  bad  guy  numerous  times  in  the  last  year— 
for  Steve  Jobs'  role  in  the  options  backdating 
scandal  and  for  sweatshop  conditions  at  a  contract 
manufacturer  in  China,  among  other  things.  But 
barring  unexpected  product  bombs,  Apple's  star 
seems  destined  to  rise  farther  still. 
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T.  ROWE  PRICE 
GROUP 


INDUSTRY 

Financials 


SALES 

$1.8 


NET  INCOME 

$529.6  million 


»  Money  manage- 
ment firm  T.  Rowe 
Price  is  sometimes 
overshadowed  by  its 
more  famous  Balti- 
more neighbor,  Legg 
Mason.  But  last  year 
T.  Rowe  stole  the  spc 
light.  New  CEO  JAMBI 
KENNEDY  takes  con- 
trol as  assets  under 
management  reach  ( 
record  $335  billion, 
up  24%  from  the  enc 
of  2005.  That  growtl 
helped  the  company 
post  a  23%  gain  in 
net  income.  The  gain 
didn't  come  courtesy 
of  star  fund  manag- 
ers but  from  buildin 
on  consistently  gooc 
performance  across 
wide  array  of  mutua 
funds.  At  the  end  of 
2006, 80%  of  the 
firm's  funds  surpass 
the  average  perfor- 
mance of  their  fund 
peers  over  the  past  f 
years,  and  at  least  7< 
have  been  doing  so 
since  1996.  T  Rowe' 
Capital  Apprecia- 
tion Fund  is  the  onl; 
domestic  equity  or 
balanced  fund  that  1 
made  money  in  eacl 
of  the  past  16  years, 
says  fund  tracker 
Morningstar. 
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Home,  sweet  hybrid  home. 


cars  are  being  built  to  be  more  energy  effic 
BASF,  we've  put  our  energies  into  buildir 
terson,  New  Jersey,  to  demonstrate  he 
n  be.  Our  Near-Zero  Energy  He 

5>ducts  in  insulating  foam  seal; 
%  more  energy  efficient  than  I 
>rid  should  only  come  on  whei 


ble  house  in 
ficient  a  home 


Helping  Make 
Products  Better 


D "BASF 

The  Chemical  Company 
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VALERO  ENERGY 


INDUSTRY 

Energy 


SALES 

$91.1  billion 


NET  INCOME 

$5.5  billion 


»  The  largest  U.S.  oil 
refiner,  with  $91  bil- 
lion in  revenues,  this 
San  Antonio  (Tex.) 
company  has  grown 
mostly  through  ac- 
quisitions, snapping 
up  other  plants  at  a 
fraction  of  what  they 
would  cost  to  build 
new.  A  turnaround  in 
the  refining  cycle  has 
sent  earnings  zoom- 
ing. With  no  new 
plants  built  in  the  U.S. 
since  the  late  1970s 
and  gasoline  demand 
climbing,  Valero  is  sit- 
ting pretty:  It  earned 
a  record  $5.5  billion 
last  year,  almost 
triple  what  it  earned 
in  2004.  In  January, 
2006,  CEO  WILLIAM 
KLESSE  replaced  25- 
year  Valero  veteran 
William  Greehey,  an 
industry  legend  who 
spent  more  than  $1 
billion  remodeling  the 
company's  lone 
Corpus  Christi  refin- 
ery in  the  early  1980s 
when  Valero  was 
primarily  a  pipeline 
company.  The  big  bet 
paid  ofF.  Expect  Klesse 
to  be  somewhat  more 
cautious.  This  year 
he's  trimming  capital 
spending  slighdy,  to 
$3.5  billion. 


»  The  company 
formerly  known  as 
Baltimore  Gas  & 
Electric  has  grown  far 
beyond  its  Maryland 
roots.  While  CEO  MAYO 
SHATTUCK  III  would 
probably  hate  to  hear 
the  name  "Enron"  as- 
sociated with  Constel- 
lation, the  company 
does  a  lot  of  what  the 
infamous  energy 
trader  once  hoped  to 
do.  As  Enron  and  oth- 
ers collapsed  in  2001, 
the  once-sleepy  util- 
ity dove  in,  snapping 
up  power  plants  and 
customer  contracts.  It 
now  owns  plants  from 
New  York  to  Califor- 
nia, including  five  nu- 
clear units.  It  services 
business  and  residen- 
tial gas  and  electricity 
customers  in  competi- 
tion with  local  utilities 
in  31  states  and  three 
Canadian  provinces. 
And  it  explores  for  oil 
and  gas  through  its 
Constellation  Energy 
Group  subsidiary.  A 
planned  $11  billion 
deal  for  Florida  utility 
FPL  Group  fell  apart 
because  of  regulatory 
concerns  last  year. 
But  as  the  nation's 
need  for  power  grows, 
and  building  new 
plants  remains  a  chal- 
lenge, Shattuck  hopes 
to  boost  earnings 
by  more  than  22% 
through  2008. 
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CONSTELLATION 
ENERGY  GROUP 


INDUSTRY 

Utilities 


SALES 

$19.3  billion 


NET  INCOME 

$761.8  million 
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TJX 


INDUSTRY 

Apparel  retail 


SALES 

$17.4  billion 


NET  INCOME 

$776.8  million 


»  The  ad  slogan  at 
discount  retailer  TJX's 
T.J.  Maxx  chain  has 
long  been  "get  the 
max  for  the  mini- 
mum." The  company, 
which  operates  more 
than  2,000  stores,  fol- 
lowed its  own  advice 
last  year,  slashing  250 
jobs  at  headquarters 
and  cutting  top  execu- 
tives' pay  by  10%.  It 
renewed  its  emphasis 
on  low-priced,  chic 
apparel  by  hiring 
more  buyers  on  the 
West  Coast  to  make 
its  merchandise  more 
fashion-forward.  CEO 
CAROL  MEYROWITZ, 
promoted  from  presi- 
dent in  January,  also 
expanded  jewelry 
counters  and  tested 
designer  departments. 
The  moves  paid  off  as 
annual  sales  rose  9% 
last  year,  and  net  in- 
come gained  7%.  The 
year  was  not  an  unvar- 
nished success,  how- 
ever. TJX  disclosed  in 
January  that  hackers 
had  stolen  millions  of 
credit-card  numbers 
from  its  PCs  over  the 
past  two  years.  Sales 
are  strong,  but  the 
company  could  be  sul- 
lied by  lawsuits. 


Mack  decided  to  dump 
the  Discover  business 
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MORGAN  STANLEY 

Investment  bank  Morgan 
Stanley  is  getting  back  its 
mojo.  Since  former  president 
John  Mack  returned  to  take  charge 
as  CEO  in  June,  2005,  the  firm  has 
thrived  by  upgrading  its  businesses. 
Its  traders  are  taking  bigger  risks 
and  putting  more  of  the  bank's  own 
money  behind  trades.  While  brokers 
are  focusing  more  on  wealthy  clients 
who  want  high-octane  investments, 
the  firm's  asset 
management 
business  is 
launching  private 
equity  funds  and 
^^"^^^^^     acquiring  Hedge 
funds  or  taking  minority  stakes  in 
them.  Meantime,  Morgan  Stanley  is 
finally  getting  out  of  a  business  that 
never  seemed  to  jibe  with  its  white- 
shoe  image— the  Discover  credit 
card.  Bottom  line:  Morgan  Stanley's 
stock  has  surged  43%  since  Mack 
came  back. 


INDUSTRY 

Financials 

SALES 

$76.6  billion 

NET  INCOME 

$7.5  billion 


H 


PAYCHEX 


INDUSTRY 

Information  Technoloi 


SALES 

$1.8  billion 


NET  INCOME 

$505  million 


»  Payday  can't  come 
too  soon  for  this  Roc; 
ester  (N.Y.)  payroll 
processing  company. 
Paychex  provides 
payment  and  other 
human  resources 
functions  for  550,00 
small  and  midsize 
businesses.  It's  a 
predictable  niche  the 
generates  huge  cash 
flow— about  $500 
million  in  2006.  Cus 
tomers  are  disincline 
to  switch  payroll 
service  providers,  an 
Paychex'  emphasis 
on  a  well-trained 
workforce  keeps  cli- 
ents content.  Despite 
incursions  from  larg 
rival  Automatic  Data 
Processing,  Paychex 
is  expanding  market 
share,  aiming  to  in- 
crease its  client  base 
5%  each  year.  In  200 
JONATHAN  JUDGE 
took  over  as  chief 
executive  for  founde 
Tom  Golisano,  who ) 
mains  chairman.  Th 
transition  has  been 
smooth:  Last  year 
sales  increased  16% 
and  earnings  jumpe 
26%.  Shareholders 
were  kept  happy,  toe 
with  a  robust  2.1% 
dividend. 


'hen  he  has  the  time, 
2te  works  on  his 
\ea  for  an  application 
lat  would  allow 
jamless  collaboration 
2tween  offices. 

jt  he  spent  most  of 
>day  riding  in  the 
jvator  between  his 
fice  and  the  data  center. 

st  IT  free 


HP  BladeSystem  c-Class,  powered  by  the  Dual-Core  Intel®  Xeon®  Processor,  gives  your  IT  department  the 
jdom  to  spend  less  time  on  day-to-day  operations  so  they  can  focus  more  time  on  pursuing  innovations  for  the 
ipany.  The  HP  BladeSystem  comes  equipped  with  features  like  Virtual  Connect  Architecture,  which  virtualizes 

\N/SAN  settings  and  drastically  improves  IT  response  times  and  service  levels.  Just  imagine  the  possibilities 

len  you  set  IT  free. 


and  BL480c  server  Wades 


Call  1-866-356-6093 
Visit  hp.com/go/setlTfree22 
Find  a  reseller:  hp. com/go/reseller 


ore  is  a  new  technology  designed  to  improve  performance  ot  multithreaded  software  products  and  hardware-aware  multitasking  operating  sysiems  and  may  reguire  appropriate  operating  system  software  for  full  benefit;  check  with 
«  provider  to  determine  suitability;  not  all  customers  or  software  applications  will  necessarily  benefit  from  use  of  this  technology.  Intel's  numbering  is  not  a  measurement  of  higher  performance.  Intel,  the  Intel  Logo,  Xeon  and  Xeon  Inside  are 
arks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  The  information  contained  herein  is  subject  to  change  without  notice.  ©2007  Hewlett-Packard  Development  Company,  L.P. 
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COVENTRY 
HEALTH  CARE 

INDUSTRY 

Managed  Health  Care 


SALES 

$7.7  billion 


NET  INCOME 

$560  million 


»  Coventry  is  far 
from  the  biggest  man- 
aged-care company, 
but  lately  if  s  looking 
like  the  rosiest  of  the 
group.  While  others 
struggled  to  add  mem- 
bers, CEO  DALE  WOLF 
saw  Coventry  recruit 
6,000  new  patients 
in  the  fourth  quarter, 
bringing  member- 
ship to  2.5  million. 
Even  though  the 
Medicare  Part  D  drug 
program  is  only  about 
a  year  old,  Coventry's 
687,000  senior  pa- 
tients accounted  for 
15%  of  its  net  profit 
in  the  final  quarter  of 
2006.  The  Bethesda 
(Md.)  insurer's  rev- 
enues have  grown  an 
average  20%  a  year 
for  three  years,  and  its 
medical  loss  ratio,  or 
fraction  of  premiums 
it  had  to  pay  back  out 
in  claims,  improved 
across  almost  all  prod- 
uct lines  in  2006.  And 
Coventry  entered  the 
lucrative  field  of  work- 
ers' compensation  by 
acquiring  First  Health 
Group  for  $1.8  billion. 
In  February  the  insur- 
er announced  it  would 
boost  that  business  by 
paying  $3875  million 
to  acquire  Concentra's 
workers'  compensa- 
tion unit. 
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U.S.  STEEL 

INDUSTRY 

Steel 

SALES 

$15.7  billion 


NET  INCOME 

$1.4  billion 


»  U.S.  Steel  sure 
showed  its  doubters. 
The  biggest  integrated 
steelmaker  head- 
quartered in  the  U.S. 
came  out  of  a  five-year 
slump  to  post  record 
revenues  and  profits 
in  2004  and  2005  as 
steel  prices  soared. 
It  did  so  again  in 
2006,  even  as  metal 
prices  weakened,  with 
net  income  leaping 
50%.  Moreover,  the 
Pittsburgh  company 
paid  down  almost 
$600  million  in  debt, 
doubled  its  dividend, 
and  contributed 
$190  million  to  its 
already  overfunded 
pension  plans.  U.S. 
Steel  managed  it  all 
by  curtailing  domestic 
output  to  keep  prices 
from  deteriorating 
and  by  cranking  up 
its  low-cost  mills  in 
Central  Europe,  where 
demand  for  steel  was 
stronger.  The  payback 
for  investors:  a  52% 
jump  in  its  share  price 
in  2006.  CEO  JOHN 
SURMA  has  watched 
the  stock  rise  even 
higher  since  then, 
lifted  as  well  by  Wall 
Street  wagering  that 
U.S.  Steel  might  get 
gobbled  up  by  even 
larger  foreign  com- 
petitors as  the  global 
industry  consolidates. 


David  has  put  a 
succession  plan  in  place 


UNITED  TECHNOLOGIES 

The  $48  billion 
manufacturer  has 
delivered  consistendy 
strong  returns  with  such  brands 
as  Sikorsky  helicopters,  Pratt  & 
Whitney  engines,  Otis  elevators, 
and  Carrier  air  conditioners.  CEO 
George  David's  dual  obsessions— 
with  process  improvements  and 
employee  development— certainly 
help.  Even  his  succession  has  been 
industry  methodically 

industrials  planned,  with 

Louis  Chenevert 
becoming 
president  and  heir 
^^^^^^^m     apparent  in  2006 
after  running  the  Pratt  &  Whitney 
unit.  While  challenges  loom, 
including  a  recent  $295  million 
fine  levied  by  the  European 
Commission  against  Otis  for 
alleged  price-fixing,  investors 
continue  to  love  the  company.  Its 
total  return  over  the  past  three 
years  is  49.6%. 


SALES 

$47.7  billion 

NET  INCOME 

$3.7  billion 
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HERSHEY 


INDUSTRY 

Consumer  Staples 


SALES 

$4.9  billion 


NET  INCOME 

$559.1  million 


»  An  ambitious  re- 
structuring plan  and  a 
move  into  new-prod- 
uct lines  such  as  pre- 
mium chocolate  and 
snacks  for  nutrition- 
conscious  consumers 
have  Hershey  predict- 
ing a  sweet  future.  CEO 
RICHARD  LENNY  has 
also  bolstered  sales  of 
higher-margin  single- 
serve  snacks  aimed  at 
on-the-go  consumers 
and  is  making  chang- 
es in  distribution  by 
expanding  the  brand's 
presence  beyond  gro- 
cery stores  and  mass 
merchant  chains  to 
home-improvement 
and  other  specialty 
stores.  Overseas,  Her- 
shey faces  strong 
competition  from 
Mars  and  Cadbury 
Schweppes,  but  a  ven- 
ture with  Korea's  Lotte 
Confectionery  will 
help  it  make  inroads 
in  China  and  other 
Asian  markets.  To  in- 
crease its  competitive- 
ness, Hershey  over  the 
next  three  years  plans 
to  cut  its  workforce 
by  10.7%,  or  1,500, 
and  shift  more  of  its 
production  overseas. 
These  moves  should 
bring  savings  of 
$170  million  to 
$190  million  by  2010. 


\ 
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BLACK  &DECKE 

INDUSTRY 

Consumer 
Discretionary 


SALES 

$6.4  billion 


NET  INCOME 

$486.1  million 


»  Despite  tough 
going  amid  softer 
housing,  CEO  NOLANi 
ARCHIBALD  has  kept 
Black  &  Decker  on 
steady  ground  with  i 
combination  of  mar- 
ket-leading innovatii 
and  cost  managemei 
Famous  for  killer 
power  tools,  Black  & 
Decker  had  two  mor 
hits  in  2006:  theAut 
Wrench,  which  adju: 
sizes  with  a  press  of 
button,  and  a  batterj 
booster  that  lets  usei 
give  cars  a  jump  fror> 
the  driver's  seat.  The 
company  is  weather- 
ing the  slowdown 
by  shifting  final  as- 
sembly to  lower-cosi 
regions  such  as  Chir 
Mexico,  and  the  Cze' 
Republic.  From  200 
to  2006,  assembly  ir 
those  regions  has  ris 
en  to  70%  of  the  con 
pan^s  total  from  45' 
That  has  produced 
annualized  cost  sav- 
ings of  more  than  $1( 
million.  Those  saving 
plus  a  penny-pinchei 
approach  to  cash  ma) 
agement,  has  helped 
Archibald  maintain 
record  cash  flow  each 
the  last  five  years.  Thi 
stream  of  money  helj 
with  the  occasional 
acquisition,  such  as 
last  year's  purchase  c 
Vector  Products,  mal 
of— you  guessed  it— i 
battery  booster. 
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YOUR    LEGACY 


]  desire  to  leave  life's  work  to  your  family 
]  desire  to  leave  life's  work  to  the  IRS 


He's  got  your  laugh.  And  your  love  of  ice  cream.  So  why  not  make  sure  he  gets  everything  else  you  want  him  to  have? 
With  more  than  100  years  of  experience  in  the  personal  trust  business,  Northern  Trust  offers  a  breadth  and  depth  of 
knowledge  few  can  match.  You'll  find  our  expertise  second  to  none  when  it  comes  to  philanthropy,  asset  management 
and  sophisticated  wealth  transfer  strategies.  It's  your  legacy,  and  whether  it  lives  on  through  your  family,  community  or  favorite 
cause,  Northern  Trust  will  work  as  hard  to  preserve  it  as  you  did  to  create  it.  For  more  information,  call  800-468-2352 
or  visit  northerntrust.com. 


Northern  Trust 
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SYNOVUS 
FINANCIAL 

INDUSTRY 

Regional  Banks 


SALES 

$4.1  billion 


NET  INCOME 

$616.9  million 


»  You  don't  have 
to  be  a  behemoth 
based  in  New  York 
or  Charlotte,  N.C., 
to  generate  some 
financial-services 
pizzazz.  In  2006, 
Synovus,  a  banking 
and  credit- card  pro- 
cessing company  that 
hails  from  the  sleepy 
south  Georgia  town 
of  Columbus,  saw 
revenues  jump  20.3% 
and  net  income  rise 
19.5%.  The  source 
of  that  growth:  a 
double-digit  rise  in 
deposits  and  loans 
in  its  banking  divi- 
sion, along  with  new 
payment-processing 
deals  with  issuers 
of  credit  cards.  The 
regional  bank's  aver- 
age return  on  equity 
wasn't  shabby  either, 
at  29.5%.  CEO 
RICHARD  ANTHONY 
has  been  accelerating 
the  company's  expan- 
sion into  commercial 
and  industrial  lend- 
ing and  bolstering 
its  retail  banking 
portfolio.  That  in- 
cludes an  aggressive 
push  into  home-eq- 
uity loans  and,  like 
its  bigger  banking 
brethren,  a  bid  to 
soak  up  more  income 
from  ubiquitous  fees. 


47 


LINEAR 
TECHNOLOGY 

INDUSTRY 

Information  Technology 


SALES 

$1.1  billion 


NET  INCOME 

$443.6  million 


»  Practically  everyone 
making  a  new  piece  of 
electronic  equipment 
has  Linear  Technology 
on  speed  dial.  Linear 
builds  specialized 
analog  chips,  which 
convert  real-world 
signals  such  as  power, 
temperature,  and  light 
into  a  form  that  digital 
chips  can  process. 
With  such  custom- 
ers as  makers  of  cars, 
cell  phones,  and  huge 
telecom  switches,  Lin- 
ear has  been  growing 
steadily  for  25  years. 
And  its  margins,  about 
40%,  are  twice  those 
of  many  rivals.  That's 
largely  because  of  Lin- 
ear's  moves  to  pioneer 
new  markets  when 
prices  begin  to  com- 
moditize.  CEO  LOTHAR 
MAIER  continues  to 
follow  that  blueprint. 
Linear  is  focusing  on 
such  emerging  mar- 
kets as  power-over- 
Ethernet  chips  that 
would  let  Net-based 
phones  get  juice  right 
through  the  phone 
cable.  While  the  com- 
pany was  caught  in  a 
fourth-quarter  chip 
slowdown  and  has 
been  mentioned  in 
the  options  backdat- 
ing scandal,  neither 
problem  should 
knock  steady  Linear 
off  course  for  long. 
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Whitacre  sees  cost 
savings  of  $8  billion 


AT&T 

Rapid-fire  acquisitions 
have  created  the  nation's 
largest  telecom.  Three 
deals  profoundly  changed  the 
grown-up  Baby  Bell,  formerly  SBC 
Communications.  In  2004,  SBC  led 
a  deal  to  combine  AT&T  Wireless 
with  Cingular,  its  joint  venture  with 
BellSouth.  The  following  year,  SBC 
changed  its  name  to  AT&T  after 
acquiring  that  fabled  telecom.  And 
in  December,  CEO 
Ed  Whitacre  closed 
a  merger  with 
BellSouth.  AT&T's 
assets  now7  include 
the  nation's  largest 
wireless  network. 
Whitacre  pursues  mergers  that 
promise  huge  synergies— $8  billion  in 
annual  cost  sa\ings  over  the  next  three 
years— and  aims  to  pump  that  money 
into  innovation.  The  behemoth  now  is 
ramping  up  a  $5  billion  fiber  network 
complete  with  TV  service. 


INDUSTRY 

Telecommunication 
Services 

SALES 

$63.1  billion 

NET  INCOME 

$7.4  billion 


»  XTO  Energy  doesn't 
actually  find  new 
sources  of  oil  and 
gas.  Instead,  the  Fort 
Worth  company,  un- 
der CEO  BOB  SIMPSON, 
has  thrived  by  doing 
what  it  calls  "wildcat 
exploitation."  It  snaps 
up  existing  wells 
and  fields  in  the  U.S. 
where  production  has 
already  declined  to 
about  half  the  initial 
rate.  The  company 
figures  that  it  can 
squeeze  out  years— or 
decades— worth  of 
oil  and  gas  at  lower 
costs  through  better 
management  and  by 
drilling  new  wells  in 
already-producing 
fields.  The  strategy 
has  worked.  Produc- 
tion has  grown  13 
years  in  a  row.  Since  a 
1993  IPO  at  a  price  of 
13,  the  stock  has  split 
seven  times,  rising  to 
today's  51.38.  In  2006, 
revenues  and  net 
income  jumped  30% 
and  61%,  respectively, 
from  2005.  There's 
no  end  in  sight.  XTO's 
proven  reserves,  con- 
centrated in  Texas, 
New  Mexico,  Arkan- 
sas, and  nearby  states, 
are  at  their  highest 
levels  ever,  all  ready  to 
be  tapped. 
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PNC  FINANCIAL 
SERVICES  GROU 


INDUSTRY 

Financials 


SALES 

$8.9  billion 


NET  INCOME 

$2.6  billion 


»  Pittsburgh's  PNC 
Financial  Services 
has  prospered  as 
a  fast-growing  re- 
gional bank,  with 
850  branches  across 
seven  states  from  Ne 
Jersey  to  Kentucky. 
CEO  JAMES  ROHR 
has  kept  adding  to 
PNC's  basic  banking 
business,  snapping 
up  rival  Mercantile 
Bancshares  in  Oc- 
tober. But  Rohr  has 
also  diversified  into 
wealth  management 
and  fund  services.  A 
a  result,  while  PNC's 
$2.2  billion  of  net 
interest  income  is 
about  where  it  was  i 
2002,  before  the  Fee 
era!  Reserve  started 
hiking  rates,  inconu 
from  other  sources 
like  management  fe 
has  doubled,  to  $6.; 
billion.  Its  profits  al: 
more  than  doubled, 
$2.6  billion.  PNC  di< 
cut  its  stake  in  mom 
manager  BlackRocl 
from  69%  to  34%  ai 
part  of  a  deal  to  ac- 
quire Merrill  Lynch 
fund  business  in  Se; 
tember.  That  move  1 
paid  off:  PNC  recorc 
a  $1.3  billion  gain 
on  the  deal,  and  its 
remaining  BlackRo 
shares  doubled  in  tl 
past  year. 


ATLANTIS,  PARADISE  ISLAND,  BAHAMAS 


2,917  GUEST  ROOMS 
50,000  SEA  ANIMALS 
14  WATER  SLIDES 
ONE  NETWORK 


Atlantis,  Paradise  Island,  Bahamas  turned  to  Nortel  to  keep  the  unparalleled  luxury  resort 
on  the  cutting  edge  of  innovation.  Nortel's  solutions  spanning  VoIP,  enhanced  mobility 
capabilities  and  unified  messaging  help  make  it  simple  for  Atlantis  to  continue  pampering 


guests  with  world-class  amenities  while  cutting  costs  and  increasing  profitability 


nortel.com 
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Business  made  simple 


BEST  PERFORMERS 


Inside  the  Ranking 

THE  COMPANIES  IN  THE  S&P  500,  which  was  the  starting  point  for  our  research,  represent  a 
huge  universe— some  75%  of  the  market  capitalization  of  all  U.S.  stocks.  We  ran  our  proprietary 
data  screens  on  these  companies,  then  vetted  the  list  with  a  board  of  BusinessWeek  editors  and 
correspondents  to  get  the  insights  and  commonsense  judgments  that  purely  financial  measures 
can't  provide.  That  process  resulted  in  our  list  of  50  companies  that  are  playing  at  the  top  of  their  game.  For 
a  more  detailed  look  at  the  financial  and  management  makeup  of  the  BW50,  and  to  find  out  what  companies 
made  it  through  our  process  to  the  No.  51  to  No.  75  spots,  visit  www.businessweek.com/extras. 
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SECTOR 

1 

GOOGLE GOOG 

A 

32.8 

A 

93.3 

A 

136.7 

10.6 

3.1 

23.9 

NA 

INFORMATION  TECHNOLOGY 

2 

COACH COH 

A 

62.7 

A 

28.7 

A 

17.4 

2.4 

0.6 

32.1 

138.2 

CONSUMER  DISCRETIONARY 

3 

GILEAD  SCIENCES  GILD 

A 

40.5 

A 

51.8 

A 

33.0 

3.0 

-1.2 

14.9 

163.7 

HEALTH  CARE 

4 

NUCORNUE 

A 

45.7 

A 

30.7 

A 

18.3 

14.8 

1.8 

47.3 

321.1 

MATERIALS 

5 

QUESTARSTR 

A 

22.2 

A 

26.4 

A 

7.2 

2.8 

0.4 

16.2 

145.1 

UTILITIES 

6 

SUNOCO SUN 

A 

36.7 

A 

31.4 

B- 

7.8 

36.0 

1.0 

-11.8 

118.7 

ENERGY 

7 

VERIZON  COMMUNICATIONS  VZ 

A 

13.5 

A 

8.1 

B- 

108.9 

88.1 

5.5 

20.5 

15.9 

TELECOMMUNICATION  SERVICES 

8 

COLGATE-PALMOLIVE  CL 

A 

55.0 

A 

7.3 

B- 

34.6 

12.2 

1.4 

26.3 

29.2 

CONSUMER  STAPLES 

9 

GOLDMAN  SACHS 
GROUP GS 

A 

34.7 

A- 

43.4 

A 

83.3 

69.4 

9.5 

43.9 

95.7 

FINANCIALS 

10 

PACCAR PCAR 

A 

34.5 

A- 

25.9 

A 

17.3 

16.5 

1.5 

55.9 

112.5 

INDUSTRIALS 

11 

AMAZON.COM  AMZN 

A 

31.6 

A- 

26.3 

A 

16.2 

10.7 

0.2 

4.5 

-9.0 

CONSUMER  DISCRETIONARY 

12 

COGNIZANT  TECHNOLOGY  SOLUTIONS  CTSH 

A 

29.5 

A- 

56.4 

A 

12.9 

1.4 

0.2 

56.6 

281.6 

INFORMATION  TECHNOLOGY 

13 

AVON  PRODUCTS  AVP 

A 

65.1 

A 

8.2 

B- 

16.2 

8.8 

0.5 

29.9 

10.0 

* 

CONSUMER  STAPLES 

14 

VARIAN  MEDICAL  SYSTEMS  VAR 

A 

40.5 

A 

14.2 

B 

5.9 

1.7 

0.3 

-20.6 

9.7 

HEALTH  CARE 

15 

BED  BATH  &  BEYOND  BBBY 

A 

35.1 

A- 

14.1 

B 

11.3 

6.3 

0.6 

10.7 

-2.5 

CONSUMER  DISCRETIONARY 

16 

CB  RICHARD  ELLIS  GROUP  CBG 

A 

43.2 

A 

35.2 

A 

7.5 

4.0 

0.3 

45.5 

NA 

FINANCIALS 

17 

ROBERT  HALF  INTERNATIC    ALRHI 

A 

37.4 

A 

26.5 

A 

6.6 

4.0 

0.3 

9.8 

78.7 

INDUSTRIALS 

18 

CHICAGO  MERCANTILE  EXCHANGE  HOLDINGS  CME 

A 

50.5 

A 

28.3 

B+ 

18.8 

1.1 

0.4 

27.3 

489.3 

FINANCIALS 

19 

ADOBE  SYSTEMS  ADBE 

A 

32.3 

A- 

25.0 

B+ 

23.0 

2.6 

0.5 

1.8 

111.0 

INFORMATION  TECHNOLOGY 

20 

EOG  RESOURCES  EOG 

A 

33.3 

A- 

33.4 

B 

16.5 

3.9 

1.3 

0.8 

207.5 

ENERGY 

Data:  Standard  &  Poor's  Compustat 

92  1  BusinessWeek  1  March  26,  2007 

©2007  Mercedes-Benz  USA,  LLC 


"Once  you've  driven  an  S-Class, 
it's  hard  to  drive  anything  else." 


AS  A  PRINCIPAL  IN  ONE  OF  THE  WORLD'S  FOREMOST  PRIVATE  AVIATION  COMPANIES, 
KEN  AUSTIN  HAS  A  KEEN  UNDERSTANDING  OF  ENGINEERING  EXCELLENCE. 


With  standards  like  his,  selecting  an  automobile  was 

.^fipK  I   easy'  "^lie  S-Class.  It's  the  best 

I    of  the  best." 

|Me"V   *-:%  Since  the  first  model  of  this 

V  I    heralded  sedan  took  to  the  road 

^A  "    over  50  years  ago,  it  has  not  only 

^k  \    been    the   standard-bearer  for 

BkvLfl  Mercedes-Benz,  but  for  an  entire 

Ken  Austin  industry.  The  S-Class  raises  this 

leadership  to  a  whole  new  level. 

Technologically,  no  car  is  more  advanced.  Yet,  in  true 
Mercedes-Benz  form,  the  instrument  panel  is  intuitive  and 
designed  to  be  easy  to  use.  Navigation  System,  Dynamic 
Rear  View  Monitor,  Night  View  Assist,  Voice  Control, 


Hands-Free  Communication  and  many  other  innovations 
can  be  controlled  with  a  glance  of  the  eye  and  a  turn  of 
the  wrist  from  the  COMAND  system.  14-way  adjustable 
seats  with  twelve  built-in  pneumatic  chambers  allow  you 
to  find  a  perfect  seating  position.  In  hard  cornering,  the 
Drive-Dynamic  multicontour  front  seats  actually  inflate  to 
help  keep  your  body  firmly  in  place.  And  this  famously 
substantial  sedan  accelerates  and  corners  with  the 
dexterity  of  a  car  half  its  magnitude.  One  touch  of  the 
throttle  sets  loose  391  Ib-ft  of  torque,  carrying  you  and 
your  passengers  to  60  mph  in  just  5.4  seconds.*  To  quote 
Austin,  "In  the  driver's  seat,  you're  in  a  racecar.  In  the 
back  seat,  you're  in  a  limo.  You  get  what  you  pay  for.  And 
in  this  case  you  get  one  of  the  greatest  cars  in  the  world." 


THE  2007  S-CLASS.  Owned  and  adored  by  the  world's  most  discerning  automobile  enthusiasts. 
Unlike  any  other. 


Mercedes-Benz 


MBUSA.com 


odel  shown  2007  S  600  Some  features  listed  are  optional  on  some  models.  -Stated  rates  of  acceleration  are  based  upon  manufacturer's  track  results  and  may  vary  depending  on  model,  environmental  and  road 
Jrface  conditions,  driving  style,  elevation  and  vehicle  load.  For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBUSA.com. 
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When  you  need  someone  to  go  the  extra  mile. 

Above  and  beyond.  Far  and  wide  - 
to  get  you  the  IT  help  you  need,  we're  there. 

More  demands  and  more  pressure.  Less  time  and  fewer  resources.  Business  today  is  full  of  challenges.  When 
it  comes  to  technology,  CDW  will  do  what  it  takes  to  respond  to  your  needs.  We  have  products  from  the  top 
names  in  the  industry,  in  almost  every  technology  category  imaginable.  Our  dedicated  account  managers  and 
technology  specialists  can  offer  advice  and  create  solutions,  from  the  simple  to  the  complex.  We  even  have  a  full 
range  of  custom  configuration  services  at  your  disposal.  So  when  you  need  IT  help,  think  CDW.  We're  there  with 
whatever  you  need,  whenever  you  need  it. 


©2007  CDW  Corporation 


The  Right  Technology.  Right  Away. 

CDW.com  •  800.399.4CDW 
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SECTOR 

M  21 

SEMPRA ENERGY SRE 

A 

13.5 

A- 

15.0 

B+ 

15.7 

11.8 

1.1 

28.6 

105.2 

UTILITIES 

022 

SHERWIN-WILLIAMS  SHW 

A 

35.3 

A 

13.5 

B 

8.9 

7.8 

0.6 

49.6 

100.7 

CONSUMER  DISCRETIONARY 

1  23 

LEHMAN  BROTHERS  HOLDINGS  LEH 

A 

28.9 

B+ 

40.6 

A 

39.1 

46.7 

4.0 

1.2 

73.0 

FINANCIALS 

24 

ROCKWELL  COLLINS  COL 

A 

44.2 

A 

15.2 

B 

11.0 

4.0 

0.5 

24.6 

108.0 

INDUSTRIALS 

i  25 

IMS  HEALTH  RX 

A 

46.3 

A 

12.3 

B- 

5.8 

2.0 

0.3 

20.4 

18.0 

HEALTHCARE 

26 

ALLEGHENY  TECHNOLOGIES  ATI 

A 

28.3 

A- 

35.9 

A 

10.4 

4.9 

0.6 

103.8 

730.6 

MATERIALS 

27 

ORACLE  ORCL 

A 

38.8 

A 

18.7 

B- 

85.1 

16.1 

3.7 

32.3 

27.7 

INFORMATION  TECHNOLOGY 

28 

STARBUCKS  SBUX 

A 

30.4 

B+ 

23.2 

A- 

23.4 

8.2 

0.6 

-14.9 

65.2 

CONSUMER  DISCRETIONARY 

29 

MOODY'S  MCO 

A 

504.2 

A 

18.0 

B- 

18.1 

2.0 

0.8 

-2.9 

96.2 

FINANCIALS 

30 

PEPSICO  PEP 

A 

36.4 

B+ 

9.4 

B 

103.4 

35.1 

5.6 

8.9 

28.3 

CONSUMER 
STAPLES 

31 

STRYKER  SYK 

A 

31.2 

A- 

14.2 

B 

25.3 

5.4 

0.8 

34.7 

41.0 

HEALTH  CARE 

32 

BEST  BUY  BBY 

A 

31.9 

A- 

13.1 

B 

22.4 

33.7 

1.3 

-13.1 

33.8 

CONSUMER  DISCRETIONARY 

33 

UNITED  PARCEL  SERVICE  UPS 

A 

30.8 

A- 

12.8 

B- 

75.1 

47.5 

4.2 

-4.1 

5.0 

INDUSTRIALS 

34 

APPLE  AAPL 

A 

23.9 

B 

47.2 

A 

72.8 

20.7 

2.4 

23.5 

607.4 

INFORMATION  TECHNOLOGY 

35 

T.  ROWE  PRICE  GROUP  TROW 

A 

36.3 

A 

21.7 

B 

12.3 

1.8 

0.5 

22.8 

84.6 

FINANCIALS 

36 

VALERO  ENERGYVLO 

A 

32.3 

B+ 

35.5 

B 

34.7 

91.1 

5.5 

7.6 

290.6 

ENERGY 

37 

CONSTELLATION  ENERGY  GROUP  CEG 

A 

12.3 

B 

27.0 

A 

14.2 

19.3 

0,8 

37.3 

113.7 

UTILITIES 

38 

TJX  TJX 

A- 

47.6 

A 

9.1 

C 

12.5 

17.4 

0.8 

13.5 

20.2 

CONSUMER  DISCRETIONARY 

39 

MORGAN  STANLEY  MS 

A- 

27.0 

B+ 

30.1 

A- 

78.6 

76.6 

7.5 

27.5 

32.3 

FINANCIALS 

40 

PAYCHEX  PAYX 

A- 

40.1 

A 

14.2 

C+ 

15.5 

1.8 

0.5 

3.4 

33.4 

INFORMATION  TECHNOLOGY 

41 

COVENTRY  HEALTH  CARE  CVH 

A- 

29.8 

B+ 

20.0 

B+ 

8.7 

7.7 

0.6 

-8.8 

87.2 

HEALTH  CARE 

42 

UNITED  STATES  STEEL  X 

A- 

31.3 

A 

17.0 

A- 

10.5 

15.7 

1.4 

64.3 

147.1 

MATERIALS 

43 

UNITED  TECHNOLOGIES  UTX 

A- 

24.2 

B 

15.4 

B 

65.4 

47.7 

3.7 

14.1 

49.6 

INDUSTRIALS 

44 

HERSHEY  HSY 

A- 

50.9 

A- 

6.1 

C+ 

12.2 

4.9 

0.6 

5.5 

34.6 

CONSUMER  STAPLES 

45 

BLACK  &  DECKER  BDK 

A- 

30.4 

B+ 

13.7 

B 

5.6 

6.4 

0.5 

0.2 

70.7 

CONSUMER  DISCRETIONARY 

46 

SYNOVUS  FINANCIAL  SNV 

A- 

29.5 

A- 

20.3 

B 

10.5 

4.1 

0.6 

17.3 

40.0 

FINANCIALS 

47 

LINEAR  TECHNOLOGY  LLTC 

A- 

27.9 

B+ 

17.9 

B- 

9.9 

1.1 

0.4 

-8.2 

-13.6 

INFORMATION  TECHNOLOGY 

48 

AT&TT 

A-t 

10.1 

C 

15.0 

B+ 

229.6 

63.1 

7.4 

39.2 

77.3 

TELECOMMUNICATION  SERVICES 
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XTO  ENERGY  XTO 

A- 

28.0 

B 

59.0 

A 

19.0 

4.6 

1.9 

29.4 

205.7 

ENERGY 
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PNC  FINANCIAL  SERVICES  GROUP  PNC 

A- 

29.6 

A- 

15.3 

B- 

21.5 

8.9 

2.6 

7.4 

38.6 

FINANCIALS 

PROFITABILITY  For  nonfmancial 
)mpanies.  three-year  average  pretax 
aerating  profit  before  interest  and  special 
sms  as  a  percentage  of  average  invested 
ipital  For  financial  companies,  pretax 
rofits  as  a  percentage  of  average 
lareholders'  equity. 
'SALES  GROWTH  RATE  Three-year 
/erage  annual  sales  growth  based  on  the 
tost  recently  reported  36  months, 
ilculated  using  the  least-squares  method. 


"♦MARKET  VALUE  Share  price  on  Feb 
28.  2007  multiplied  by  the  latest  available 
common  shares  outstanding. 
TOTAL  RETURN  (1-YEAR)  Annual 
dividend  per  share,  reinvested,  plus  Feb. 
28.  2007.  share  price,  as  a  percent  of  Feb 
28.  2006.  share  price. 
TOTAL  RETURN  (3-YEAR)  Annual 
dividend  per  share,  reinvested,  plus  Feb. 
28.  2007.  share  price,  as  a  percent  of  Feb. 
27.  2004.  share  price. 


SALES  Latest  available  sales  through  the 
most  recent  12  months.  Includes  all  sales 
and  other  operating  revenues  For  financial 
service  companies,  this  includes  interest 
and  nonmterest  income;  for  banks,  it 
includes  revenues  for  all  banking 
operations. 

PROFITS  Latest  available  profits  through 
the  most  recent  12  months.  Net  income 
from  continuing  operations  before 
extraordinary  items. 


GRADES  The  overall  sector  letter  grade 
reflects  how  the  weighted  average  of  the 
ranked  return  on  capital  and  ranked  sales 
growth  compares  with  others  m  the  same 
sector.  For  the  overall  grade  as  well  as  the 
ROE/ROI  and  sales  growth  grades,  an  "A" 
places  a  company  in  the  top  7%  of  its 
sector  and  an  "A-"  in  the  top  14%  of  the 
sector.  The  actual  ranking  was  done  using 
the  underlying  numerical  measures. 
Grades  are  for  information  only. 


Note:  Compustat  data  provided  by 
Standard  &  Poor's,  a  unit  of  The  McGraw- 
Hill  Companies,  from  sources  such  as 
statistical  services,  registration 
statements,  and  company  reports  that 
S&P  believes  to  be  reliable  but  are  not 
guaranteed  by  S&P  or  Bus/nessWeek  as  to 
correctness  or  completeness  This 
material  is  not  an  offer  to  buy  or  sell  any 
security 
'Grade  adjusted  for  small  size  of  sector. 
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Another 
Inconvenient  Truth 

Behind  the  feel-good  hype  of  carbon 
offsets,  some  of  the  deals  don't  deliver 
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BY  BEN  ELGIN 

THE  ORGANIZERS  OF  THE 
Academy  Awards  declare 
all  their  celebrity  present- 
ers to  be  "carbon-neutral." 
Vail  Resorts  Inc.  in  Colo- 
rado boasts  that  its  chair- 
lifts  and  lodges  are  "100% 
powered  by  wind."  Seatde's  municipal 
utility  claims  that  its  net  contribution  to 
global  warming  is  zero. 

A  growing  number  of  organizations, 
corporations,  cities,  and  individuals  are 
seeking  to  protect  the  climate— or  at  least 
claim  bragging  rights  for  protecting  the 
climate.  Rather  than  take  the 
arduous  step  of  significantly 
cutting  their  own  emissions 
of  carbon  dioxide,  many  in  the 
ranks  of  the  environmentally 
concerned  are  paying  to  have 
someone  else  curtail  air  pol- 
lution or  develop  "renewable" 
energy  sources.  Carbon  offsets,  as  the 
most  common  variety  of  these  deals  is 
known,  have  become  one  of  the  most 
widely  promoted  products  marketed  to 
checkbook  environmentalists. 

Done  carefully,  offsets  can  have  a  posi- 
tive effect  and  raise  ecological  awareness. 
But  a  close  look  at  several  transactions- 
including  those  involving  the  Oscar  pre- 
senters, Vail  Resorts,  and  the  Seattle 
power  company— reveals  that  some  deals 
amount  to  little  more  than  feel-good 
hype.  When  traced  to  their  source,  these 
dubious  offsets  often  encourage  climate 
protection  that  would  have  happened 
regardless  of  the  buying  and  selling  of 
paper  certificates.  One  danger  of  largely 
symbolic  deals  is  that  they  may  divert 
attention  and  resources  from  more  ex- 
pensive and  effective  measures. 


GREEN 


U.S.  could  be  as  high  as  $100  million, 
according  to  researchers'  best  guesses. 
That's  up  from  next  to  nothing  just  a 
couple  of  years  ago.  One  reason  for 
this  growth  is  that  the  U.S.  remains 
one  of  the  few  industrialized  countries 
that  hasn't  ratified  the  Kyoto  Protocol,  a 
global  agreement  setting  emission  limits 
by  nation.  In  the  absence  of  a  manda- 
tory national  cap,  some  Americans  have 
begun  taking  action  on  their  own,  but 
without  widely  recognized  standards  as 
to  what  constitutes  a  valid  offset.  As  long 
as  there  are  willing  buyers  and  sellers, 
almost  anything  goes.  "Right  now  it's 
a  no-man's  land  out  there," 
says  Jennifer  Martin  of  the 
nonprofit  Center  for  Resource 
Solutions  in  San  Francisco. 

Hollywood  celebrated  en- 
vironmental activism  at  this 
year's  Academy  Awards,  and 
not  just  by  giving  an  Oscar  to 
the  Al  Gore  documentary  An  Inconve- 
nient Truth.  The  Academy  of  Motion  Pic- 
ture Arts  &  Sciences  promoted  the  show 
itself  having  "gone  green,"  by  means 
of  a  variety  of  initiatives.  One  element: 
Each  performer  and  presenter  received 
a  glass  statue  representing  the  elimina- 
tion of  the  amount  of  greenhouse  gas 
associated  with  a  celebrity  lifestyle  over 
the  course  of  a  year.  The  offsets  were 
issued  by  TerraPass  Inc.,  a  two-year-old 
for-profit  company  in  San  Francisco  that 
identifies  climate-protection  efforts  and, 
for  a  fee,  gives  its  customers  the  oppor- 
tunity to  buy  a  piece  of  the  environmen- 
tal action.  Each  Oscar  favor  represented 
100,000  pounds  of  emission  reductions 
drawn  from  TerraPass'  portfolio  of  offset 
projects. 

One  of  the  largest  in  its  portfolio  is 
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The  market  for  carbon  offsets  in  the      a  sprawling  garbage  dump  outside  of 
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GREEN  OSCAR  Gore 

and  Truth  director 
Davis  Guggenheim 
were  center  stage  at 
the  Academy  Awards 
as  the  show  promoted 
carbon  offsets 
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Springdale,  Ark.,  from  which  TerraPass 
has  purchased  thousands  of  tons  of  gas 
reductions.  The  vast  sloping  mound  of 
the  Tontitown  landfill  rises  near  stands 
of  bare-limbed  hickory  and  oak  trees, 
with  the  blue  Ozark  foothills  in  the  back- 
ground. The  decomposing  trash  gener- 
ates methane,  a  gas  23  times  as  potent 
as  carbon  dioxide  in  trapping  heat  in  the 
earth's  atmosphere,  melting  glaciers  and 
raising  ocean  levels.  Waste  Management 
Inc.,  the  huge  garbage  processor  that  op- 
erates the  facility,  tends  nearly  90  wells 
dotting  the  trash  mountain,  each  giving 
off  a  barely  audible  hiss  as  it  sucks  meth- 
ane from  the  depths  of  the  landfill  and 
delivers  the  gas  to  a  single  towering  flare. 
Once  torched,  the  gas  is  released  into 
the  atmosphere  as  less-damaging  C02. 
But  company  officials  and  Arkansas  en- 
vironmental regulators  say  Waste  Man- 
agement began  to  burn  methane,  and 
continues  to  do  so,  for  reasons  having 
nothing  to  do  with  TerraPass'  offsets. 

ICING  ON  THE  CAKE' 

CONCERNED  THAT  METHANE  might  be 
contaminating  groundwater  beneath  the 
landfill,  Waste  Management  first  floated 
the  idea  for  a  gas-collection  system  in 
early  1999.  Arkansas  regulators  urged 
the  company  to  pursue  this  remedy.  In 
2001  the  state  increased  its  pressure 
by  imposing  a  requirement  for  "correc- 
tive action"  at  the  Tontitown  facility. 
Waste  Management  promised  to  make 
the  methane  flare  operational  by  late 
2001.  After  probes  subsequently  detected 
methane  levels  exceeding  allowable  lev- 
els, Dennis  John  Burks,  then  chief  of 
the  Solid  Waste  Management  Div.  of  the 
Arkansas  Environmental  Quality  Dept., 
wrote  to  Waste  Management  on  June 
27,  2001,  saying  that  the  state  "strongly 
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urges  WM  to  bring  the  newly  installed 
Tontitown  Landfill  gas  extraction  system 
online  as  soon  as  possible." 

Asked  about  Waste  Management's 
response,  Gerald  Delavan,  a  supervisor 
at  the  Arkansas  environmental  agency, 
says:  "It  started  out  as  a  voluntary  ef- 
fort" by  the  company.  "But  it  ended  up 
being  guided  by  'corrective  action,'" 
imposed  by  the  state.  Wes  Muir,  a  Waste 
Management  spokesman,  says:  "We  felt 
a  gas  collection  system  was  the  most  ef- 
fective way  to  deal  with  this....  It  was  a 
voluntary  process." 

Regardless  of  who  deserves  credit  for 
taking  the  initiative,  one  thing  is  clear: 
The  methane  system  was  launched  long 
before  any  promise  of  carbon- offset 
sales.  In  other  words,  it  appears  that  the 
main  effects  of  the  TerraPass  offsets  in 


"  We  wanted  offsets 
quickly,  not  offsets 
coming  10  or  20 
years  in  the  future.5 


-Corinne  Grande, 
strategic  adviser, 
Seattle  Citv  Light 
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this  instance  are  to  salve  guilty  celebrity 
consciences  and  provide  Waste  Manage- 
ment, a  $13  billion  company  based  in 
Houston,  with  some  extra  revenue. 

All  six  other  project  developers  sell- 
ing offsets  to  TerraPass  that  Business- 
Week was  able  to  contact  said  they  were 
pleased  with  the  extra  cash.  But  five  of 
the  six  said  the  offsets  hadn't  played  a 
significant  role  in  their  decision  to  cut 
emissions.  "It's  just  icing  on  the  cake," 
says  Barry  Edwards,  director  of  utili- 
ties and  engineering  at  Catawba  County, 
N.C.,  which  installed  a  system  in  1998  to 
turn  landfill  gas  into  electricity  to  power 
944  homes.  "We  would  have  done  this 
project  anyway." 

A  big  player  in  the  growing  industry  of 
brokers  and  retailers  marketing  offsets, 
TerraPass  was  the  brainchild  of  Karl 
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How  Carbon  Offsets  Work 

Performers  and  presenters  at  the  2007  Academy  Awards  each 
received  a  certificate  representing  elimination  of  a  year's  worth  of 
greenhouse  gas  emissions: 


1: 


THE  OSCARS 

organizers  paid 
•  TerraPass,  a 
carbon  offset  service,  to 
identify  projects  that 
reduce  carbon  dioxide 


2 


A  FOR-PROFIT 
COMPANY, 

TerraPass  took  a  share  of 
the  money  and  passed  along  the 
rest  to  landfills  and  other  projects 
that  reduce  greenhouse  gases 


3 


PERFORMERS  AND 
PRESENTERS 

at  the  awards  show 
went  home  having  been 
declared  "carbon-neutral" 
for  a  year 
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Ulrich,  a  professor 
the  Wharton  Scho( 
Ulrich,  an  enviro 
mentalist  who  bik 
to  work,  became  co 
cerned  several  yea 
ago  about  the  carb< 
dioxide  emitted  wh( 
he  drove  to  his  cab 
in  Vermont.  In  the  f; 
of  2004  he  gave  oi 
of  his  classes  $5,0( 
and  challenged  st 
dents  to  create  an  i 
fordable  carbon-offs 
program. 

TerraPass,  with 
number  of  Whartx 
graduates  as  shar 
holders,  has  soart 
since  then.  The  cor 
pany  now  clair 
42,500  customei 
Tom  Arnold,  the  3 
year- old  former  Ulri< 
student  who  runs  tl 
business,  says  Terr 
Pass  has  already  h; 
a  major  impact  by  o 
setting  more  than  117,000  tons  of  gree 
house  gases.  Ford  Motor  Co.  and  tl 
travel  Web  site  Expedia.com  collabora 
with  the  offset-retailer  to  offer  custome 
the  option  of  neutralizing  travel-relati 
emissions  for  an  added  cost. 


TRICKLE  DOWN 

ARNOLD    CONCEDES    that    TerraPaf 
hadn't  known  until  approached  by  Bu. 
nessWeek  that  concerns  about  grounl 
water  contamination   had  led   to  t| 
Tontitown  methane  project.  TerraPa; 
he  says,  will  now  rethink  how  it  eval  I 
ates  such  landfill  gas-reduction  effor 
But  Arnold  stands  behind  the  legitima 
of  offsets  related  to  the  Tontitown  dure  | 
He   emphasizes   that   Waste   Manag 
ment  acted  voluntarily,  and  he  praist 
an  $800,000  upgrade  to  the  metha 
system  last  year:  "That's  behavior  co 
sistent  with  somebody  trying  to  enhan 
methane  capture."  He  also  warns  agair 
getting  too  bogged  down  in  the  intric 
cies  of  how  particular  offset  projects  we 
conceived.  "Let's  get  the  market  woi| 
ing  well,"  he  says.  "That  will  do  a  lot 
greater  good." 

As  the  offset  market  now  works,  i ' 
termediaries  typically  pocket  a  big  pc 
tion  of  the  money  coming  in.  Consid 
two  projects  in  the  TerraPass  portfol 
that  are  run  by  dairy  farmers  in  Prir 
eton,  Minn.,  and  Lynden,  Wash.  St 
eral  years  ago,  the  farmers  had  install 
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expensive  equipment 
that  uses  methane  from 
cow  manure  to  generate 
electricity.  In  theory,  the 
promise  of  offset  income 
encourages  farmers  to 
invest  in  such  equip- 
ment. TerraPass  typically 
sells  offsets  for  about  $9 
per  ton  of  carbon  diox- 
ide, or  the  corresponding 
amount  of  methane.  The 
company  takes  a  cut  of 
that  $9,  but  won't  say 
what  the  percentage  is. 
A  broker  that  introduced 
TerraPass  to  the  dairy 
farmers  also  took  a  cut. 
In  the  end,  the  farmers 
say  they  each  received 
less  than  $2  a  ton  out  of 
the  original  $9.  Darryl 
Vander  Haak,  the  farmer 
in  Washington,  says  he's 
happy  with  the  $16,000 
he  earned  last  year  from 
offset  sales.  But  offsets 
didn't  factor  into  his  de- 
cision to  start  the  meth- 
ane venture,  he  adds. 

TerraPass'  Arnold 
nevertheless  maintains 
that  "the  [offset]  prices 
out  in  the  market  now 
are  changing  behavior." 
The  fees  intermediar- 
ies collect  cover  costs 
such  as  auditing  proj- 
ects and  marketing  to 
buyers.  "Ifs  much  like 
Starbucks,"  Arnold  says. 
"What  do  you  think  Starbucks  pays  for 
a  pound  of  coffee,  and  how  does  that 
translate  into  a  $3.50  latte?" 

Seatde,  the  home  of  Starbucks,  made 
an  astounding  announcement  in  2005: 
Its  municipal  utility,  Seattle  City  Light, 
had  eliminated  its  contribution  to  global 
warming.  The  power  company  still  an- 
nually spewed  some  200,000  tons  of 
greenhouse  gases.  But  Seattle  said  it 
had  negated  every  last  ton 
by  paying  other  organiza- 
tions around  the  country  to 
curtail  their  emissions.  "We 
can  power  our  city  with- 
out toasting  our  planet," 
Seattle  Mayor  Greg  Nickels 
declared. 

But  as  in  the  case  of  the 
Oscar  presenters,  the  bulk 
of  the  pollution  reductions 
for  which  Seatde  paid  would 
have  happened  regardless 


Middlemen 
pocket  a  big 
chunk  of 
the  money 
generated 
by  offsets 


of  its  offset  deal.  The  city's  experience  il- 
lustrates the  difference  between  more  ex- 
pensive methods  of  cutting  greenhouse 
gases  close  to  home,  vs.  more  far-flung 
deals  with  third  parties. 

In  2000  the  Seattle  City  Council  im- 
posed the  long-term  goal  of  Seattle  City 
Light  becoming  carbon-neutral.  At  first 
the  utility  pursued  local  projects,  such 
as  one  in  2003  with  Seattle's  municipal 
trucking  department.  The 
strategy  was  to  convert  900 
diesel  vehicles  to  a  more  cli- 
mate-friendly blend  of  fuel 
containing  20%  biodiesel. 
The  blend  was  expected  to 
cost  an  additional  25<t  a 
gallon,  so  Seattle  City  Light 
agreed  to  chip  in  half  of  the 
difference.  In  exchange,  the 
utility  has  taken  credit  for 
the  relatively  modest  700  to 
1,400  tons  of  annual  green- 


MARKET FORCE 

TerraPass'  Arnold 
claims  offsets  are 
helping  change 
companies'  behavior 


house-gas  reduction  t 
cleaner  fuel  allow* 
This  arrangement,  whi 
improved  air  quality 
Seattle,  wouldn't  ha 
occurred  without  the 
nancial  incentive  provi 
ed  by  Seattle  City  Ligh 
"Our  approach  initi; 
ly  was  very  strict,"  sa 
Corinne  Grande,  a  stra; 
gic  adviser  to  the  utili 
"The  project  would  or 
happen  if  the  check  car 
in  the  mail  from  us."  B 
Seattle  sought  to  offr 
hundreds  of  thousan 
of  tons  of  gas  a  year.  ""\ 
wanted  offsets  quick 
not  offsets  coming  10 
20  years  in  the  future 
Grande  says. 

City  officials  cull 
dozens  of  offers  frc 
various  middlemen.  St 
eral  factors  drew  arte 
tion  to  a  DuPont  proj< 
reducing  emissions  at 
Louisville  (Ky.)  plant  tr 
manufactures  the  refrii 
erant  Freon,  Grande  j 
calls.  DuPont  enjoyed 
strong  reputation  for  i 
ducing  greenhouse  gs 
es,  and  the  Louisville  plant  provided  t 
chance  to  buy  in  bulk.  Seattle  City  Lig 
purchased  its  largest  block  of  offsets 
2005  from  DuPont,  for  nearly  $600,0( 
The  300,000  tons  of  C02  reductions  wt 
enough  for  Seattle  to  claim  "net  zer 
emissions  for  its  utility,  with  plenty  1 
over  for  2006.  The  price,  at  only  $1. 
per  ton,  was  tiny  compared  with  that 
the  biodiesel  venture,  which  ran  as  hi 
as  $220.  » 

NO  DETAILS 

DuPONT  DESERVED  to  be  rewarded  i 
its  climate  efforts,  says  Grande,  the  2 
viser  to  Seattle  City  Light.  The  chemii 
company  "took  a  chance  on  doing  mc 
than  they  needed  to  do,"  she  adds. "  W< 
like  to  encourage  the  continued  destn 
tion  of  greenhouse  gases." 

But  Seattle's  offset  purchase  did 
prompt  the  cleanup  of  the  once-di; 
Louisville  plant.  DuPont  had  begun 
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Now,  the  #3  leader  in  North  American  heavy  freight  and  the 
#1  for  European  land  transport  offer  you  integrated  distribution 
across  the  Atlantic.  Good  for  your  business. 
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The  Environment  Global  Warmi 


searching  improvements  all  the  way 
back  in  1995  and  installed  a  more  en- 
vironmentally friendly  system  in  2000, 
five  years  before  Seattle  began  paying 
DuPont.  "We  would  have  continued 
with  these  emissions  reductions  any- 
way," says  Stephanie  Jacobson,  a  Du- 
Pont spokeswoman. 

In  a  legal  twist,  Washington's  state  Su- 
preme Court  ruled  earlier  this  year  that 
the  Seattle  utility  lacks  authority  to  use 
ratepayer  money  to  fight  global  warming. 
The  state  legislature  could  counteract 
that  decision,  but  meanwhile  the  future 
of  Seattle's  offset  program  is  uncertain. 

The  growing  green  marketplace  of- 

Where  Offsets 
Come  From 

Carbon  offsets  represent 
reductions  of  greenhouse 
gases  in  several  settings 


LANDFILLS  bum  off  methane 
generated  by  decomposing  trash  (right) 

WIND  VENTURES  produce  clean 
electricity  that  replaces  power 
from  fossil  fuels 

DAIRY  FARMS  convert  methane 
from  cow  manure  into  electricity 

FOREST  PROJECTS  plant  trees 
that  soak  up  carbon  dioxide 


fers  an  alternative  to  carbon  offsets 
known  as  renewable  energy  certificates, 
or  RECs.  When  RECs  work  properly, 
producers  of  wind-generated  power 
and  other  "renewable"  energy  sell  the 
certificates  as  a  way  of  promoting  the 
creation  of  additional  renewable  energy 
sources. 

One  RECs  buyer  is  Vail  Resorts,  which 
runs  ski  and  vacation  destinations  in  the 
West.  Vail  Resorts  declares  in  marketing 
material  that  it  is  now  "100%  powered 
by  wind."  But  this  claim  isn't  liter- 
ally correct.  Vail  Resorts  contemplated 
building  expensive  mountaintop  wind 
turbines  to  power  its  ski  lifts  and  other 
operations.  But  instead  it  decided  last 
year  to  enter  a  multiyear  agreement 
to  buy,  for  a  fraction  of  the  cost,  RECs 
representing  152,000  megawatt  hours 
of  wind-generated  electricity  each  year, 
equivalent  to  its  annual  use.  "We're 
in  the  travel  business,"  says  Rob  Katz, 
chief  executive  of  Vail  Resorts.  "We're 
not  in  the  elect  icity-generation  busi- 
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ness."  He  adds  that  even  if  his  bu 
ness  obtains  its  power  from  a  stands 
utility,  which  in  the  Rocky  Mountai 
means  relying  mostly  on  coal,  "we 
helping  to  push  forward  development 
new  wind  projects." 

Which  new  wind  projects?  Katz  se 
he  relies  on  a  broker  to  select  appropri; 
recipients.  His  broker,  Renewable  Cho 
Energy  of  Boulder,  Colo.,  declines 
identify  any  of  the  investments  it  mal 
on  behalf  of  Vail  Resorts  or  its  scores 
other  clients.  Neither  party  will  disci 
the  price  of  the  RECs.  What  Renewal 
Choice  will  say  is  that  the  RECs  it  bi 
and  sells  are  confirmed  by  the  Cen 
for  Resource  Solutions,  the  San  Frs 
cisco  nonprofit,  as  representing  pov 
not  counting  toward  any  governmt 
mandate  and  coming  from  projects  bi 
since  1997.  RECs  related  to  more  recen 
built  projects  are  thought  more  likely 
spark  development 
new  projects. 

Still,  this  kind  of ; 
cretiveness  provol 
skepticism.  "If  neitl 
a  seller  of  RECs  nor  t 
buyer  will  provide  a 
details  of  how,  exaci 
their  transaction  is 
ducing  carbon  em 
sions,  I  would  suspi 
it's  vaporware,"  S£ 
Randy  Udall,  direc 
of  the  Community  ( 
fice  for  Resource  ] 
ficiency,  an  Aspen  (Colo.)  nonprofit  tl 
promotes  renewable  energy. 

Some  developers  go  further,  scoffi 
at  the  basic  economics  of  RECs,  m< 
of  which  sell  for  $1  to  $3  per  megaw 
hour— a  small  fraction  of  what  wi 
projects  can  attract  in  federal  tax  in« 
tives.  Voluntary  REC  purchases  "; 
pure  corporate  marketing  and  ima^ 
management"  for  buyers,  says  Mi 
O'Sullivan,  senior  vice-president  for  c 
velopment  at  Juno  Beach  (Fla.)-bas 
FPL  Energy,  the  nation's  largest  dev 
oper  of  wind  power.  "The  econom 
of  our  wind  investments  have  to  wc 
without  the  green  credits." 

More  broadly,  the  proliferation 
suspect  RECs  and  offsets  may  persua 
consumers  and  businesses  that  preve 
ing  climate  change  comes  cheap,  S£ 
Anja  S.  Kollmuss,  outreach  coordina' 
of  the  Tufts  Climate  Initiative,  an  ad^ 
cacy  group  affiliated  with  Tufts  Univ 
sity.  "We  cannot  solve  the  climate  cri 
by  buying  offsets  and  claiming  to  be  < 
mate-neutral,"  she  adds.  "Nature  dc 
not  fall  for  accounting  schemes."  I 
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Marketing  Hotshots 


'A  McKinsey 
Of  Pop  Culture? 

Steve  Stoute  is  making  hot  sellers  out  of  cold  brands 
by  turning  execs  on  to  "the  tanning  of  America" 


BY  TOM  LOWRY 

EVERAL  MONTHS  INTO 
his  new  job  as  vice-pres- 
ident of  U.S.  marketing 
and  advertising  for  Gen- 
leral  Motors,  Mike  Jack- 
son came  to  the  conclu- 
sion that  the  automaker 
was  just  not  cool  enough.  Young,  urban 
trendsetters  on  the  East  and  West  Coasts 
were  not  paying  attention  to  GM's  cars. 
The  message  being  sent  to  consumers, 
Jackson  says,  was  all  wrong.  "We  wor- 
ried far  too  much  about  the  sheet  metal, 
color,  etc.,"  he  explains.  "What  we  really 
needed  to  worry  about  was  connecting 
emotionally  with  our  consumers."  So 
Jackson  picked  up  the  phone  last  spring 
and  called  Steve  Stoute. 

More  executives  overseeing  brands 
that  have  gone  stale  are  turning  to  the 
36-year-old  consultant  and  former  music 
executive  for  help.  Stoute's  agency,  Trans- 
lation Consultation  &  Brand  Imaging,  of- 
fers to  imbue  brands  with  a  combination 
of  hip-hop  ethos  and  practicality  to  help 
reposition  products,  from  Chevy  Impalas 
to  Crest  Whitestrips  to  Reese's  peanut 
butter  cups.  The  end  result  is  for  brands 
to  resonate  with  a  younger,  more  trendy 
audience.  Other  successful  entre- 
preneurs have  emerged  from  the 
hip-hop  scene,  such  as  Russell 
Simmons  and  Sean  "P.  Diddy" 
Combs,  to  help  put  urban  fashion 
and  lifestyle  into  the  mainstream. 
But  Stoute  is  more  closely  aligned 
with  a  new  guard  of  innovation 
consultants  providing  strate- 
gies that  go  beyond  tricked- out 
sneakers  and  jeans.  His  message: 
Companies  have  not  embraced 
the  changes  in  the  culture  to 
be  able  to  talk  to  a  new  gen- 
eration of  consumers.  "So  many 
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executives,"  says  Stoute,  "are 
lost  in  the  confines  of  their 
own  building."  Besides  GM, 
Stoute  has  successfully  taken 
his  mantra  to  clients  that  in- 
clude McDonald's,  Procter  & 
Gamble,  Hershey,  Microsoft, 
and  Estee  Lauder. 

Now  Stoute  seems  to  be  gaining  respect 
on  Madison  Avenue.  Interpublic  Group 
of  Companies  Inc.,  the  $6.2  billion-a- 
year  global  advertising  conglomerate,  is 
in  talks  with  Stoute  to  buy  a  majority  stake 
in  Translation,  say  sources  close  to  those 
talks.  If  the  deal  is  closed,  IPG  would  get 
schooled  on  Stoute's  approach  to  brands 
and  access  to  celebrities,  while  Transla- 
tion would  gain  entree  to  IPG's  large  cli- 
ent base  and  deeper  pockets. 

As  an  African  American  with  strong 
relationships  to  hip-hop  artists  (music 
icon  Jay-Z  is  a  good  friend  and  business 
partner),  Stoute  knows  how  easy  it  is 
to  pigeonhole  Translation  as  a  black  ad 
agency.  He  immodestly  characterizes 
his  firm  as  "a  McKinsey  of  pop  culture." 
By  that  he  means  that  Translation  is 
called  upon  by  companies  facing  stra- 
tegic challenges.  "These  are  companies 
who  know  they  have  to  take  advantage 
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So  many 
executives  are 
lost  in  the  confines  of 
their  own  building.55 

-Stoute's  message:  Companies  have  not 

embraced  the  changes  in  the  culture  to  be 

able  to  talk  to  a  new  generation  of  consumers 


of  global  trends,  but  at  t 
same  time  are  afraid  of  jec 
ardizing  core  businesse: 
says  Stoute.  "We  show  the 
how  to  walk  that  thin  line, 
often  comes  down  to  showi 
them  the  language  and  ton 
ity  needed  to  reach  consumers." 

But  Stoute  also  says  he's  helping  < 
ecutives  understand  a  phenomenon  tl 
he  refers  to  as  the  "tanning  of  Americ; 
It's  a  generation  of  black,  Latino,  aj 
white  consumers  who  have  the  san 
"mental  complexion,"  he  says,  based 
"shared  experiences  and  values."  R 
and  hip-hop,  starting  in  the  late  198 
when  white  suburban  kids  began  sm 
ping  up  music  by  mostly  inner-city  a> 
ists,  provided  the  first  glimpse  into  t)| 
shift.  "Rap  was  a  litmus  test  for  wh<t| 
the  culture  was  headed,"  he  says. 

To  connect  McDonald's  to  this  woi 

Stoute  helped  create  its  "I'm  lovin'  it" 

campaign  featuring  pop  star  Justin  Ti 

berlake.  That  was  relatively  easy.  To  1 

executives,  it  was  all  about  coming  up  w 

a  new  ad.  Stoute  has  encouraged  thi 

to  go  much  further  and  told  them  ti 

could  be  blowing  a  big  opportunity 

reaching  young  adults.  They  have  a  n 

lion-plus  young  people  work 

for  them  who  come  to  the  job  ev 

day  ashamed  of  what  they  w* 

wearing.  "The  uniforms  are  ugl 

says  Stoute.  "If  the  workers  w 

actually  proud  of  what  they  w 

wearing,  it  could  be  a  huge  opp 

tunity  to  promote  the  brand.  Th< 

kids  wouldn't  want  to  change  ai 

work  and  stuff  it  in  a  knapsack' 

Stoute  suggested  McDonal 

hire  top  designers  to  redo  1 

uniforms    under    urban-cenl 

brands  such  as  Sean  John,  I 

cawear,  FUBU,  American  Appa 


MUSIC  BIZ  VET  Stoute 

repeatedly  draws 
upon  his. strong  ties 
to  hip-hop  artists 
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and  Tommy  Hilfiger.  The  chain  is  consid- 
ering the  move.  "We  know  the  cutting 
edge  comes  from  the  African  American 
and  Hispanic  communities,"  says  Bill  La- 
mar, McDonald's  senior  vice-president  of 
marketing,  "but  then  crosses  all  people." 
Stoute  knows  those  communities  well. 
Raised  in  Queens,  N.Y.,  he  was  barely  out 
of  his  teens  when  he  became  a  road  man- 
ager for  rap  act  Kid  'n  Play.  He  would  go 
on  to  become  a  manager  for  rapper  Nas 
and  a  young  female  hip-hop  soul  singer 
named  Mary  J.  Blige,  now  one  of  the 
music  industry's  biggest  successes,  who 
won  three  Grammy  Awards  this  year. 
From  there,  Stoute  was  recruited  by  Sony 
Music  and  later  Interscope  Records  of 
the  Universal  Music  Group.  But  he  was 
becoming  fascinated  with  the  broader 
playing  field  of  brands.  He  left  music  to 
join  veteran  ad  man  Peter  Arnell  as  a 


rose  quickly,"  says  Fireman. 
"But  he  made  a  very  strong 
case  for  why  we  needed  to 
be  more  cosmopolitan."  The 
breakthrough  for  Stoute  was 
convincing  Reebok's  execu- 
tives that  you  couldn't  posi- 
tion the  sneakers  on  performance  capa- 
bilities. "Nike  had  that  locked  up,"  says 
Stoute.  "Instead,  they  needed  to  align  the 
brand  to  the  sound  and  rhythm  of  sports, 
with  fashion." 

'RETAIL  THEATER' 

FOLLOWING  THE  SALE  of  the  Arnell 
Group  to  ad  giant  Omnicom,  Stoute  in 
2004  launched  Translation  with  a  10% 
investment  from  his  old  employer,  Inter- 
scope Records.  Now  housed  in  the  pent- 
house of  a  12-story  Midtown  Manhattan 
building,  Translation  employs  nearly  50 
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BIOBOX   STEVE  STOUTE 


TITLE:  Chairman,  chief  creative 
officer,  Translation  Consultation 
&  Brand  Imaging. 

BORN:  June  26, 1970,  New  York. 

EDUCATION:  Attended  five 
colleges  in  two  years,  including 
Queens  College.  No  degree. 


FAMILY:  Single;  two-year-old 
daughter.  Parents  are  originally 
from  Trinidad  and  Tobago. 
Mother  is  a  retired  nurse,  father  a 
retired  marine  engineer. 

OTHER  BUSINESSES:  Majority 
owner  of  Carol's  Daughter,  a 
beauty  and  skin-care  company; 
owns  Zino  Platinum,  a  cigar  line 
in  partnership  with  Davidoff. 
Developing  a  line  of  sake. 

PASSIONS:  Video  games, 
especially  John  Madden  Football. 
Collects  old  video  game  consoles 
and  vintage  cell  phones. 

IF  HE  WASN'T  DOING  WHAT 
HE'S  DOING:  "I  would  love  to 
have  the  best  five-star  travel 
agency  in  the  world.  I'm  a  big  fan 
of  the  service  business.  Great 
customer  service  will  keep  you  in 
business  until  you  decide  to  stop 
caring  about  the  customer." 


NUMBER  OF  SUITS  HE  OWNS: 

40.  Armani  is  his  favorite 
designer.  Also  likes  Ralph 
Lauren's  Purple  Label. 

CAR:  "I  move  around  in  a  Cadillac 
Escalade." 

FAVORITE  MUSIC:  Loves  '80s 
R&B  and  late-'80s  hip-hop. 

MENTOR:  Jimmy  lovine, 
chairman  of  Interscope  Geffen 
A&M  Records,  for  whom  Stoute 
once  worked. 

BEST  ADVICE:  "Stop  playing  for 
the  wrong  audience." 

A  BRAND  HE  WOULD  LIKE  TO 

MAKE  OVER:  The  Internal 
Revenue  Service.  "The  IRS 
should  no  longer  hide  behind  the 
stick  and  allow  fear  to  dominate 
its  image.  There  is  an  opportunity 
to  illustrate  to  Americans  that  the 
IRS  is  of  value  to  them  in  ways 
both  societal  and  personal." 


partner  in  his  business,  the  Arnell  Group. 
At  Arnell  in  2003,  Stoute  worked  with 
Reebok,  at  the  time  a  stagnant  brand  that 
needed  to  revamp  its  image.  He  brokered 
Reebok's  ad  campaign  with  Jay-Z,  whose 
S.  Carter  Collection  by  Rbk  (Jay-Z's  real 
name  is  Shawn  Carter)  made  Reebok  a 
big  hit  on  city  streets.  "Steve  was  very 
good  at  getting  our  whole  organization 
to  buy  in  on  this  new  direction,"  says 
former  Reebok  CEO  Paul  Fireman,  who 
worked  closely  with  Stoute  to  revive  the 
brand.  There  was  resistance  from  the 
organization.  "Sometimes  the  fear  factor 


people.  Stoute  has  his  own  method  for 
keeping  in  touch  with  contemporary  cul- 
ture. He  frequently  invites  his  cohorts  to 
join  him  for  what  he  calls  "retail  theater." 
He  loves  going  to  department  stores  and 
malls  to  watch  people.  "I  like  to  see  how 
they  touch  fabric,  or  view  a  display,"  he 
says.  "Or  listen  to  what  they  say  to  their 
husbands.  For  me,  it  is  more  fun  than  go- 
ing to  the  movies." 

Stoute  works  most  closely  with  two  top 
deputies.  Charles  Wright,  Translation's 
chief  strategy  officer,  spent  seven  years  in 
marketing  and  product  management  at 


major  record  labels  inclu 
Motown  and  Virgin.  Stout 
other  deputy  is  Vice-Preside 
for  Strategy  John  McBride, 
industrial  designer  by  traini 
who  last  worked  as  a  reseai 
scientist  and  project  direc 
in  Eastman  Kodak's  innovation  hub. 

Once  a  client  hires  them,  Stou 
Wright,  and  McBride  often  brainsto 
ideas  early  on  with  sketches,  music,  a 
video  clips.  When  Hewlett-Packard  ( 
came  calling  three  years  ago,  the  ch 
lenge  was  to  create  HP  brand  awarem 
in  the  home  entertainment  area.  Co 
pared  with  slick  products  from  Apple  a 
Sony,  says  McBride,  HP  wasn't  regard 
as  a  real  player,  making  it  hard  for  t 
PC  maker  to  claim  "we're  cool,  too." 
Translation  started  by  signing  Gwen  S 
fani  to  sing  her  hit  Hollaback  Girl  to  hi 
promote  digital  cameras.  Mi 
recently,  during  HP's  "T 
Computer  Is  Personal  Agai 
campaign,  Stoute  once  ag; 
called  on  Jay-Z,  who  help 
launch  ads  in  which  the  rap{ 
is  heard  but  his  face  is  ne* 
seen.  That  helped  give  HP  i 
lebrity  appeal,  says  McBride 
Still,  not  all  of  Stout 
ideas  fly.  Some  compan 
view  them  as  just  too  far  o 
When  he  tried  to  help  ( 
ors  overhaul  its  brand, 
suggested  less  emphasis 
the  brand's  "rugged"  ima 
or  its  brewing  processes 
more  effort  to  create  a  n 
high-end  aura.  Says  Sto 
"We  were  attempting  to  rm 
Coors  an  arbiter  in  the  rena 
sance  of  sophisticated  bi 
drinking."  The  pitch  make 
But  Stoute's  most  imp* 
tant  test  will  be  changi 
perceptions  about  GM.  T 
assignment  is  to  help  t 
carmaker  increase  awarem 
for  its  models  among  a  grc 
ing  and  influential  buyer  group,  1 
to  34-year-olds  who  live  in  clustei 
metro  areas  on  the  coasts  and  alo 
the  perimeter  of  the  southern  C 
The  task  is  to  get  them  to  think  abe 
GM  the  way  they  were  already  thii 
ing  about  Toyota  and  other  Japan* 
models.  The  mandate,  says  Stoute,  v 
"to  think  of  ways  to  spark  contagic 
consumer  behavior." 

So  far,  Translation  has  helped  GM 
redeploy  Tiger  Woods  from  the  Bu 
brand  to  what  Stoute  believes  is  a  mi 
convincing  role,  as  a  spokesman  for  al 
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PLAYBOOK:  BEST  PRACTICE  IDEAS 


Putting 
The  Cool  in 
Your  Brand 

How  Steve  Stoute  helps 
companies  connect  with 
young,  urban  trendsetters: 


Be 
Truthful 

That  means  being  authentic.  It's 
not  enough  to  be  up-front  about 
product  claims.  If  you  want  to 
thrive  in  pop  culture,  you  have 
to  watch  more  TV,  listen  to 
more  music,  and  spend  less 
time  on  the  golf  course. 


Stop 
Over-Branding 

The  more  you  push  to  have  your 
brand  become  bigger  than  it 
needs  to  be,  the  less  it  will 
matter  to  the  consumer.  Think 
of  more  clever  ways  to  position 
your  brand  than  through  a 
proliferation  of  logos  and 
wall-to-wall  media. 


It's  Not  the  iPod, 
It's  the  iProcess 

Apple's  genius  device  offers 
important  lessons.  What  the 
iPod  really  represents  is 
simplicity  and  functional 
minimalism.  Take  a  cue: 
Communicate  your  brand  with 
as  few  words  as  possible. 


the  spread  of  catered  food  w 
surfing  star  Laird  Hamill 
and  model  and  actress  Cam 
Electra.  GM's  marketing  ch 
Jackson  gushed  that  the  gla 
orous  scene  had  just  the  kinc 
glitzy  excitement  he  had  hor. 
would  envelop  GM  when 
hired  Stoute. 


Listen  to 

Your  Colleagues 

Your  workforce  is  also  your 
consumer.  If  they  don't  believe 
in  your  brand,  then  you  face  an 
uphill  battle  getting  consumers 
to  believe.  They  know  if  your 
product  is  good,  if  the  creative 
is  good,  and  if  they  are  moved. 
Is  it  good?  Prove  it  to  them  first. 


Take  Your 
Teenager  Shopping 

No  one  knows  the  future, 
but  teens  are  more  perceptive 
than  most.  If  you  spend  time 
observing  them,  you'll 
understand  your  brand's 
strengths  and  weaknesses. 
Remember,  your  kid  can  help. 


GM.  "Tiger  and  GM  share  similar  values 
of  integrity  and,  most  importandy,  diver- 
sity," he  says.  Stoute  also  connected  GM 
with  Jay-Z  on  Jay-Z  Blue,  a  branded,  lav- 
ender-tinted, electric  blue  that  will  be 
available  on  the  GMC  Yukon.  Translation 
is  also  creating  a  campaign  for  the  reis- 
sue of  the  Camaro,  the  iconic  1970s  mus- 
cle car.  Stoute  is  talking  with  the  adver- 
tising agencies  responsible  for  all  GM 
models  about  marketing  alternatives, 
such  as  social  media,  that  go  beyond  tra- 
ditional TV  and  print  outlets. 

It's  still  too  early  to  tell  if  GM  is  reach- 
ing new  consumers.  Unsurprisingly, 
Stoute  believes  the  results  so  far  are 
positive.  Look  no  further,  he  says,  than 


the  January  debut  of  Jay-Z  Blue.  From 
Detroit  to  Beijing,  the  news  was  fea- 
tured on  the  front  pages  of  26  national 
and  international  Sunday  papers. 

On  the  night  of  the  premiere  of  Jay-Z 
Blue,  Stoute  was  in  Detroit  backstage 
in  a  green  room.  He  had  flown  in  from 
New  York  with  Jay-Z  to  introduce  the 
color  and  help  kick  off  a  GM-sponsored 
fashion  show  of  cars  and  celebrities, 
the  first  of  its  kind  for  the  automaker. 
As  Stoute  sipped  a  Budweiser  in  a 
large,  heated  tent  erected  for  the  event 
not  far  from  GM's  headquarters,  he 
mingled  with  supermodel  Petra  Nem- 
cova,  actor  Christian  Slater,  and  Oscar 
winner  Jennifer  Hudson.  Not  far  from 


FEELING  CHEVY 

SINCE  THAT  BIG  NIGHT,  StO" 
has  focused  most  intently 
the  stodgy  Chevrolet  braii 
The  challenge  was  to  ma 
Chevys  more  appealing  to  th( 
with  "a  metro  mindset,  that  j 
year-old  independent-thinki 
person,"  says  Ed  Peper,  gene 
manager  of  Chevrolet.  "One 
the  first  things  Steve  asked 
was:  'Do  you  know  that  th 
have  been  700  songs  writt 
about  Chevy?  Why  aren't  y 
leveraging  that?'"  It  beca:i 
abundantly  clear  to  Peper  tl 
Chevy  hadn't  done  enough  to  ma: 
its  brand  with  music.  So  Stoute  si 
gested  bringing  in  Grammy-winni 
hip-hopper  T.I.  to  help  sell  the  Imps 
An  ad  campaign  featuring  T.I.'s  soi 
Top  Back  first  aired  on  MTV  and  Bhi 
Entertainment  Television  in  early  F( 
ruary.  Chevy,  in  turn,  sponsored  T. 
latest  music  video.  T.I.  appears 
another  spot  that  GM  is  calling  "Ai 
We  Got  Love,"  which  launched  duri 
the  Super  Bowl.  The  spot  also  featu 
Mary  J.  Blige,  Dale  Earnhardt  Jr.,  a 
a  group  of  regular  folks  fawning  o1 
their  cars.  "It's  damn  near  an  emoti 
driving  a  Chevy,"  says  Stoute.  1 
want  people  to  feel  that."  ■ 


li 

eel 

101 


Innovative  IT  helps  illycaffe  keep  the  coffee  flowing 
to  over  130  countries. 

Simplified  IT  management:  the  sweet  smell  of  success. 

As  illycaffe's  sales  grew,  so  did  its  IT  environment  — but  not  its  IT  budget.  CA  software  solutions  enabled  illycaffe  to  accommodate  this 
growth  by  unifying  the  assets  it  already  had.  Automated  processes  boost  productivity  while  managing  costs.  Operational  efficiency  is 
increased  without  adding  staff.  And  illycaffe  gets  maximum  business  value  from  its  IT  investment  — which  keeps  the  espresso  flowing 
around  the  world  24/7.  Learn  how  CA  software  solutions  enable  enterprises  like  illycaffe  to  realize 
the  full  power  of  IT  at  ca.com/customers. 
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Cloning 


Little  Dogies, 
pig  Controversy 

i  teef  from  Scott  Simplot's  cloned  cattle  could 
oon  be  on  the  menu  if  the  FDA  says  O.K. 


i  PALLAVI  GOGOI 

T'S  A  COLD  FEBRUARY  MORN- 
ing,  and  a  thin  layer  of  snow  covers 
the  ground  at  the  Simplot  ranch 
in  Grand  View,  Idaho,  about  an 
hour  south  of  Boise.  Scott  R.  Sim- 
plot  drives  out  to  one  of  his  nearby 
fields  to  see  the  cows  giving  birth. 
a  the  windswept  plain,  the  tall,  wiry 
)-year-old  asks  a  ranch  hand  how  the 
:w  calves  are  doing.  He  smiles  when  he 
;ars  that  the  first  26  calves  weigh  in  at 
>out  average  for  the  breed,  78  pounds 
.ch.  But  these  are  no  ordinary  calves— 
ey  are  the  offspring  of  clones.  "Great 
;ws,"  says  Simplot. 

This  is  the  beginning  of  a  grand  ex- 
Timent  at  J.R.  Simplot  Co.,  one  of  the 
rgest  privately  owned  companies  in 


the  U.S.  Founded  by  Scott's  father  in 
1923,  it  produces  food,  fertilizer,  and 
livestock  and  is  one  of  the  first  large 
beef-producing  companies  anywhere  to 
clone  cattle  and  breed  them  on  a  com- 
mercial scale.  Neither  clones  nor  their 
nonclone  offspring  are  in  the  food- dis- 
tribution system  now.  But  if  the  Food  & 
Drug  Administration  gives  its  approval, 
as  expected,  Simplot  plans  to  bring  beef 
from  the  offspring  to  market  by  next 
year.  No  other  company  has  been  nearly 
as  aggressive  in  this  controversial  arena. 
"Simplot  is  a  pioneer  in  many  senses," 
says  Michael  MacNeil,  a  research  geneti- 
cist at  the  Agriculture  Dept.'s  research 
service  in  Miles  City,  Mont. 

The  cloning  effort  is  spearheaded  by 
Scott,  the  youngest  son  of  John  Richard 


Simplot,  now  98,  one     PROUD  PAPA 

of  America's  legend-    Simplot's  ranch 
ary  entrepreneurs.  J.R.    has  cloned  22 
was  an  eighth-grade    head  of  cattle 
dropout  who  left  home    overfour  years 
in  the  early  1920s  at    ^™^™ 
the  age  of  14  to  set  up  his  own  pig  farm— 
the  first  step  to  becoming  a  billionaire 
potato  baron.  Scott's  personality  is  in 
striking  contrast  to  that  of  his  hard-driv- 
ing dad.  Unassuming,  with  a  thoughtful, 
almost  professorial  air,  he  holds  an  MBA 
from  the  University  of  Pennsylvania's 
Wharton  School.  Scott  chafed  under  his 
father's  strict  hand  and  ran  away  repeat- 
edly in  his  youth,  but  he  clearly  inherited 
some  of  his  father's  drive.  "I  guess  we  do 
share  the  same  DNA,"  concedes  Scott, 
who  is  now  chairman  of  J.R.  Simplot. 

WAVES  OF  PROTEST 

BECAUSE  HE  HAS  invested  energy  and 
money  in  cloning,  Scott  is  in  the  cross- 
hairs of  a  national  debate.  Ever  since 
Dolly  the  sheep  was  cloned  in  1997, 
people  have  debated  the  promise  and  pit- 
falls of  trying  to  create  genetic  copies  of 
animals.  The  controversy  was  reignited 
last  December  when  the  FDA  issued  a 
preliminary  report  concluding  that  meat 
and  milk  from  clones  are  safe  for  con- 
sumption, opening  the  door  for  commer- 
cial sales.  The  FDA  has  asked  for  public 
comment  on  the  issue  through  Apr.  2, 
but  it  appears  likely  the  agency  will  give 
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final  approval  by  the  end  of  this  year. 

That  prospect  has  set  off  waves  of 
complaints.  In  February  about  100  pro- 
testers marched  outside  the  U.S.  Capi- 
tol, some  dressed  in  cow  costumes  and 
chanting  "Cloney  Baloney."  Their  main 
demand  is  that  meat  and  milk  from 
clones  be  labeled  as  such.  "Consumers 
have  a  right  to  know  what's  in  their 
food,"  says  Jerry  Greenfield,  co-founder 
of  Ben  &  Jerry's  Homemade  ice  cream, 
who  was  at  the  protest.  The  Consumer 
Federation  of  America  and  the  National 
Farmers  Union  also  joined  the  outcry.  Su- 
permarket chains  such  as  Whole  Foods 
Market  and  Wild  Oats  Markets  say  they 
won't  carry  meat  or 
milk  from  clones,  and 
milk  processors  Dean 
Foods  and  Organic 
Valley  Family  of  Farms 
insist  they  won't  use 
cloning  in  their  pro- 
duction, either. 

This  mystifies  Scott 
Simplot.  Cloning,  he 
says,  is  just  another 
kind  of  technological 
advance,  like  fertiliz- 
er, that  we  should  be 
using  to  full  advan- 
tage. He  also  objects 
to  the  idea  of  labeling  food  products  from 
clones  since  that  will  kill  the  business  be- 
fore it  starts.  "The  people  who  are  having 
a  fit  over  this  are  using  technology  every 
day  in  their  lives,"  he  says. 


J.R.  AND  SCOTT  CIRCA  1964 


FRIES  AND  CHIPS 

TECHNOLOGY  IS  practically  a  religion 
to  the  Simplots.  In  1941,  J.R.  bought  a 
dehydrating  machine,  leading  to  his  first 
big  sale  to  the  U.S.  military:  millions  of 
pounds  of  dehydrated  potatoes  and  on- 
ions during  World  War  II.  In  1953  he  de- 
veloped the  frozen  French  fry  and  became 
the  largest  supplier  of  fries  to  McDonald's 
Corp.  Scott  is  following  the  same  path  as 
his  father.  Starting  in  1980  he  persuaded 
J.R.  to  put  $18  million  into  semiconductor 
maker  Micron  Technology.  The  value  of 
that  stake  soared  to  more  than  $1  billion. 
Excitement  over  cloning  today  reminds 
him  of  the  early  days  of  computer  chips. 
"There  was  a  feeling  that  great  things 
were  going  to  happen,"  he  says. 

On  this  chilly  morning,  Scott  steers 
his  white  Jeep  Cherokee  south  out  of 
the  ranch  to  show  off  the  high-desert 
landscape  where  his  cattle  graze  year- 
round.  Vegetation  is  sparse,  and  steam 
rises  from  the  ground  in  spots,  signs  of 
hot  springs  nearby.  The  Simplot  family 
is  one  of  the  largest  private  landowners 
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BIO  BOX  SCOTT  SIMPLOT 


BORN  Oct.  11, 1946,  Boise,  Idaho. 

LINEAGE  Youngest  son  of  Idaho  potato  baron  J.R. 
Simplot,  a  self-made  billionaire.  J.R.'s  "do  it  because 
I  told  you  to"  style  caused  Scott's  two  older  brothers  to 
rebel  and  reject  their  father's  business. 

CHILDHOOD  When  he  was  12  and  13,  Scott  spent 
summers  herding  cattle  on  the  open  plains  with  company 
cowboys.  The  next  year  he  worked  on  the  family  ranch, 
filling  cattle  and  horse  troughs  with  water  and  feed,  baling 
hay,  and  building  fences.  In  high  school  he  ran  away  from 
home  repeatedly,  once  driving  all  the  way  to  California. 

EDUCATION  BS,  University  of  Idaho;  MBA,  Wharton  School. 

FAMILY:  Lives  with  his  second  wife,  Maggie;  two 

daughters  from  his 
first  marriage;  and 
two  granddaughters. 

INTERESTS  Meteor 
craters,  especially  a 
giant  one  near 
Beaverhead,  Idaho, 
that  measures  about 
90  miles  in  diameter. 

ZEAL  Believes 
technology  makes 
great  things  happen. 
Besides  cloning,  he's 
using  genetics  to 
create  potatoes  that 
yield  healthier  French  fries  and  is  backing  a  Taiwan 
company  that  sells  energy-saving  lightbulbs  in  China. 


in  the  country,  with  about  270,000  acres 
stretching  from  southern  Idaho  down  to 
Nevada.  "Our  cows  fend  for  themselves 
out  here,"  he  says.  "They  calve  here  and 
walk  miles  foraging  for  food.  They  have 
to  work  hard  for  a  living." 

During  a  drive  to  Bruneau  Canyon, 
clouds  swoop  in,  and  the  Jeep  is  quickly 
surrounded  by  lightning  and  thunder- 
claps. A  hailstorm  leaves  the  road  cov- 
ered in  a  glistening  white  carpet,  and 
then  the  sun  breaks  through  the  clouds. 
At  times,  Simplot  stops  the  truck  to  look 
at  the  brands  on  the  snow- covered  cows 
to  see  whether  they  belong  to  any  of  the 
family's  16  ranches.  He  tells  the  story  of  a 
cow  named  Bruneau  that  stayed  healthy 
for  17  years,  unusually  long  for  a  ranch 
cow,  and  had  13  calves,  more  than  twice 
the  typical  number.  Her  ability  to  thrive 
in  rough  country  impressed  Simplot— so 
he  cloned  her.  "The  miracle  is  that  nature 
has  preselected  her,  and  now  we  can  re- 
produce her,  something  we  couldn't  have 
done  before,"  he  explains. 

Over  the  past  four  years,  Simplot's  crew 
has  cloned  22  head  of  cattle.  They  take 
cells  from  donor  animals,  fuse  them  with 
eggs  that  have  been  stripped  of  genetic 


material,  and  place  the  ei 
bryos  in  cows.  The  calv 
are  born  after  the  usual  nil 
months  and  are  geneticaj 
identical  to  their  donors 

Sounds  simple  enoug 
but  cloning  is  no  trivi 
task,  with  a  success  ra 
of  about  17%  at  best.  Eai 
clone  costs  about  $16,0( 
to  produce,  so  cows  ai 
bulls  are  selected  for  tra 
that  are  particularly  impc 
tant— one  is  cloned  becau 
it  produces  double  the  us 
al  2,300  gallons  of  milk 
year,  another  because  of 
high-grade  meat,  with  pie 
ty  of  marbling  within  lei 
muscle.  The  clones  of  the 
animals  are  then  bred  wi 
ordinary  cattle  to  produ 
as  many  calves  as  possib 
Today  the  ranch  is  expet 
ing  close  to  100  offsprii 
from  two  male  clones  br 
to  uncloned  females. 

Clearly,  Simplot  is  ta 
ing  a  huge  gamble.  If  pr 
testers  gain  traction  ai 
the  FDA  rejects  food  fro 
clones,  his  investment  vv 
be  wiped  out.  Even  if  su 
products  are  approved,  ] 
beling  of  cloned  meat  ai 
milk  could  make  them  a  difficult  st 
Politicians  are  already  lining  up  agair 
cloning.  "The  American  people  doi 
want  this.  They  find  it  repugnant,"  sa. 
Senator  Barbara  A.  Mikulski  (D-Mc 
who  has  introduced  a  bill  called  t 
Cloned  Food  Labeling  Act. 

One  common  criticism  is  that  the  s 
ence  is  still  new— the  first  cow  was  clon 
in  1999.  And  animal  rights  advocates  coi 
plain  that  clones  can  be  deformed  and  oft 
die  at  birth.  In  any  case,  polls  suggest  m< 
consumers  plan  to  steer  clear  of  clones.  T 
Gallup  Organization  reports  that  over  6: 
of  Americans  think  if  s  immoral  to  clo 
animals.  The  Pew  Initiative  on  Food  &  B 
technology  found  that  a  similar  major 
say  they  won't  buy  cloned  milk  even  if  t 
FDA  approves.  But  Scott  stands  firm  in  1 
belief  that  we  are  at  the  dawn  of  a  new  e 
one  with  stronger  animals  that  prodi 
better  food. "  It  would  be  a  travesty  for  us 
know  as  much  as  we  do,"  he  says,  "and  i 
be  able  to  bring  it  to  the  table."  ■ 


BusinessWeek  .com 


ONLINE:  For  a  debate  on  the  pros  and  cons 
of  cloned  foods,  go  to  www.businessweek.com/ 
go/07/clones 
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Gambling 


Parlaying  Casinos 
Into  Empires 

Why  Indian  expansion  beyond  gaming 
is  triggering  a  backlash  on  Main  Street 


BY  CHRISTOPHER  PALMERI 

TWENTY-THREE  BILLION 
dollars.  That's  what  Indian 
casinos  rake  in  each  year, 
according  to  the  National 
Indian  Gaming  Commis- 
sion. That' s  more  than  the 
gambling  revenues  of  Ne- 
vada and  New  Jersey  combined.  And  if  s 
the  kind  of  money  that  buys  a  lot  of  com- 
mercial and  political  clout.  "We're  creating 
such  opportunity,"  says  Ray  Halbritter, 
chief  executive  of  the  Oneida  Indian  Na- 
tion of  New  York,  whose  Turning  Stone 
Resort  &  Casino  near  Syracuse  generates 
some  $100  million  in  gross  annual  profit. 
Tribes  with  gambling  operations  are 
expanding  fast,  and  they're  moving  into 
an  astounding  variety  of  businesses.  To 
name  a  few:  banks,  shopping  malls,  a 
women's  basketball  team,  a  mutual  fund, 
and  big  brand-name  companies  like  the 
Hard  Rock  International  Inc.  chain  of 
cafes,  hotels,  and  casinos. 

Wall  Street  is  all  over  this.  The  likes  of 
Wells  Fargo,  CIBC  World  Markets,  and 
Bank  of  America  are  all  raising  debt 
for  the  tribes.  In  February  the  chiefs 
and  their  financiers,  lawyers,  and  political 
consultants  met  at  the  Venetian  Resort 
Hotel  Casino  in  Las  Vegas  for  the  semi- 
annual National  Native  American  Finance 
Conference.  There  they  talked  shop  and 
discussed  various  controversies  bubbling 
up  as  the  tribes  move  beyond  gaming. 

Indian  commercial  expansion  is 
stirring  up  some  ill  will  on  Main  Street. 
Because  tribes  are  considered  sovereign 
nations,  they  can  operate  businesses 
on  their  land  without  adhering  to  the 
same  legal,  tax,  and  regulatory  rules  as 
nontribal  businesses  next  door.  What's 
stirring  much  of  the  controversy  is  the 
tribes'  practice  of  buying  up  land  and 
asking  the  feds  to  put  it  "in  trust," 
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which  effectively  means  extending  tribal 
sovereignty  over  it.  Not  only  does  that 
take  the  land  off  local  tax  rolls,  critics  say, 
it  gives  the  tribes  an  unfair  advantage 
over  mainstream  business.  In  towns  near 
reservations,  there  are  increasing  calls  for 
Indians  to  operate  on  the  same  playing 
field  as  everyone  else. 

So  far,  the  Indians  are  mostly  competing 
with  small  businesses— gasoline  sellers, 
B&Bs,  convenience  stores.  But  the  Hard 
Rock  deal  reveals  larger  ambitions.  And  it 
may  not  be  long  before  Indian  sovereignty 
becomes  a  bigger  issue  for  the  restaurant, 
hospitality,  and  even  manufacturing 
industries.  Observes  John  W  Kindt,  a 
professor  of  business  administration  at 
the  University  of  Illinois  who  has  testified 
against  so-called  reservation  shopping 
before  Congress:  "All  bets  are  off  when 
businesses  compete  with  tribes." 


The  tribes  see  in  their  newfound  clout 

id  wealth  just  desserts  for  historical 

rongs.  They  are  using  their  power  to 

claim  territory  they  believe  is  rightfully 

teirs.  And  they  aren't  shy  about  lobbying 

Washington  to  protect  billions  in  federal 

d  and  the  right  to  operate  in  accordance 

ith  their  own  laws  and  regulations.  Last 

:ar,  according  to  the  nonprofit  Center  for 

lesponsive  Politics,  the  tribes  contributed 

■7.4     million     to     national     election 

Ikmpaigns.  The  tobacco  industry  gave 

|  alf  as  much.  Tribal  Representative  Max 

t  sceola  Jr.  summed  up  the  tribal  Zeitgeist 

:  i  New  York's  Times  Square  in  December 

hen  he  announced  the  Seminoles'  Hard 

ockdeal:  "Our  ancestors  sold  Manhattan 

for  trinkets,"   he 


MINOLE PROPERTY 

he  tribe  has 
ig  plans  for  the 
ard  Rock  brand 


said.  "We're  going 
to  buy  Manhattan 
back,  one  burger 
at  a  time." 
The     Indians 


have  been  acquiring  mainstream 
companies  for  a  while.  But  nothing  on 
the  scale  of  Hard  Rock.  The  Seminole 
Tribe  of  Florida,  destitute  as  recendy 
as  the  1980s,  paid  $965  million  for  the 
company's  global  operations.  In  early 
March,  the  Seminoles  raised  $1.2  billion 
to  complete  the  deal  and  restructure 
existing  debt.  Merrill  Lynch  &  Co.  raised 
the  money,  and  Piper  Jaffray  &  Co. 
provided  financial  advice. 

Over  the  next  few  years  the  tribe  aims 
to  open  Hard  Rock  theme  parks,  casinos, 
and  eateries  from  Myrtle  Beach,  S.C.,  to 
Macao.  One  possibility:  expanding  onto 
other  tribes'  land.  "If  s  not  only  the  largest 
deal  an  Indian  tribe  has  done,  it's  one  of 
the  largest  in  the  gaming  industry,"  says 
Jeffrey  Carey,  a  Merrill  Lynch  investment 
banker  who  worked  on  the  deal.  "It 
represents  a  change  in  the  balance  of 
power  in  Indian  country." 

The  Hard  Rock  acquisition  is  notable 


not  only  for  its  size  and  ambition.  If  s  also 
one  of  the  few  Indian  companies  that 
will  operate  as  a  taxpaying  corporation. 
Yes,  the  Seminoles'  seven  Florida  casinos 
generate  the  tax-free  money  that  will  help 
pay  the  interest  on  the  debt.  But  the  tribe 
can't  very  well  claim  sovereignty  for  Hard 
Rock  properties  when  they're  located  in 
places  like  New  Orleans'  French  Quarter, 
where  Indians  have  no  historic  claim. 

Most  tribes,  though,  are  happy  to  use 
sovereignty  to  further  their  business 
ambitions.  Case  in  point:  the  Chickasaw 
Nation  of  Oklahoma.  Along  with  foreign 
partners,  it  aims  to  play  a  role  in  the 
resurrection  of  the  MG,  the  iconic  British 
sports  car.  The  tribe  has  tied  up  with 
China's  Nanjing  Automobile  Group, 
which  owns  the  MG  brand.  Last  year 
the  Chickasaws  bought  25%  of  a  675- 
acre  industrial  park  in  Ardmore,  Okla.— 
land  that  was  once  theirs.  By  fall,  2008, 
they  hope  to  start  building  the  MG  TF 
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coupe,  with  parts  made  in  Nanjing  and 
Birmingham,  England. 

The  tribe  has  applied  to  the  Bureau 
of  Indian  Affairs  to  put  its  land  in  trust. 
That  way  they  won't  have  to  pay  property 
tax  or  inventory  taxes  on  the  parts  flown 
in.  Also,  because  the  Internal  Revenue 
Service  allows  investors  operating  on 
Indian  land  to  accelerate  the  depreciation 
of  investments,  the  Chickasaws'  partners 
will  benefit,  too.  The  state's  economic 
officials  are  backing  the  tribe  because 
the  project  is  expected  to  create  500 
jobs— mostly  for  non-Indians. 

'WE  JUST  COULDN'T  COMPETE' 

BUT  INCREASINGLY  the  tribes  are  at  log- 
gerheads with  their  home  counties  and 
states,  which  have  been  going  to  court  to 
fight  Indian  attempts  to  take  large  tracts 
of  land  off  local  tax  rolls.  One  of  the  legal 
epicenters  is  central  New  York.  There 
the  Oneidas  have  parlayed  the  proceeds 
from  their  Turning  Stone  casino  into 
five  golf  courses,  two  marinas,  over  700 
hotel  rooms,  an  RV  park,  an  animation 
production  company,  a  national  weekly 
newspaper  called  Indian  Country  Today, 
and  a  string  of  gas  stations. 

In  some  cases,  the  Oneidas'  expansion 


A  New 
Stack  of 

Chips 

Gambling  has  been  a 
huge  revenue  source  for 
many  Indian  tribes,  but 
some  are  looking  beyond 
casinos  to  all  kinds  of 
new  investments. 


has  helped  drive  traffic  to  nontribal 
businesses.  In  others,  say  locals,  the 
tribe's  actions  have  put  rivals  in  jeopardy. 
Fastrac  Markets,  a  chain  of  convenience 
stores,  found  itself  unable  to  compete 
with  Oneida  gas  stations  selling  cigarettes 
and  gasoline  tax-free.  After  sales  dropped 
by  half  at  some  locations,  it  says,  Fastrac 
decided  to  sell  four  stations  to  the  tribe. 
"Nobody  likes  to  raise  the  white  flag,"  says 
Fastrac's  vice-president  for  sales,  John  D. 
Lytwynec.  "We  just  couldn't  compete." 

In  recent  years  the  Oneidas  have 
bought  up  17,000  acres  within  a  10-mile 
radius  of  the  original  reservation.  They  are 
opening  hotels  and  convenience  stores, 
and  declining  to  pay  taxes.  The  local 
authorities,  fearful  of  losing  much-needed 
revenue,  have  taken  the  tribe  to  court.  In 
2005  the  U.S.  Supreme  Court  ruled  that 
the  Oneidas  had  to  pay  property  tax  on 
land  they  had  acquired  in  Sherrill,  N.Y., 
a  hamlet  of  some  3,000  people  about  five 
miles  from  the  casino. 

Now  the  tribe  is  asking  the  Bureau  of 
Indian  Affairs  to  put  all  the  newly  acquired 
land  in  trust  Oneida  and  Madison  Counties 
oppose  that.  But  the  BIA's  new  chief,  Carl 
Artman,  an  Oneida  from  Wisconsin  who 
was  named  to  the  post  on  Mar.  6,  has 
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vowed  to  approve  quickly  some  2,000  Ian 
in-trust  applications.  (A  spokesperson  sa 
Artman  will  recuse  himself  from  decisio  I 
involving  Oneidas.) 

Local     businesses     complain     thj 
Congress  isn't  doing  enough  to  restraj 
the    tribes'    power.    Dan    Gilligan 
president  of  the  Petroleum  Marketd 
Assn.,  which  represents  gas  stations.  ]  | 
has  tried  for  years  to  get  Congress 
pass  a  law  forcing  tribes  to  pay  the  sar  I 
state  gasoline  taxes  as  other  operate 
"Congress  didn't  want  to  tackle  a 
Native  American  issues,"  he  says.  "The  fl 
are  very  few  entities  that  raise  mc| 
political  money  than  Native  American; 

Oneida  Chief  Executive  Halbritll 
says  it's  important  to  remember  h(l 
much  tribal  businesses  help  local  a: 
regional  economies.  He  adds  that  grip! 
about  unfair  competition  are  sour  grap  I 
from  businesses  that  would  have  fail  J 
anyway.  Halbritter  also  notes  that  lo<| 
governments  often  extend  tax  breal 
to  lure  new  businesses  that  create  joll 
"For  all  the  years  we  lived  in  pover 
we  had  no  complaints,"  he  says,  "una 
we  got  successful."  Still,  the  tribes  ft  I 
themselves  under  increasing  pressure  j 
operate  just  like  everyone  else.  ■ 


TOURIST 
ATTRACTIONS 

Arizona's  Hualapai  Indians  are 
opening  a  glass-bottomed  skywalk* 
that  juts  70  feet  into  the  Grand 
Canyon  on  their  portion  of  the 
canyon's  western  rim.  Admission: 
$25.  The  development  has  angerei 
nature  lovers  who  would 
prefer  not  to  see  the  canyon  spoilec 
Former  astronaut 

Buzz  Aldrin  will  take  the  first  steps ; 
on  Mar.  20. 
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THEME 
RESTAURANTS 

The  Seminole  Tribe  of  Florida 
agreed  to  pay  $965  million 
to  purchase  the  Hard  Rock 
restaurant  chain  in  December, 
complementing  their  two 
wildly  successful  Hard  Rock 
casinos.  The  tribe  will 
run  it  as  a  taxpaying 
corporation.  Announcing 
the  deal  in  New  York's  Times 
Square,  tribal  representative 
Max  Osceola  Jr.  said:  "We  are 
going  to  buy  Manhattan  back, 
one  burger  at  a  time." 


SPORTS  CARS 

Oklahoma's  Chickasaw  Nation  hopes  to  resurrect  the  MG  sports  ca 
in  a  partnership  with  China's  Nanjing  Automobile  Group.  The  tribe 
has  purchased  a  quarter  of  an  industrial  park  and  applied  to  put 
it  in  federal  trust.  By  locating  on  Indian  land,  the  enterprise  avoids  \ 
property  and  inventory  taxes  and  can  accelerate  depreciation  of  its  I 
investment.  Cars  are  expected  to  roll  out  of  the  plant  by  fall  of  20081 
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BETTER  CONTROL  OF 
YOUR  INFORMATION 


SunGard  provides  uncommonly  strong  techniques  to 
keep  your  IT  systems  available.  You're  always  in  control, 
with  a  broad  range  of  hosting  and  recovery  services  at 
your  command.  You're  always  confident,  because 
SunGard's  extensive  redundancy,  highly  experienced 
people,  and  1 00%  recovery  success  rate  are  working 
in  your  favor. 

With  access  to  some  of  the  industry's  most  extensive 
IT  resources,  you're  able  to  achieve  precise  levels  of 
Information  Availability  across  the  enterprise.  Prioritize 
the  availability  of  each  critical  application — from  "always 


on"  to  advanced  recovery — while  knowing  that  your 
solution  can  seamlessly  scale  as  your  business  evolves. 
To  the  exact  degree  you  demand.  At  the  exact  time 
you  need  it. 

You  set  the  levels,  we'll  do  the  rest.  SunGard  keeps 
you  in  control  with  a  more  precise  approach  to 
Information  Availability. 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected! 


BE  PREPARED.  FOR  A  FREE  COPY  OF  "SUNGARD'S  PANDEMIC  PREPAREDNESS  CHECKLIST" 
VISIT  WWW.AVAILABIUTY,SUNGARP#OM/PANDEMIC  OR  CALL  1-800-468-7483 
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Biotech's 
Unlikely 
New  Pal 


Can  private 
equity  manage 
its  big  risks  and 
far-offreturns? 


BY  ARLENE  WEINTRAUB 

IN  AN  ERA  OF  $45  BILLION  PRI 
vate  equity  deals  like  the  one  for 
energy  giant  TXU  Corp.,  those 
worth  less  than  $1  billion  rarely 
merit  a  mention.  Yet  a  $670  million 
deal  on  Feb.  22,  led  by  New  York 
private  equity  firm  New  Mountain 
Capital,  is  a  milestone  in  the  cash-starved 
world  of  biotech.  The  foray,  which  merges 
Seattle-based  Ikaria  Inc.  with  a  spin-off  of 
Germany's  Linde  Group  Inc.,  marks  one 
of  the  biggest  moves  by  private  equity  in 
the  sector— and  signals  that  more  may  be 
in  the  works. 

At  first  blush,  private  equity  and  biotech 
make  for  an  odd  marriage.  The  biotech  in- 
dustry is  famous  for  unstable  cash  flows 
and  massive  research-and-development 
budgets  that  produce  many  more  flops 
than  blockbusters.  Private  equity  players 
aren't  known  for  their  patience,  either, 
and  successful  drugs  often  take  decades 
to  come  to  market.  No  amount  of  financial 
engineering  can  speed  up  the  science.  Still, 
some  private  equity  players  think  they 
can  earn  big  returns  in  the  sector,  even 
though  it  means  investing  in  R&D.  Says 


Strange  Bedfellows 

Private  equity  isn't  a  natural  fit  for  biotech, 
but  some  firms  are  making  it  work. 


TRADITIOHAL  THINKING 

■  Issue  massive  debt 

■  Avoid  R&D  investment- 
the  payoff's  too  long-term 


NEW  THINKING 

■  Fund  selective  R&D 

■  Combine  R&D  outfits  with 
moneymaking  enterprises 


Bryan  Roberts,  managing 
general  partner  at  Venrock 
Associates,  a  Menlo  Park 
(Calif.)  venture  capital  firm 
involved  in  the  Ikaria  deal: 
"[Private  equity  is]  buying 
into  the  vision  of  biotech." 
Part  of  that  vision  may 
be  recognizing  a  potential 
exit  strategy:  Big  Pharma 
buying  their  biotech  assets. 
The  big  boys  are  running  ^™^^^^ 
head  first  into  a  crisis  as 
more  than  70  major  drugs  lose  their 
patent  protection  in  the  next  few  years, 
including  Pfizer's  cholesterol  reducer  Lip- 
itor  and  BristolMyersSquibb's  blood  thin- 
ner Plavix.  That  could  leave  a  potential 
hole  of  up  to  $100  billion  in  lost  sales  by 
2011.  So  some  stalwarts  are  making  huge 
bets  on  tiny  biotechs.  Last  October,  Merck 
&  Co.  paid  $1.1  billion  (a 
100%  markup  from  market 
value)  for  Sirna  Therapeu- 
tics Inc.,  a  public  company 
with  just  $5  million  in  sales. 
Its  most  advanced  project  is 
still  in  early  testing. 

So  far  private  equity  is 
going  after  businesses  that 
have  a  steady  cash  stream 
or  finding  ways  to  create 
new  flows.  That's  why  New 


With  public 
markets 
cool  to  IPOs, 
biotechs  are 
open  to  new 
kinds  of  deals 


Mountain  fused  Ikaria,  a  pure 
search  outfit  working  on  treatmeij 
using  gasses  such  as  nitric  oxide,  w 
a  Linde  unit  called  INO  Therapeuti 
INO  has  sales  of  $160  million  frorr 
product  that  helps  critically  ill  newboi 
breathe— money  that  will  help  the  nev 
combined  company  offset  the  cost  of  <  j 
veloping  other  therapeutic  gasses. 

Another  play:  finding  outfits  that  p;J 
vide  services  to  biotech  scientists  a  I 
thus  don't  have  huge  research  tabs. 
Feb.  13,  New  York-based  Avista  Caj 
tal  Partners  paid  $210  milli 
for  BioReliance  Corp.,  a  u 
of  Carlsbad  (Calif.)'s  Invifc  j 
gen  Corp.  that  pi  I 
vides  safely  testil 
and  other  serviu 
for     600     biote 
and  pharma  outfl 
"They're  doing  crl 
cal  functions  for  otll 
companies  but  not  tr 
ing  on  the  product  risk,"  si\ 
Thompson  Dean,  a  managi  j 
partner  at  Avista. 

Such  biotech  treasures  coi  I 
be  plentiful  for  private  equj 
Stephen    Evans-Freke,    ma 
aging  general  partner' 
Celtic       Pharmaceutic 
Management,    a    priwl 
equity  firm  specializing! 
the  sector,  estimates  tr] 
half  of  biotech's  300-0 
publicly  traded  compan  j 
have  a  market  value 
less  than  $250  million-; 
size  that  makes  it  tricky  j 
raise  extra  cash.  On  topi 
that,  there  are  1,000  or] 
™  privately  held  biotech  <| 

terprises,  many  of  wh?.| 
have  been  struggling  to  pull  off  a  put| 
offering  since  the  2001  market  crash, 
number  of  companies  are  all  dressed 
for  an  IPO  party,"  says  Evans-Freke. '" 
there's  no  party  to  go  to." 

With  little  respect  from  the  pi  l 
lie  markets  these  days,  some  biote 
companies  are  welcoming  priv; 
equity.  Australia's  Peptech  Ltd.  bank 
$17  million  in  sales  in  2006  and  1 
ures  royalties  from  its  technolog 
should  rev  up  revenues  by  $100  n 
lion  more  over  the  next  few  years.  I 
while  its  stock  is  languishing  on  1 
Sydney  exchange,  Peptech  has  piqu  | 
the  interest  of  some  U.S.  private 
uity  firms.  Says  its  chief  executi 
Dr.  John  C.  Chiplin:  "If  the  public  m  I 
kets  won't  value  Peptech  fairly,  maj  | 
the  private  markets  will."  ■ 
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DING  A  TRANSACTION  THAT  STRETCHES  ACROSS  BORDERS? 
ET  THE  POWER  OF  DUFF  b  PHELPS. 


|  ~rom   financial    reporting    and   tax   valuation   to 
j  merger  and   acquisition   advisory   and   transfer 
'  oricing,   Duff  &   Phelps   provides  trusted  analysis 
and  insight  on  critical  issues.  With  more  than  700 
professionals    working    together   across    North 
I  America,  Europe  and  Asia,  we  have  the  depth  i 
■■  breadth  of  industry  and  technical  expertise  to  m 
I  /our  needs.  Get  the  strength  of  one  of  the  worl 
'leading    independent   fin--" 


Financial  Reporting  V 

Tax  Valuation  &  Consulting 

Real  Estate  b  Fixed  Asset  Servic 

Investment  Banking 

Transaction  Advisory  Services 

Financial  Restructurings 

Dispute  Consulting  &  Forensic  Advisory  Servic 


iDUFF     PHEL 


duffandphelps.com  /  +1-866-282-8258     '  Inves/muni  banjtfig  services  are  provided  by  Duff  &  Phelps  Securities,  LLC.  an  NASD  registered  broker-dealer. 
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InfoTech  Internet 

How  Secure 
Is  Your  Domain? 

Problems  at  RegisterFly.com  shed  light  on 
loose  oversight  of  Net  addresses 


BY  STEVE  HAMM 
AND  MEGAN  TUCKER 

WHEN  KEVIN  ME- 
dina  and  John  Na- 
ruszewicz  joined 
forces  nine  years 
ago,  the  Internet 
was  like  an  un- 
tamed frontier. 
There  was  little  to  discourage  Medina, 
the  owner  of  an  office-cleaning  busi- 
ness in  New  Jersey,  and  Naruszewicz,  a 
recent  high  school  dropout,  from  join- 
ing the  dot-com  gold  rush.  The  tiny 
company  they  started,  RegisterFly.com 
Inc.,  ultimately  became  a  midsize  reg- 
istrar of  Internet  addresses  for  more 
than  200,000  customers,  including  en- 
tertainer Michael  Jackson.  Now  a  messy 
fight  between  the  two  for  control  has 
brought  RegisterFly  to  its  knees  and 
prompted  angry  calls  for  better  over- 
sight of  the  Web  registry  industry. 

The  RegisterFly.com  saga  sheds  light 
on  a  little-understood  but  vital  corner 
of  the  Internet.  Domain-name  regis- 
trars receive  fees  from  individuals  and 
businesses  to  record  Web  names  that 
start  with  "www"  and  end  with  ".com," 
".net,"  or  the  like.  The  registration  in- 
dustry has  grown  at  a  gallop,  from  145 
players  in  2000  to  ^^^^^^^^_ 
more  than  860  last 
year.  Many  operate 
smoothly,  charging  a 
few  dollars  to  regis- 
ter new  names,  renew 
annual  registrations, 
or  transfer  them,  then 
pass  that  informa- 
tion on  to  a  handful 
of  registries  that  keep 
master  lists  of  names. 
But  some  unruly 
outfits  have  also  ap- 
peared, while  the  in- 
dustry goes  virtually 
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THE  WEB  TAKES  OFF 

Registration  of  Web  site  domain 
names  has  soared  since  2000 


unregulated.  "We  need  to  tame  the  wild 
wild  West  and  bring  control  and  regula- 
tion to  this  business,"  says  Sam  Flanders, 
president  of2wmc.com  Consulting  Group 
Inc.  and  a  RegisterFly.com  customer. 

After  months  of  customer  complaints 
about  poor  service,  RegisterFly's  prob- 
lems came  to  a  boil  in  February  when  Na- 
ruszewicz and  another  company  director 
fired  Medina  as  chief  executive.  They 
^_^_^^^_  accused  him  of  steal- 
ing from  customers  to 
pay  for  luxury  cars,  a 
penthouse  apartment 
in  Miami's  posh  South 
Beach,  and  a  liposuc- 
tion operation.  Me- 
dina, who  denies  the 
accusations,  regained 
the  helm  on  Mar.  9 
after  a  U.S.  District 
Court  judge  ruled  that 
he  was  the  sole  owner. 
But  in  the  meantime 
the  company  Web  site 
was  operating  fitfully. 


Some  75,000  customers  had  lost  com 
of  their  domain  names,  according  t 
court  filing.  Many  are  trying  to  trans 
their  accounts  to  other  registrars 
haven't  been  able  to  get  RegisterFly 
respond. 

'TRAIN  WRECK' 

REGISTERFLY  CUSTOMERS  aren't  j 
mad  at  the  company.  They  fault  the  Im 
national  Corporation  for  Assigned  Nar 
&  Numbers  (ICANN),  a  private  nonpr 
organization  sanctioned  by  the  U.S.  i 
other  nations  to  accredit  registrars, 
not  moving  fast  enough  to  investig 
and  take  action.  It  was  only  aftei 
year  of  eroding  sen 
that  ICANN  on  Feb. 
threatened  to  revi 
RegisterFly's  accre 
tation.  "ICANN  kr 
what  was  going  on, 
they  waited  and  let  t 
train  wreck  happe 
says  Philip  J.  Corw 
counsel  for  the  Inl 
net  Commerce  Ast- 
which  represents  cc 
panies  that  own  i 
main  names. 

ICANN  insists 
acted  as  quickly  as  p 
sible.  Until  Febru: 
the  organization  lacl 
evidence  that  Re{ 
terFly  had  violated 
contract  with  ICA 
by  failing  to  pay  f 
and  by  replacing  the  names  of  the  rej 
trees  with  Kevin  Medina's  name,  acco 
ing  to  ICANN.  The  group  gave  Register 
a  deadline  of  Mar.  14  to  set  things  righ 
face  de-accreditation.  But  ICANN,  ba 
in  Marina  del  Rey,  Calif.,  has  limited  pc 
ers.  The  U.S.  Commerce  Dept.  asked  i 
monitor  the  operations  of  registrars, 
oversee  customer  service  complaints. 

Still,  the  organization  sees  the  R 
isterFly  mess  as  a  call  to  action.  P 
Twomey,  ICANN's  chief  executive,  pi; 
on  proposing  reforms  at  a  meeting 
ICANN's  >board  and  interested  parties 
Lisbon  during  the  week  of  Mar.  26. ; 
one  thing,  he  would  like  ICANN  to  h 
more  say  over  the  activities  of  compar, 
downstream  from  the  registrars,  kno 
as  resellers,  who  also  sell  domain  nan 
RegisterFly  was  a  reseller  until  it  beca 
a  registrar  in  its  own  right  last  y< 
Twomey  also  favors  establishing  a  tra 
ing-certification  regime  for  registr; 
These  would  be  the  first  significant 
forms  for  ICANN  since  it  was  establisl 
in  1998.  ■ 


There's  only  one  thing  you  really  need  in  order 
to  offer  employee  health  care  coverage. 

An  employee. 


r 


Offering  health  care  coverage  to  your  employees  is  a  big  step  for  any  small  business. 

But  with  help  from  Blue  Cross,  it's  a  step  your  business  can  take.  We  have  such  a  wide 
choice  of  plans,  there's  sure  to  be  one  that's  right  for  your  company.  Our  BeneFits  portfolio 

has  a  range  of  affordable  and  manageable  plans  that  are  easy  to  join  and  contribute  to. 
Or  if  you  want  to  offer  more  choice,  EmployeeElect  has  a  wide  array  of  flexible  plans  your  staff 
can  pick  and  choose  from.  To  find  out  more,  just  call  your  broker  or  visit  us  at  bluecrossca.com. 
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Health  products  in  BeneFits  and  Emplo] 
BCC  and  BCL&H  are  independe 


'/eerJ^t  c 
^nt  hansel 


Lrtfolios  offered  by  Blue  Cress  of  California  (BCC)  or  BC  Life  8  Health  Insurance  Company  (BCL8H)  Dental  BeneFits  plan.  Vision  and  Term  Life  products  offered  by  BCLSH. 
«s  of  the  Blue  Cross  Association  and  are  licensed  to  conduct  business  in  the  State  of  California.  ®  Registered  Marks  of  the  Blue  Cross  Association.  ©  2007  BCC. 
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E  ENVIRONMENT  ISN'T  AN  ABSTRACT,  UNTOUCHA 


i,  A  GRAPH  OR  A  REPORT. 


it's  walking  into  the  Sea  of  Cortes  at  sunrise, 


KAYAKING  WHILE  A  WHALE  BREACHES  IN  FRONT  OF  YOU. 


IT'S  THE  SUN  DIPPING  BEHIND  A  M< 


NGE,  AGAIN  AND  AGAIN. 


IT'S  A  PLACE  WE  LIVE  IN,  A  PLACE  WE  HAND  DOWN  TO  OUR  CHILDREN, 


AND  THEIR  CHILDREN. 


WHERE  THE  LAND  Mills  THE   SEA.  IN   LORETO  BAY. 


irnetfi  I  In  I  I  oreto  Bay  and  our  newest  neighborhood 

Aj/u.i  Viv;i.    Located   in    Baja  Sur.   Mexico,    it's  a   place  of  uncommon 

rn unity   and   a   total   nuninihnfni   to 

ulity.  Here,  you'll  find  homes  with  close  ties  to  the  water, 

where  backyards  overlook  estuaries,  created  to  leed  and  sustain 

OENIX 

the  Se.i  ')l  '  "ties,  which  is  always  just  steps  away. 


live  fully  .  tread  ligh 


www.  Lore  toBay.  col 
866.309.21; 


WARNIN 
KENS  ON  7H 

PRACTICES  (If  ANY),  TERMS,  lu 
OR'IMPROVEMENTS.  IT  MAY  BE 
DEVELOPMf  NF  LAW  fN  THE  'COIJN 


rjXAMINED  THIS «         JDlNG,  BUT  NOT  LIMITED  TO,  THE  CONDITION  OE  TITLE,  THE  STATUS  OE  BLANI 
"fcF  PROJECT  CQMfflillfcCROW  PRACHCES,  CONTROL  OVER  PROJECT  MANAGEMENT,  RACIALLY  DISCRIMINATE 

jfrANNUAL  ASSESSMENTS  (IE  ANY),  OR  THE  AVAILABILITY  OE  WATER,  SERVICES,  UTHITI 
„,  aTIORITOR  OTHER  KNOWLEDGEABLE  PROFESSIONAL  WHO  IS  FAMILIAR  WITH  REAL  "ESTATE  A 

Vision  is  sUtjajed.  California  broker  edwin  j.  ricketts.^ 
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ACE  AWARDS 


FOR  25  YEARS,  THE  SHOW  THAT  MATTERS  IN  B2B. 


W 


Submissions  must  be  received  by  April  2,  2007. 
Register  at  www.bmanyc.com. 
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BUSINESS    MARKETING    ASSDCIATIDN 
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We  are  grateful  for  the  generous  support  provided  by 
BusinessWeek,  BtoB  Magazine,  The  Wall  Street  Journal  and  CREATIVITY. 


Inhalants  are  ordinary  household  products  that  kids  as  young  as  ten  sniff  to  get  high.  And  sniffing  ( 
cause  sudden  death.  Talk  to  your  kids.  If  you  know  what  they're  doing,  they're  much  less  likely  to 
sniff  inhalants.  Visit  drugfree.org  to  learn  more. 


P 


The  Partnership  #  for  a  Drug-Free  America' 


spi 


ADVERTISEMENT 


Executive 


Your  guide  to  our  advertisers'  upcoming 
events,  products,  and  services. 


Briefings 


Darden  School  of 
Business  MBA  Program 

A  Darden  MBA  means  greatness  —  great 
aTdt^em  ^eac'ers'  9reat  communicators.  Our  rigorous  Case 
Method-based  program  requires  active  participa- 
tion and  collaboration  and  produces  the  most 
prepared  leaders  in  the  world  today  To  learn 
more,  visit  www.darden.virginia.edu 


s«s  University 
BUM  '/Virginia 

Darden  School  of  Business 


SM 


JrbitzTLC    Alerts 

rbitzTLC '  Alerts  give  business  travelers  the  inside  advantage. 
st  free  travel  updates  from  Orbitz  about  flight  status,  weather 
slays,  gate  changes,  and  more  on  your  cell  phone,  e-mail,  or 
DA.  Learn  more  at  roadwarrior.orbitz.com 


ORBITZ 


Design  &  Business  Catalyst  Award 

The  Design  &  Business  Catalyst  Award  celebrates  the  impact 
that  good  design  can  have  on  the  bottom  line.  Is  innovation  a 
driving  force  behind  your  market  success?  Call  for  entries  opens 
March  12.  Learn  more  at  www.idsa.org/catalyst.html 


CATAL\  ST 


Employer  eServices' 


UnitedHealthcare's  Employer  eServices"  is  a  website 
enabling  administrators  to  take  care  of  enrollment,  billing, 
even  payment.  Saving  you  money  and  your  sanity.  Simpler 
processes,  smarter  solutions,  better  results  for  you. 

Admimstidtive  services  piovided  by  UnitedHealthiare  Insuiance  Company. 
UnitedHl  nil  In  an*  S.tvkh.  Inc.  01  their  affiliates 


UnitedHealthcare 

Mealing  healthcare  Together. 


riumph  in  your 
Inoment  of  truth. 

ie  Chicago  GSB  approach  to  business:  It's  tough-minded. 
_itensely  collaborative.  And  it  will  prepare  you  to  triumph, 

Ihatever   high-stakes    moment   of   truth   you    face   as   an 
:ecutive.    Learn  more  at  www.chicagogsb.edu 


WHAT  TYPE  OF 
LEADER  ARE  YOU? 


Achieve  maximum 
leadership  success! 

Millions  of  people  around  the  world  use 
the  nine-point  Enneagram  system  to  ana- 
lyze their  personality's  strengths.  Now  for 
the  first  time,  renowned  Enneagram  expert 
Ginger  Lapid-Bogda  shows  how  to  use  this 
personality  typing  system  to  reach  your 
full  potential  as  a  leader.  Learn  more  at 
www.mhprofessional.com 


Professional 
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Understand  your  customers. 
Outwit  your  competitors. 

Get  timely  insight  into  what  your  customers  really  want 
with  BusinessWeek  Research  Services. 


BusinessWeek 


Research 

Services 

Contact  Chris_Rogers@ 

BusinessWeek.com, 

212-512-2879. 

mediakit.businessweek.com 


Targeted 

Get  the  answers  you  need  from  any  market 
segment  with  our  customized  research  surveys. 

Powerful 

Tap  into  our  panel  of  CXOs  and  affluent 
individuals  to  develop  a  deeper  understanding 
of  what  your  key  customers  and  prospects  want. 

Brand  Building 

Use  findings  to  increase  brand  awareness  with 
our  integrated  marketing  programs  or  leverage 
research  to  enhance  products  and  services. 


BUSINESSWEEK.COM 

The  ultimate  destination 
for  anyone  who 
values  performance 

The  BusinessWeek  50  is  a  report  card  on  industry 
leaders  that  doesn't  merely  look  at  total  revenue  or 
market  capitalization.  It  takes  into  account  dynamism 
and  growth  which,  after  all,  are  what  make  a  top 
performing  company.  For  a  closer  look,  tap  into  our 
online  resources  such  as  an  interactive  scoreboard, 
videos,  and  more. 

Go  to:  businessweek.com/bw50/ 
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Celestial 


Astro  tourism-to  glimpse  eclipses, 
meteor  showers,  and  comets  around  the 
planet-is  taking  off.  BY  KATE  MURPHY 


VENLY 
RACTIONS 

r  groups  can 
2  participants 
laces  like 
/a,  Russia,  or 
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URING  A  TOTAL  SOLAR  ECLIPSE  THE  SKY 
turns  dark  blue  and  sunlight  casts  ripples  on  the 
ground  as  if  it  were  the  bottom  of  a  swimming 
pool.  Birds  return  to  their  roosts  even  though 
it's  daytime,  and  the  horizon  flames  orange-red. 
"It's  so  powerful,  people  start  gasping  and  cry- 
ing,,,  says  Jeffery  Keffer,  a  lawyer  from  Arlington, 
Mass.,  who  has  traveled  to  the  South  Pole,  Panama,  Egypt,  and  South 
Africa  to  see  the  moon  temporarily  obliterate  the  view  of  the  sun. 
Celestial  happenings  such  as  eclipses,  meteor  showers,  and  comets 
have  fostered  a  growing  branch  of  travel  called  astro  tourism.  Partici- 
pants range  from  space  enthusiasts  toting  their  own  telescopes  to  novices 
who  think  the  Corona  Borealis  is  a  beer. 


Several  companies  specialize  in  as- 
tronomy travel.  One  of  the  best  known  is 
TravelQuest  (tq-intemational.com),  which 
partners  with  Sky  &  Telescope  Magazine  to 
set  itineraries.  Astronomers  who  write  for 
the  magazine  accompany  the  tours,  giving 
lectures  and  helping  travelers  sight  stars 
and  planets  through  telescopes.  "In  put- 
ting together  trips,  we  try  to  find  unique 
places  to  view"  celestial  events,  says  J. 
Kelly  Beatty,  executive  editor  of  Sky  & 
Telescope.  He  led  a  trip  to  Libya  to  see  last 
year's  solar  eclipse  soon  after  the  country 
opened  to  Western  tourists. 

That  same  eclipse  gave  Keffer  and  his 
wife,  Sue,  a  reason  to  go  to  Egypt.  They 
viewed  it  from  a  high  plateau  overlook- 
ing the  Mediterranean.  "The  corona 
was  particularly  stunning  with  orange 
tongues. ..spinning  out  from  the  edges," 
Keffer  said.  He  and  the  others  in  his  group 
wore  Mylar  glasses  so  riiey  could  safely 
look  at  the  sun,  and  they  toasted  with 
champagne  when  it  was  over.  The  eclipse 
lasted  about  two  hours.  Also  part  of  the 
trip  were  more  typical  excursions  to  the 
Sphinx  and  Pyramids  in  Giza  as  well  as  a 
Nile  cruise  to  see  the  ruins  and  museums 
in  Luxor,  Aswan,  and  Abu  Simbel. 

ABOVE  THE  CLOUDS 

BECAUSE  TOTAL  SOLAR  eclipses  occur 
rarely  and  can  be  observed  only  in  a  nar- 
row geographic  area,  tours  to  see  them 
usually  book  up  a  year  or  two  in  advance. 
The  next  total  solar  eclipse  is  in  August, 
2008,  when  the  moon's  shadow  will  start 
in  northern  Canada,  skirt  the  edge  of 
Greenland,  track  through  central  Siberia, 
and  end  in  northwest  China.  Most  tours 
to  view  the  event  aje  to  China  and  Rus- 
sia. Costs  range  from  $3,000  to  $10,000, 
depending  on  the  duration  of  the  trip 
and  type  of  accommodations. 

Several  tout  operators  are  also  of- 


fering cruises  on  icebreakers  that  will 
sail  through  Arctic  waters  to  view  the 
eclipse.  Cabins  for  two  start  at  $23,000. 
In  addition,  TravelQuest  has  chartered 
an  Airbus  A330  to  fry  to  the  North  Pole 
for  a  look  at  30,000  feet.  All  business- 
class  seats  have  sold  out  at  $13,380 
each,  but  economy  tickets  for  $4,440 
to  $10,800  are  available.  In  2003  the 
company  chartered  a  plane  to  the  South 
Pole  to  see  an  eclipse.  "It  was  spectacu- 
lar," says  David  Bloomfield,  a  corporate 
financial  controller  in  Fair  Lawn,  N.J., 
who  was  on  the  flight.  "From  that  high 
up  you  don't  have  to  worry  about  clouds 
obscuring  your  view." 

If  you  can't  wait  until  2008,  lots  of  tours 
are  scheduled  in  the  meantime,  mwt  As- 
sociates (melitatrips.com)  has  a  trip  in 
August  to  an  observatory  in  the  Atacama 
Desert  in  Chile  ($3,600),  where  you  can 
view  the  sky  through  giant  telescopes. 
TravelQuest  has  a  trip  to  Iceland  in  Octo- 
ber to  see  the  Aurora  Borealis  ($2,750). 

If  you're  not  one  for  tours  you  can 
always  visit  Mauna  Kea  on  the  island 
of  Hawaii  (ifa.hawaii.edu/mko/visit- 
ing.htm).  At  13,800  feet,  it's  the  high- 
est point  on  all  the  Hawaiian  islands 
and  home  to  the  world's  largest  astro- 
nomical observatory,  with  13  working 
telescopes.  The  barren,  volcanic  terrain 
gives  you  a  sense  that  you've  traveled 
to  another  planet.  Free  stargazing  pro- 
grams led  by  the  observatory's  astrono- 
mers are  held  every  night  from  6  p.m. 
to  10  p.m.  Or  you  can  check  out  two 
New  Mexico  astronomy  retreats:  the 
Starhill  Inn  (starhillinn.com)  in  Sapel- 
lo  or  New  Mexico  Skies  (nmskies.com) 
in  Cloudcroft.  Both  have  cozy  cabins, 
state  of  the  art  equipment  for  viewing 
and  photographing,  and  astronomers 
on  hand.  It's  a  vacation  that  will  put 
stars  in  your  eyes. 
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The  Airport  Gourmet 

Great  airport  food  is  no  longer  an  oxymoron.  Many  terminals  worldwide  are 
supplementing  their  fast-food  courts  with  local  and  gourmet  fare.  Here  are 
five  that  are  (almost)  culinary  destinations  in  their  own  right.  BY  GREG  UNDSi 


AMSTERDAM 

SCHIPHOL 

As  one  might  expect 
in  this  maritime 
nation,  fresh  fish  is 
the  main  attraction. 
The  Shirasagi  Sushi 
Bar  was  one  of  the 
first  to  offer  raw  fish 
in  an  airport,  and  the 
tiny  stand  offers  some 
of  the  best  outside 
of  Tokyo  Narita 
International  Airport. 
If  you've  just  won  big 
betting  on  roulette 
at  the  in-transit 
casino,  celebrate 
with  champagne, 
caviar,  and  oysters  at 
Bubbles,  surely  the 
chicest  airport  bar  in 
the  world. 


BOSTON 

LOGAN  INTERNATIONAL 

Passengers  hankering 
for  a  lobster  roll— or 
who  are  suddenly 
struck  with  the  idea 
to  make  a  fresh  one  at 
home— have  options 
here.  In  Delta's  new 
Terminal  A,  Jasper 
White's  Summer 
Shack  offers  the 
classic  on  a  toasted 
roll  with  fries.  Also 
on  the  menu:  lobster 


corn  dogs,  fried 
clam  rolls,  and  a  full 
raw  bar.  But  if  it's  a 
live  lobster  you're 
looking  for,  Anthony's 
Pier4in  Terminal  B 
will  pack  one  that 
should  survive  48 
hours  in  transit. 


DALLAS/ 

FT.  WORTH 
INTERNATIONAL 

The  rings  of  DFW's 
older  terminals  are  a 
succession  of  T.G.I. 


Friday's 
outlets,  but 
its  gleaming 
two-year-old 
international 
Terminal  D 
offers  a  last  taste 
of  authentic  Tex- 
Mex  before  your 
flight.  Hop  the  post- 
security  "Skylink," 
then  choose  among 
outposts  of  Dallas 
favorite  Cantina 
Laredo,  Fort  Worth 
institution  Reata 
Grill,  and  Blue 
Mesa  Taco  & 
Tequila  Bar  from 
both  Fort  Worth 
and  BigD. 

HONGKONG 

INTERNATIONAL 
AIRPORT  IN  CHEK 
LAPKOK 

As  Asia's  busiest 
crossroads,  it's  no 
surprise  that  Chek 


^^k    Lap  Kok  has 

offerings  to  tickle 
every  palette.  For 
authentic  local 
fare,  try  Maxim's 
Chinese  restaurant 
with  such  Cantonese 
favorites  as  shark's 
fin  soup  and  braised 
abalone.  Hang 
Heung's  Kitchen 
offers  steamy 
wonton  noodles  in 
a  traditional  setting 
with  carved  wooden 
dividers  and  jade 
stools,  while  Ah  Yee 
Leng  Tong  serves 
excellent 
dim  sum 
with  a  front- 
row  runway 
view. 
There's 
even  good 
Italian  food, 
at  Grappa's 
Bar&  Italian 
Restaurant. 


SEATTLE- 

TACOMA 
INTERNATIONAL 

The  "Pacific 
Marketplace" 
in  SeaTac's  new 
central  terminal  is 
another  home  for 
Anthony's,  a  local 
family  of  eateries 
with  a  devotion  to 
the  freshest  offish.] 
The  airport's  brancj 
offers  oysters  on 
the  half  shell  just 
dredged  from  Pugej 
Sound,  Alaskan 
King  salmon,  and 
the  house  specialty! 
blackberry  cobbler] 
If  fish  and  chips  is 
more  to  your  taste,  I 
visit  Ivar's  Seafood 
Bar,  an  incarnation 
of  the  city's  favoritf 
chip  shop.  Seattle 
chef  Kathy  Casey 
also  sells  take-out 
fare  from  two  Dish 
D'Lish  cafes.  ■ 
-With  Frederik  BalfA 


BusinessWeek  .com 


ONLINE:  For  a  poll  on  airp  | 
food,  go  to  businessweek. 
com/extras. 

TELEVISION:  To  see  dishf 
from  airport  restaurants,  w  | 
BusinessWeek  Weekend. 
Check  local  listings  or  go  tc  I 
businessweekweekend.ee 
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IT'S  NOT  EXPENSIVE  TO  LOOK  EXPENSIVE. 
HP  COLOR  LASERJETS  STARTING  AT  $299. 

Looking  your  best  just  got  even  easier  with  the  HP  Color  LaserJet.  Its  renowned  print  quality  helps 

you  stay  current  and  competitive.  And  for  15  years  running,  HP  has  been  PC  Magazine's  Readers' 

Choice  for  service  and  reliability.  HP  LaserJets,  the  reliable  workhorse  printers  for  business. 


EST 

~  Color  LaserJet  2605dn. 
to  10  pages  a  minute* 
'lus  two-sided  printing. 

$499. 

HP  Color  LaserJet  2600n. 
Up  to  8  pages  a  minute. 
Plus  network-ready. 

GOOD  $399 

HP  Color  LaserJet  1600. 
Up  to  8  pages  a  minute. 

$299 


To  learn  more,  visit  hp.com/go/colorprinter.  Call  1-800-888-3119.  Or  visit  your  local  reseller  or  retailer. 

12  black  and  white.  £2007  Hewlett-Packard  Development  Company,  L.P  Estimated  U.S.  retail  price.  Actual  price  may  vary. 
(Simulated  images. 
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ExecutiveLife  Parker  on  Wine 
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BY  ROBERT  PARKER 


California  Pinots 
To  Rival  Burgundies 


PINOT  NOIR,  THE  GRAPE  that  makes  the  red  Burgundies  of  France  so  famous 
and  cherished,  is  a  delicate  fruit  that's  hard  to  grow  and  make  into  drinkabl 
wine.  But  some  Californians,  in  Sonoma's  cool  Russian  River  region  and  in 
more  southern  reaches  as  well,  manage  to  produce  great  wine  from  it.  Theij 
efforts  are  pricey,  $40  to  $75  a  bottle,  and  hard  to  find  except  at  top  wine 
shops  and  restaurants.  That's  why,  if  you're  interested  in  purchasing  them, 
you  should  get  on  the  mailing  lists  of  wineries  that  catch  your  eye. 


Ambullneo  Vineyards, 
Santa  Barbara 

A  newcomer  with  an  impressive 
portfolio  of  three  pinot  noirs,  all  from 
the  area  just  north  of  Santa  Barbara, 
Ambullneo  looks  like  it  will  be  a 
serious  player  in  the  years  ahead. 
805474-5678 

Calera,  Mt.  Harlan 

This  Monterey  County  winery  is  one 
of  the  pioneers  of  single-vineyard 
Burgundy-styled  pinot  noir.  While  most 
California  pinot  is  meant  to  be  drunk 
young,  Calera 's  has  an  uncanny  track 
record  of  aging  well  for  10  to  15  or  more 
years.  831 637-9170 


DuMOL,  Russian  River  Valley 

Exquisitely  rich  pinots  from  different  cool- 
climate  sites  emerge  from  this  high-class 
winery.  They  are  intense  wines  that  age 
beautifully.  925  254-8922 

Hartford  Court,  Russian  River 
and  Sonoma  Coast 

This  very  serious  winery  is  owned  by  Don 
Hartford  and  Jess  Jackson,  who  is  one  of  the 
largest  vineyardists  in  California.  It  makes 
wonderfully  perfumed  and  velvety  wines 
meant  for  drinking  in  their  first  five  or  six 
years  of  life.  800  588-0234 

Kistler,  Russian  River  Valley 

Proprietor  Steve  Kistler  has  increasingly 


moved  his  pinot  noir  production  farther 
and  farther  west,  seeking  cold-climate 
hillsides  to  bring  out  the  grape's  complex 
aromatics  and  delicate  flavors. 
707  823-5603 

Marcassin,  Sonoma  Coast 

Marcassin  was  one  of  the  first  Sonoma  Coast 
premium  producers  with  vineyards  that 
have  a  full  ocean  view.  The  highly  regarded 
winemaking  consultant  Helen  Turley  has 
been  the  guiding  force  behind  its  pinot  noirs, 
which  are  the  wines  of  an  uncompromising 
perfectionist.  707  942-5633 


Martinelli,  Russian  River  and 
Sonoma  Coast 

The  Martinelli  family,  known  in  many  circle | 
for  their  apples,  have  some  of  the  finest 
pinot  noir  vineyards  in  the  Russian  River  a  I 
Sonoma  Coast  regions.  From  their  vines  of 
full-bodied,  flavorful,  and  intense  wines  ttq 
age  handsomely  for  up  to  a  decade. 
707  525-0570 

J.  Rochioli,  Russian  River 

The  Rochiolis  are  another  family  that  has  i 
farmed  the  Russian  River  for  decades.  Thfl 
single-vineyard  pinot  noirs  are  among  the  j 
best  in  the  world.  707  433-2305 

Talley  Vineyards,  Arroyo  Grande 
Valley 

Talley  is  a  huge  farming  operation  known 
locally  more  for  avocados  than  for  grapes  I 
Their  single-vineyard  pinot  noirs  are  ethet  j 
805489-0446 

Roar  Vineyards,  Santa  Lucia 
Highlands 

Roar  is  a  rare  success  story  when  it  come  I 
producing  world-class,  rich  pinot  noirs  f re 
the  slopes  of  the  Monterey  County's  Sant< 
Lucia  Highlands.  You're  going  to  hear  a  lof  j 
more  about  Roar.  831 675-1681 

Robert  Parker  is  the  world's  most  influentk  i 
wine  critic.  Visit  eRobertParker.com  to  see  i  \ 
of  thousands  of  tasting  notes,  buy  his  book  i 
subscribe  to  his  newsletter,  The  Wine  Advoc 


For  more  Parker  picks,  go  to  www.businessweek.com/extras. 
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PersonalFinance  I  Decision-Making 


The  Wisdom 
OfBrackets 

Breaking  complex  questions  into  binary  steps  can 
lead  to  smarter  calls.  BY  JEFFREY  M.LADERMAN 


NOW  THAT  YOU'VE 
filled  in  your  brackets 
for  this  year's  March 
Madness,  why  stop 
with  basketball?  The 
same  process  you  use 
to  pick  Boston  College 
over  Texas  Tech  or  Indiana  over  Gonzaga 
has  applicability  to  questions  that  go  far 
beyond  which  team  will  be  the  national 
champion.  Such  is  the  point  of  The  En- 
lightened Bracketologist:  The  Final  Four 
of  Everything  (Bloomsbury  USA,  $15.95), 
a  new  book  edited  by  Mark  Reiter  and 
Richard  Sandomir. 

The  brackets  structure  forces  you 
to  organize  and  focus  your  thoughts. 
"The  smartest  executives  and  the  most 
successful  investors  have  a  unique  abil- 
ity to  process  an  enormous  amount  of 
information  and  boil  it  down  into  bina- 
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ries— 'yes  or  no'  is  a  binary— that  sim- 
plify decision-making,"  says  Clark  Win- 
ter, global  chief  strategist  for  Citigroup 
Global  Wealth  Management.  Winter's 
investment  strategies  bracket  is  one  of 
101  in  the  book,  which  attempts  to  iden- 
tify the  best  of  everything  from  cheeses 
to  talk  show  hosts  to  CEOs  (that  last  one 
contributed  by  BusinessWeek  Executive 
Editor  John  A.  Byrne). 

The  bracket  shown  here  has  been 
adapted  and  updated  from  the  one  Win- 
ter created  for  the  book.  In  each  matchup, 
the  strategist  is  making  a  decision  about 
which  will  be  the  better-performing  asset 
class,  given  his  cautious  view  of  the  glob- 
al investment  scene.  "The  sentiment  has 
shifted  from  greed  to  fear,"  says  Winter. 
How  does  that  figure  in  deciding  invest- 
ments? Winter  opted  for  U.S.  mid-cap 
stocks  over  U.S.  small-caps  because  the 
mid-caps  are  more  mature  companies 
with  more  market  liquidity.  But  in  a  sub- 
sequent round,  derivatives  beat  mid-caps 
because  they  offer  specific  protection  or 
targeted  participation  in  the  market. 

Winter  uses  32  categories,  many  fa- 
miliar to  individual  investors  and  others, 
like  the  carry  trade  (borrowing  low-inter- 
est-rate currencies  to  purchase  high-rate 
currencies),  mainly  practiced  by  the  pros. 
But  you  can  pare  it  down  to  16  or  even  8 
competitors.  If  s  the  process  that  counts, 
not  the  number.  Winter  explores  invest- 
ment decision-making  further  in  his  own 
book,  The  Either/Or  Investor,  to  be  pub- 
lished by  Random  House  in  May.   ■ 
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h  32  investment  classes  and  seeds 
first-round  brackets  with  some 
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deliberation  and  some  randomness. 
Then  he  weighs  each  matchup,  deciding 
which  is  the  better  investment,  the 
winner  of  which  goes  on  to  the  next 
round,  and  so  forth.  This  bracket  is 
adapted  from  one  Winter  prepared  for 


The  Enlightened  Bracketologist:  The 
Final  Four  of  Everything,  edited  by  Mark 
Reiter,  a  literary  agent,  and  Richard 
Sandomir,  a  sports  columnist  for  The 
New  York  Times. 
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EVENT-DRIVEN  HEDGE  FUNDS  BEAT 
CASH.  Interest  rates  are  still  relatively 
low,  which  makes  cash  unattractive. 
Event-driven  hedge  funds,  which  invest  in 
companies  whose  fortunes  are  influenced 
by  events  such  as  mergers,  regulatory 
changes,  or  even  hurricanes,  can  make 
money  in  up  or  down  markets. 


©  DERIVATIVES  BEAT  U.S.  MEGA-CAP 
STOCKS.  Financial  derivatives  such 
as  put  and  call  options  and  structured 
products  give  you  a  way  to  protect  an 
investment  or  targeted  participation— for 
example,  an  option  on  a  specific  stock 
or  index.  Making  money  in  mega-caps, 
on  the  other  hand,  depends  on  a  broad 
market  upswing. 

©  METALS  BEAT  OIL  AND  GAS 
FUTURES.  Energy  prices  will  bounce 
around,  but  they've  contributed  about 
all  they're  going  to  for  this  market  cycle. 
With  the  rise  of  China,  India,  and  other 
emerging  countries,  the  underlying 
demand  for  industrial  metals  is  in  an 
enormous  long-term  uptrend. 

O  JAPANESE  EQUITIES  BEAT  LATIN 

AMERICAN  EQUITIES.  The  rising  yen 
is  a  reflection  of  an  improving  economy, 
an  important  reason  to  own  Tokyo 
stocks.  Latin  American  equities,  while 
better  values  than  Asian  stocks  (except 
Japanese  issues),  have  their  problems, 
not  the  least  of  which  is  a  resurgent 
radical  left  in  several  countries. 


0  GLOBAL  REITS  WIN  ALL.  Real  estate 

investment  trusts,  well  developed  in 
the  U.S.,  are  a  relatively  new  vehicle 
everywhere  else.  They  allow  owners  to 
securitize  their  holdings  and  raise  funds 
for  new  projects  and  give  investors 
stock-like  ownership  in  a  portfolio  of 
properties.  U.S.  REITs  have  been  on  a  roll 
for  six  years,  and  bargains  are  few.  The 
global  real  estate  boom,  on  the  other 
hand,  is  just  getting  started. 
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Overlooked 
And  Underpriced 

Preferred  stocks-part  stock,  part  bond— can  be 
worth  the  extra  effort  they  demand,  by  lewis  braham 


PREFERRED  STOCK:  IT'S 
an  often-ignored,  misun- 
derstood investment,  and 
because  of  that  there's  an 
opportunity  for  income- 
seeking  types.  These  hybrid 
securities,  which  trade  like 
stocks  and  pay  income  like  bonds,  offer 
higher  yields  than  bonds  of  compara- 
ble credit  qualities  and  have 
lower  default  rates.  Better 
yet,  many  qualify  for  the  15% 
maximum  tax  on  dividends, 
vs.  the  35%  maximum  tax  on 
corporate  bonds. 

In  stormy  markets  pre- 
ferreds  can  even  be  a  safer 
harbor  than  bonds.  "They 
are  bought  mainly  by  buy- 
and-hold  investors,  whereas 
institutions  buy  corporate 
bonds  and  trade  them  ac- 


tively," says  Richard  Lehmann,  publisher 
of  newsletter  Forbes/Lehmann  Income  Se- 
curities Investor.  "So  preferreds  don't  have 
the  selling  pressure  bonds  do  when  rates 
go  up." 

The  big  knock  on  preferreds  is  the 
scarcity  of  information  on  them.  They  are 
so  far  off  Wall  Street's  beaten  path  that 
brokerage  firms  don't  even  use  the  same 


* 


eti 


* 


Ways  to  Play  Preferreds 

Stock/ Symbol* 

Price** 

Yield" 

ALABAMA  POWER  ALP -N 

$24.33 

5.34% 

PPLUS  TRUST  SERIES  TWC-1 PYI 

24.75 

6.06 

ROYAL  BANK  OF  SCOTLAND  SERIES  M  RBS-M 

25.99 

6.16 

Exchange -Traded  Fund/Symbol 

BLACKROCK  PREFERRED  INCOME  STRATEGIES  PSY 

20.69 

6.67 

POWERSHARES  FINANCIAL  PREFERRED  PORT.  PGF 

25.07 

5.38 

'Symbols  may  vary  at  different  brokerages          |  "Mar  12.  2007           Data:  QuantumOnlme.com;  Yahoo1  Finance 

ticker  symbols  for  them.  Usually 
initial  letters  are  the  same,  but  the  sv 
identifying  it  as  a  preferred  changes. 
More  information  and  analysis  is 
coming  available.  QuantumOnline.cor 
free  site,  makes  it  easy  to  screen  prefen 
by  different  characteristics,  such  as  en 
rating,  coupon  payment,  or  tax  status. 
$295  a  year,  PreferredsOnline,  at  ej 
ferreds.com,  has  much  the  same  infon 
tion  but  with  better  screening  tools  ; 
real-time  prices.  Lehmann's  newsle 
offers  individual  preferred  picks  and  i 
model  portfolios.  The  annual  cost  is  $1 
Before  you  buy  any  preferred  st< 
check  if  the  issue  is  "cumulative" 
"noncumulative."  Companies  sometii 
get  into  a  cash  crunch  and  omit  d 
dends.  With  cumulative  shares  the  a 
pany  must  make  good  on  missed  d 
dends.  Noncumulative  preferreds  d 
have  that  feature. 

Although  there  are  opportunities 
U.S.  preferreds,  Lehmann  is  finding  1 
ter  plays  in  issues  of  foreign  compan 
The  A-rated  foreign  preferred  of 
Royal  Bank  of  Scotland,  which  at  $2f 
yields  6.16%,  is  a  "perpetual  preferrs] 
without  a  set  maturity  date.  That  me 
it  has  fixed  cumulative  dividends  ar 
call  date— when  the  company  may  as 
buy  it  back  (table). 

Opportunities  also  lie  in  third-p(|iim 
trust  preferreds.  Typically  issued  by  1; 
brokerages  such  as  Merrill  Lynch 
Morgan  Stanley,  these  preferreds  are  a 
ally  corporate  bonds  the  broker  depos 
in  a  trust.  With  names  such  as  CorTs,  Oi 
COS,  SATURNS,  and  PPLUS,  they  are  o 
hard  to  understand  and  consequently, 
derpriced.  One  of  Lehmann's  favorite  Jnver 
Merrill  Lynch's  Depositor  Preferred  ] 
Trust  Series  TWC-1,  which  holds  bond 
sued  by  media  giant  Time  Warner.  It  yi 
6.06%  at  the  current  price  of  $24.75. 

If  individual  issues  seem  daunt 
consider  an  exchange-traded  fund,  s 
as  PowerShares  Financial  Preferred  F 
folio,  or  a  closed-end  fund,  such  as  Bl. 
Rock  Preferred  Income  Strategies  Ft 
Blackrock's  yield  is  high  because 
shares  trade  at  a  discc  I 
to  their  net  asset  value 
closed-ends  often  do. 
fund    also    uses    lever 
which  increases  risk.  ! 
the  extra  yield  could  ma 
a  smart  bet.  ■ 


BusinessWeek  .coin 


To  see  a  video  report  on  investing 
in  preferred  shares  and  other  hig 
dividend  stocks,  go  to  www.busii 
week.com/go/tv/preferred 
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How  to  Make  a  Deal  Bloom 

s  the  spring  shopping  season  approaches,  the  housing  market  is  in  turmoil.  For  buyers, 
lis  is  a  time  to  negotiate.  If  you're  a  seller,  you  may  need  to  adjust  your  expectations.  Here 
re  timely  tips  for  those  on  both  sides  of  the  contract.  BY  CHRISTOPHER  PALMERI 


FOR  SELLERS 


afET  ON  THE  NET  More  than  80%  of  shoppers  check  out  home 
iting  sites  such  as  Realtor.com  before  the)'  buy.  Make  sure 

p  l»ur  sales  agent  has  at  least  six  good  photos  of  your  home 
id  a  video  tour  online.  "Listings  with  six  photos  get  almost 
)0%  more  viewers  than  those  with  single  photos,"  says 

s  iTol  Samuelson,  president  ofRealtor.com. 


FOR  BUYERS 


SELL  YOUR  HOME  FIRST  Put  your  current  house  on  the  market 
before  you  go  looking  for  a  new  one.  Properties  are  taking 
longer  to  sell,  notes  Phyllis  Haber,  an  agent  with  Prudential 
Douglas  Elliman  in  Huntington,  N.Y.  If  you  find  your  dream 
house  before  you  unload  your  old  one,  "unless  you  can  carry 
two  mortgages,  you  may  lose  a  deal." 


C  HESS  UP  THE  HOUSE  Everybody's  watching  the  home 

o  iakeover  shows  these  days.  Hiring  a  designer  to  spruce  up 

mr  home  can  cost  as  litde  as  $150  for  a  consultation,  says 
ifenver  home  stager  Lynn  Hodges.  For  a  few  hundred  more, 

ie'll  bring  plants,  modern  art,  and  furniture.  Your  sales 
rot  ;ent  will  often  pick  up  the  tab. 


RESEARCH  COMPARABLE  PRICES  To  get  the  latest  sale  prices 
for  similar  properties  in  the  neighborhood  you're  looking 
in,  ask  your  real  estate  agent  for  recent  sales  data  from  the 
multiple  listing  service.  Home  appraisal  sites  such  as 
Zillow.com  that  rely  on  deed  or  mortgage  filings  can  be  a 
few  months  behind. 


ON'T  OVERPRICE  Developer  Robert  Sheridan  tried  everything 
nit  om  free  kitchen  upgrades  to  financing  incentives  to  move 
I,  <  tndos  at  his  Lakeshore  it  Andersen  Springs  complex  in  sub- 
P  rban  Phoenix.  What  wt  -ked:  slashing  prices  by  10%.  "People 

e  looking  over  their  shoulder  at  what  their  neighbor  sold  for 
Fi  year  ago,"  he  says.  "That's  not  the  market  today." 


BE  REALISTIC  ABOUT  PRICE  Lowball  offers  turn  off  sellers, 
and  negotiating  from  there  could  get  contentious.  Make  an 
offer  of  no  more  than  10%  below  the  asking  price  if  the  home 
is  already  fairly  priced,  says  Mark  Nash,  author  of  1001  Tips 
for  Buying  and  Selling  a  Home.  Then  ask  for  concessions, 
such  as  having  the  seller  pay  closing  costs. 


£  GREEN  Environment;  Jy  friendly  features  are  in,  especially 
luejbuyers  don't  have  to  pay  for  them.  You  can  give  your 

)me  a  green  sheen  inexpensively  by  replacing  incandes- 
eijint  bulbs  in  light  fixtures  with  energy-saving  compact 

lorescent  ones.  Put  filters  on  the  faucets  and  a  compost  bin 
nal  i  the  backyard. 


DON'T  WALK  AWAY  IF  THE  SIGN  SAYS  "SOLD"  New-home 
builders  are  experiencing  cancellations,  so  it  pays  to  keep  in 
touch  with  the  salespeople.  Jim  Widner,  a  general  manager  at 
builder  KB  Home,  says  a  buyer  in  Las  Vegas  recently  snagged 
a  model  that  was  in  short  supply  after  receiving  a  text 
message  from  a  salesperson  saying  it  was  available  again. 


)RGET  ABOUT  AS  IS  Do  some  fixing  on  your  fixer-upper.  Re- 
ace  old  kitchen  and  bathroom  fixtures,  wallpaper,  mirrored 
alls,  paneling,  and  other  accoutrements  of  bygone  design 
ith  more  contemporary  looks.  Paint  walls  taupe,  not  white. 


PUT  YOUR  FINANCIAL  HOUSE  IN  ORDER  Before  shopping  for 
a  mortgage,  order  free  copies  of  your  credit  reports  at 
annualcreditreport.com.  Don't  rush  to  cancel  old  credit 
cards.  Having  a  long  history  can  improve  your  credit  score. 


iisinessWeek  weekend 


TELEVISION:  For  more  buying  and  selling  tips,  watch  our  weekly  TV  show.  Check  your  local  listings  or  go  to  businessweekweekend.com. 
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BY  GENE  G.  MARCIAL 

NEWMONT'S  ASSETS  COULD  LOOK  GOOD  AS  GOLD  TO  BARRICK. 
IN  TIGHT-MONEY  TIMES,  CB  RICHARD  ELLIS  IS  ON  SOLID  GROUND. 
REPAIRING  OIL  WELLS  IS  KEEPING  SUPERIOR  ENERGY  BUSY. 


THE  STOCK 
HAS  LAGGED 

STOCK  PRICE  (DOLLARS) 


A        A 


\f  •    W 


NEWMONT 
MINING 


JULY  31.  '06       MAR.  14.  '07 
Data:  Bloomberg  Financial  Markets 


Newmont  May  Gleam 

GOLD  HAS  BEEN  SHOWING  ITS  METTLE.  The  price 
has  vaulted  from  $541  an  ounce  a  year  ago  to  $650  on 
Mar.  14.  The  "bugs"  say  gold  is  still  the  best  metal  to 
own  for  the  next  12  to  24  months.  But  which  producers  will 
shine  brightest?  Newmont  Mining 
(NEM),  the  world's  No.2  producer,  "is 
the  one,"  says  Vincent  Carrino,  chief 
of  Brookhaven  Capital  Management, 
which  has  loaded  up  on  its  stock.  "It 
gets  the  full  impact  of  rising  gold  spot 
prices  because  it  hasn't  hedged  its 
output,"  he  notes.  No.l  Barrick  Gold, 
however,  did  so— and  hasn't  benefited 
as  much.  Some  pros  think  Barrick 
may  go  after  Newmont  for  its  proven 
and  probable  reserves  of  95  million 
ounces.  It  has  operations  worldwide— 
in  Australia,  Canada,  Mexico,  and  the  U.S.  Barrick  overtook 
Newmont  as  No.  1  when  it  acquired  Placer  Dome  in  March, 
2006,  boosting  its  gold  reserves  to  138  million  ounces.  With 
Newmont,  Barrick  would  hike  them  further.  Both  companies 
also  produce  copper.  Newmont' s  stock  is  down  from  60 
last  May  to  41.44  on  Mar.  14.  In  a  deal,  Newmont  would  be 
priced  in  the  mid-50s,  say  the  pros.  With  demand  still  high, 
analysts  predict  gold  prices  will  keep  climbing.  At  Newmont, 
cost  pressures  remain  a  problem,  and  costs  are  expected 
to  spike  25%  in  2007,  says  Michael  Fowler  of  Desjardins 
Securities,  who  rates  it  a  buy,  with  a  12-month  target  of  67. 
He  sees  profits  of  $2.70  a  share  in  2007  vs.  2006's  $1.76. 
Barrick  "is  always  on  the  lookout"  for  companies  that  would 
provide  synergies,  spokesman  Vince  Borg  said,  but  wouldn't 
comment  on  Newmont.  And  Newmont  didn't  return  calls. 

Why  CB  Richard  Ellis 
Could  Be  a  Good  Bet 

FOLLOW  THE  FED  is  a  strategy  that  Douglas  Roberts 
uses  in  picking  stocks  at  Channel  Capital  Research 
Institute,  where  he  is  managing  principal.  Simply  put, 
you  should  buy  mid-to-large-cap  stocks  when  the  Federal 
Reserve  Board  is  in  a  tight-money  mode,  and  go  for  small 
caps  when  it  eases  on  interest  rates.  Roberts  is  opting  for 
big-caps,  as  he  doesn't  see  the  Fed  cutting  rates  soon.  Among 
his  top  choices:  global  real  estate  services  outfit  CB  Richard 
Ellis  Group  (CBG).  It  helps  with  property  leasing,  sales,  and 
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valuation  (page  72).  CBRE  benefits 
from  the  expanding  global  real  estate 
business— on  the  rise  or  not— since 
its  services  are  needed  in  any  deal, 
says  Roberts.  Up  from  20  in  August  to 
32.21  on  Mar.  14,  CBRE  is  cheap  based 
on  consensus  estimated  profits  of 
$1.98  for  2007  and  $2.37  for  2008,  he 
says.  Brandon  Dobell  of  Credit  Suisse 
rates  CBRE  "outperform,"  with  a  12- 
month  target  of  44. 
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'Tremendous'  Demand  for 
Superior  Energy  Services 

SUPERIOR  ENERGY  SERVICES  (SPN)  aims  to  be 
everything  to  oil-and-gas  explorers  in  the  Gulf  of  Mexki 
and  in  most  cases  it  is.  One  specialized  service  is  "well 
intervention."  It  repairs  and  maintains  onshore  or  offshore 
wells  that  are  old  or  have  been  badly  damaged  by  violent 
weather  like  Hurricane  Katrina.  "Superior  can't  keep  up  wit 
the  tremendous  demand  for  its  repair  and  recovery  services 
which  will  provide  strong  growth  through  the  end  of  the 
decade,"  says  Martin  Sass,  CEO  of  MDSass,  which  manages 
assets  of  more  than  $10  billion  and 
owns  a  1.2%  stake.  Superior  also  buys 
wells  that  the  major  oil  companies 
abandon,  resuscitates  them,  and  keeps 
them  in  its  own  oil-and-gas  unit.  Sales 
and  earnings  have  risen  since  2001 
when  it  earned  30<t  a  share.  By  2006 
earnings  had  rocketed  to  $2.32.  Its 
stock,  up  from  23  last  Sept.  25  to  33.23 
on  Mar.  14,  is  selling  at  a  35%-40% 
discount  to  its  peers,  notes  Sass.  In 
the  Gulf  of  Mexico,  Superior  has  56% 
of  the  business,  but  that  figure  may 

decline  this  year  as  the  company  pushes  expansion  elsewhe 
including  the  Middle  East,  North  Sea,  and  Venezuela,  says 
Sass.  Stewart  Glickman  of  Standard  &  Poor's,  who  rates 
Superior  a  "strong  buy,"  sees  profits  in  2007  rising  to  $3-42 
share  and  to  $4.13  in  2008.  ■ 
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klanotechnology  Matters 

Government,  academic  and  corporate 
{&D  open  doors  to  better  medicine, 
aster  PCs  and  a  cleaner  environment. 

ritten  by  Vance  McCarthy 


housands  of  nanotechnology  experts — research- 
ers, engineers  and  product  specialists — are  qui- 
etly cracking  long-unseen  codes  about  how  the 
universe  works  at  the  tiniest  scale. 


Over  the  past  3  years,  the  government's  National  Nanotechnology 
litiative  (NNI)  and  other  programs  have  poured  $2  billion-plus  into 
anotech  exploration.  Now,  we  have  thousands  of  new  nano  discoveries — 

Ijilding  blocks  for  nano's  future,  some  as  small  as  one  or  two  molecules. 
In  2007,  R&D  spending  is  intensifying.  The  U.S.  Departments  of  En- 
gy  (DOE)  and  Defense  (DOD)  will  spend  another  $3  billion-plus  on  pure 
ano-related  projects  by  2010.  This  should  attract  more  commercial  R&D 
liioney.  At  decade's  end,  it's  predicted  most  Global  500  firms  will  make, 
*  jy,  or  have  investments  and/or  partnerships  in  nanotechnology. 

This  section  is  designed  to  help  BusinessWeek  readers  get  their  bear- 
igs  on  nanotech  opportunities,  and  how  nano  could  affect  their  lives, 
nances,  careers  and  even  their  company's  future.  Let's  get  started. 

izing  Up  Nano.  Nanotechnologists  work  at  the  molecular  scale.  To  give 

)u  some  perspective,  a  sugar  granule  is  about  1-millimeter  wide.  Zoom 

awn  1-million  times  smaller  and  you  get  a  single  sugar  molecule,  which 

pleasures  1.0  nanometer. 
■'A 

Nanotechnology  encompasses  materials,  chemicals,  devices, 

ructures  and  processes  at  scales  between  0.1  nanometers  to 
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LEFT:  Nanoscience  is  unraveling  what  makes  colloids  self-assemble 
into  building  blocks  for  hundreds  of  common  items  such  as  aero- 
sols, gels,  inks,  detergents,  even  polymers  and  proteins.  View  is  50- 
micron  scan.  (Atomic  Force  Microscopy  image  taken  on  an  Asylum 
Research  microscope  at  NIST.  Courtesy:  Asylum  Research) 

about  100  nanometers.  Experts  say  if  we  can  understand  and  ma- 
nipulate our  world  at  this  tiny  scale,  we'll  unlock  a  vault  brimming 
with  discoveries  and  promise. 

Nanotech  Holds  Medical  Promise.  A  DNA  molecule  is  2.5  nanometers 
wide.  The  National  Cancer  Institute  and  National  Institutes  of  Health  are 
investing  in  nano-research  to  find  better  ways  to  diagnose  and  treat  can- 
cer. NCI/NIH  are  working  on  cell-sized  nano-containers  to  deliver  gene 
therapy,  quantum  dots  to  find  tumors  only  a  few  cells  wide,  and  even 
custom-designed  drug  therapies  based  on  a  patient's  DNA. 

"There  is  a  lot  of  exciting  nanotechnology  research  in  the  lab  now 
and  the  goal  is  to  get  it  into  clinical  trials,"  says  Dr.  Mansoor  Amiji, 
a  Northeastern  University  nano-researcher  investigating  therapies  for 
childhood  cancers.  Small  biotechs,  such  as  Abraxis  Bioscience,  have 
already  received  FDA  approvals  for  drug  nano-formulations.  And  Genen- 
tech  is  joining  other  larger  biotechs  in  nano  R&D. 

Nanotech  Fueling  "CleanTech"  Revolution.  The  Nano  Science  and 
Technology  Institute  (NSTI)  is  at  the  center  of  the  nanotech-clean- 
tech  convergence.  "There  is  a  burst  in  nanotechnoiogies  aiming 
to  cut  pollution,  waste  and  energy  use  for  industrial  firms,"  said 
Dr.  Matthew  Laudon,  NSTI's  Executive  Director. 

Laudon  notes  many  examples.  NanohbO  (Santa  Monica,  CA)  has 
nano-membranes  to  improve  water  reclamation  and  desalination.  The 
University  of  Wisconsin  is  working  on  nano  fuel  cells  for  cellphones, 
PDAs  and  TV.  "Smart  batteries"  from  nanotech  designs  will  store  pow- 
er for  years  and  release  current  on-demand.  Nano-thin  roll-printing 
will  make  solar  cells  cheaper.  NSTI's  Nanotech  2007  conference  is 
co-located  with  CleanTech  2007  (Santa  Clara,  CA;  May  20-24,  2007) 
and  will  showcase  many  leading-edge  nanotech  solutions  for  clean- 
tech.  Visit  www.nanotech2007.org  and  www.cleantech2007.org. 

Nanotech  and  the  Consumer  Economy.  While  nanotech  may  help  cure  can- 
cer or  curb  global  warming,  maybe  you  just  want  your  laptop  battery  to 
last  longer.  Nanotech  is  there  too. 

The  biggest  names  in  electronics  and  semiconductors — Intel,  AMD, 
HP,  Agilent  and  Motorola — all  have  nano  R&D  programs,  covering  chips 
and  components  for  PCs,  laptops,  cellphones  and  PDAs. 

Other  nano  initiatives  could  bring  brighter  and  cheaper  flat- 
panel  TVs,  stronger  tires,  cheaper  and  more  efficient  gasoline,  and 
self-repairing  engines.  Boeing  and  Caterpillar  are  even  exploring 
nanotech  to  improve  airplanes  and  earth  movers. 

Top  Chemical  Firms  Safeguard  Nano's  Promise.  Beyond  the  flashy 
research,  getting  nano-inventions  to  market  also  means  ensuring 
nano  does  no  harm. 

BASF,  DuPont,  Dow,  P&G,  and  a  dozen  more  of  the  world's  largest 
chemical  companies  are  collaborating  with  U.S.  and  international 
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agencies  under  the  mantle  of  The  American  Chemistry  Council's 
Nanotechnology  Panel,  www.americanchemistry.com.  Their  goal:  to 
ensure  nanotechnology  advancements  move  forward  while  protecting 
the  environment,  human  health  and  safety  (EH&S). 

ACC's  Nanotechnology  Panel  boasts  16  companies,  and  is  en- 
couraging governments  to  set  priorities  for  conducting  EH&S  re- 
search. The  Panel  also  works  with  scientists  to  discover,  measure 
and  evaluate  potential  risks  that  might  arise  from  production,  use 
and  disposal  of  nanomaterials. 

"Right  now,  many  of  our  [members]  are  engaged  in  nanotech  R&D. 
They  know  the  value  of  having  this  kind  of  research  in  place  early,"  said 
Bill  Gulledge,  Manager  of  the  American  Chemistry  Council's  Nanotech- 
nology Panel  and  Managing  Director  of  ACC's  Chemical  Products  and 
Technology  Division.  "What  would  be  a  chilling  effect  on  early  stage 
[nanotechnology]  R&D  would  be  the  uncertainty  that  may  be  associ- 
ated with  a  whole  new  set  of  marketplace  regulations  for  nanotechnolo- 
gies,"  prior  to  a  thorough  review  and  the  application  of  today's  regulatory 
framework  for  nanomaterials  and  their  related  bulk  chemicals. 

Wanting  to  be  included  in  any  groundbreaking  nano-initiatives, 
ACC's  Nanotechnology  Panel  members  are  cooperating  on  projects  to 
ensure  strong  EH&S  practices  for  nano.  Among  ACC's  aims  is  to  work 
with  others  to:  (1)  identify  multi-national  EH&S  research  strategies;  (2) 
identify  "representative"  nano-materials  for  further  investigation,  and  (3) 
develop  health  and  environmental  test  methods  for  assessing  "represen- 
tative" nano-materials. 


Lessons  from  Current  Practices.  ACC's  Nanotechnology  Panel  membt 
continue  to  apply  to  their  nano  work  current  hazard  identificatii  • 
and  risk  assessment  principles,  developed  from  their  bulk  chemic  & 
"product  stewardship  programs,"  Gulledge  said.  "Lacking  sped  ll 
measurement  techniques  in  the  nano-range,  some  companies  are  i'  n 
ing  experience  gained  in  managing  the  bulk  material."  ACC  membf  " 
are  eager,  meanwhile,  to  participate  in  research  that  will  develop  t'  80f 
specific  nanoscale  measurement  techniques,  he  added. 

Meanwhile,  to  capture  the  necessary  strong  approaches  and  go  f 
data,  ACC's  Nanotechnology  Panel  wants  to  leverage  its  vast  expe  : 
ence  to  help  (1)  gather  technical  information;  (2)  evaluate  the  speci  :;r 
characteristics  of  nanomaterials  in  order  to  adequately  characteri >  hi 
potential  hazards,  and  (3)  measure  potential  health  and  environme-' '" 
tal  impacts  throughout  the  product  life  cycle  and  ultimate  dispos  'Z! 
[To  "characterize"  is  to  test  and  analyze  to  identify  and  categori  ' 
attributes  and  properties  of  chemicals  under  various  conditions.]  '  "^ 

"Many  [ACC]  Panel  members  participated  in  generating  haze   m 
information  for  the  High  Production  Volume  chemical  assessme   x 
programs  [from  the  U.S.  Environmental  Protection  Agency].  Frc 
this  experience,  they  have  a  lot  of  knowledge  in  characterizing  che 
icals,"  Gulledge  says.  "But,  our  members  would  benefit  from  ongoi    ,1 
and  future  research  on  characterization  of  nanomaterials,  and  pt)  5 
sible  future  information  that  agencies  will  be  looking  for." 

So,  ACC  is  asking  EPA  to  make  identification  and  characteri:   "ffi 
tion  of  nanomaterials  a  research  priority.  Gulledge  is  hopeful  the  gii  m> 
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imment's  FY2008  discretionary  budget  will  fund  these  programs. 
(kCC  members  are  also  encouraging  EPA  to  implement  a  voluntary 
lanomaterials  stewardship  program.  "We  participated  in  an  advisory 
apacity  as  EPA  developed  their  early  draft  for  the  program,  and  we 
re  very  excited  for  it  to  get  off  the  ground,"  Gulledge  said. 

While  ACC  members  await  a  formal  EPA  program,  they  are  work- 
ing on  EH&S  nano  programs  with  other  groups. 

With  the  Organization  for  Economic  Co-operation  and  Develop- 
ment (OECD),  ACC,  working  within  an  international  industry  coali- 
ion,  is  working  towards  establishing  a  comprehensive  database  of 
iianomaterials  and  related  EH&S  information.  In  a  program  Gulledge 
ailed  "very  aggressive,"  OECD  is  also  identifying  research  strategies 
Dr  working  with  nanomaterials,  and  sharing  common  national  ap- 
proaches for  evaluating  risk  and  conducting  risk  assessments. 

With  the  National  Institute  of  Occupational  Safety  and  Health 
NIOSH),  ACC  panel  members  are  helping  to  conduct  research  to 
neasure  and  control  potential  workplace  exposure  to  nanomaterials. 
»CC  is  also  watching  ongoing  implementation  of  a  voluntary  nano- 
achnology  program  recently  launched  in  the  U.K. 

Asked  whether  ACC's  work  is  simply  an  effort  to  preempt  harsher 
iano  regulations,  Gulledge  is  candid.  "There  is  nothing  on  the  radar  at 
lis  time  that  suggests  Congress  or  federal  agencies  want  new  or  special 
sguiations  for  nanomaterials.  I  hope  as  an  industry  we  will  go  through 
iformation  collection  and  analysis  efforts,  such  as  these  voluntary  pro- 
rams,  before  governments  here  or  abroad,  make  any  rash  decisions 


about  the  need  for  more  regulations  for  the  nanotechnology  industry." 

"That  said,"  Gulledge  adds,  "our  challenge  is  to  continue  to 
demonstrate  the  [chemical]  industry's  commitment  to  safety  and  the 
protection  of  human  health  and  the  environment.  Applying  product 
stewardship  principles,  such  as  ACC's  Responsible  Care  Program,  to 
nanomaterials  could  help  ensure  that  EH&S  issues  do  not  become 
potential  problems,  and  is  the  proper  approach,  I  believe."  ■ 
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'     Nano  Science  and  Technology  Institute 

The  Nanotech  for  Investors  Summit  (May  21,  2007  in  Santa  Clara, 
CA)  offers  executive-level  advice  and  perspective  from  the  world's 
leading  investors,  along  with  access  to  top  nanotech  business 
and  technology  execs.  "The  Summit  will  provide  attendees  a 
financially  focused  outlook  on  how  nanotechnology  is  affecting 
global  investments  across  various  markets,  and  candid  discussion 
on  opportunities  and  risk,"  said  Dr.  Aymeric  Sallin  summit  co- 
chair,  and  co-founder  of  NanoDimensions  a  pioneering  nanotech 
VC  firm.  The  summit  is  co-hosted  with  NSTI.  (508)  357-2925 
www.nsti.org/nanotech2007/nanoinvestor 
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It  is  one  in  every  eight  patents  and  $24  billion 
invested  in  research  each  year.  It  is  chemistry. 
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QlJ3ntlJmSphere,  InC.  (Santa  Ana,  CA)  is  a  leader  in  bringing  nanotechnology  to  battery  and  clean-energy  applications.  In  2007,  this  maker  of  hij  f 
quality  nano  catalysts  revealed  two  new  nano-based  fuel  cell  and  hydrogen  generation  technologies,  which  will  boost  power  and  cut  manufacturing  costs.   I 

Founded  in  2002,  the  company  has  a  growing  IP  portfolio  of  processes  and  applications.  Alongside  its  in-house  engineering  staff,  led  by  a  former 
aerospace  scientist,  QuantumSphere  works  closely  with  U.S.  national  labs  and  leading  universities  on  nano-scale  catalyst  materials.  QuantumSphere  \ 
a  unique  ability  to  produce  ultra-pure,  highly  uniform  nano-metals  and  alloys  in  high  volume. 

"By  enabling  low-cost,  portable  power  and  efficient  renewable  energy  production  with  high-performance  nano  catalysts,  QuantumSphere  is  delivering  on  its 
promise  to  alleviate  our  nation's  over  dependency  on  conventional  sources  of  energy  today,"  said  QuantumSphere's  CEO  and  co-founder  Kevin  D.  Maloney. 

QuantumSphere  aims  to  be  a  leading  provider  of  high-performance  catalyst  materials  and  electrode  devices  for  clean-energy  applications,  incli 
ing  batteries  and  micro  fuel  cells  for  portable  power,  and  hydrogen  generation  through  electrolysis.  Analysts  estimate  today's  global  catalyst  markel 
$10+  billion  a  year.  (714)  545-6266;  www.qsinano.com 


m 


/>-■ 


p 


Advanced  Diamond  Technologies,  InC.  (Romeoville,  ID  makes  diamond  one  carbon  atom  at  a  time.  ADT's  UNCD®  (ultra- 
nanocrystalline  diamond),  born  of  U.S.  Department  of  Energy  research,  has  the  smallest  grains  of  any  form  of  diamond.  This  makes  UNCD 
purer,  smoother,  and  more  uniform  than  traditional  diamond  and  suitable  for  electronics.  Soon,  ADT's  diamond  will  power  cellphones  and 
biosensors.  "We  turn  50  cents  worth  of  natural  gas  into  $500  of  diamond  by  rearranging  the  carbon  atoms,"  said  ADT's  president  Neil  Kan< 
UNCD  won  Frost  and  Sullivan's  2006  Product  Innovation  of  the  Year  Award.  (815)  293-0900;  www.thindiamond.com 
IBtOf 

MEMSCAP  InC.  (Durham,  NC)  solutions  include  components,  component  designs,  manufacturing  and  related  services.  MEMSCAP's 
Custom  Products  Business  Unit's  US  operations  are  located  in  RTP,  NC,  where  one  of  the  largest  MEMS  intellectual  property  portfolios, 
standard  processes  and  a  TL9000  quality  system  are  leveraged  to  support  customers  from  development  to  production.  "We  let  our  custom- 
ers leverage  MEMS  and  nanotechnologies  to  create  new  products,  improve  existing  products,  and  accelerate  design  and  manufacture,"  say;|hjT| 
MEMSCAP  Custom  Products  Business  Unit  General  Manager,  Ron  Wages.  (919)  314-2200;  www.memscap.com 
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AmblOS  Technology  InC.  (Santa  Cruz,  CA)  is  a  leading  manufacturer  of  surface  measurement,  visualization,  and  characterization  insti 
ments  in  the  industrial  and  academic  nanotechnology  marketplace.  "Our  recent  acquisition  of  Quesant  Instrument  Corp.  has  allowed  us  to  extenc 
our  initial  market  successes  in  high  resolution  contact  and  non-contact  profilometry  to  the  nano-scale  with  atomic-scale  imaging  systems,"  says 
Ambios  President  and  CEO  Patrick  O'Hara.  With  a  compounded  annual  revenue  growth  rate  of  35%  since  the  installation  of  their  first  instrument 
2001,  Ambios  is  poised  to  be  a  significant  contributor  to  the  growing  nanotech  tools  sector.  (877)  429-4200;  www.ambiostech.com 


Pennsylvania  NanoMaterials  Commercialization  Center  (Pittsburgh,  pa),  a  non-profit,  promotes  commercializing  nanorr 

terials  research  for  U.S.  business  and  defense.  The  Center's  industry  partners  include  Alcoa,  BayerMaterial  Science,  PPG  Industries,  Plextronics, 
U.S.  Steel  and  Pittsburgh  Technology  Council.  Partnering  universities  are  Carnegie  Mellon  University,  Pennsylvania  State  University,  and  Universi 
of  Pittsburgh.  Funding  comes  from  the  U.S.  Department  of  Defense  and  the  Commonwealth  of  Pennsylvania.  The  Center's  focus  includes  low-co: 
solar  cells,  enhanced  polymers,  and  improved  heat  exchangers.  "We  want  to  commercialize  promising  nanotechnology  research  within  Pennsylva- 
nia's businesses  and  academia,"  says  Center  Executive  Director  Dr.  Alan  Brown.  (412)  915-4205;  www.pananocenter.org 

mPtiaSe  Technologies  (Norwalk,  Conn.),  trading  OTC  as  XDSL,  is  working  with  the  U.S.  Army  at  Picatinny,  Rutgers,  The  State  University  of  New  J  j 
and  leading  research  organizations  on  two  blockbuster  projects.  "Our  job  is  to  drive  MEMS  and  nanotechnology  R&D  into  leading-edge  products,"  says  mPr 
CEO  Ron  Durando.  mPhase's  two  current  projects  are:  a  battery  built  with  nanostructures  to  last  longer,  store  more  energy  and  be  safer  to  discard;  and  a  fan 
of  magnetometers  made  from  MEMS  structures  smaller  than  the  date  on  a  penny.  It  would  detect  magnetic  fields  disturbances,  and  could  be  used  for  secu  I 
applications  and  to  augment  GPS  and  GPS-denied  electronic  devices,  and  even  help  guide  smart  munitions.  (973)  256-3737;  www.mphasetech.com 
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NanOteCh  Ventures  and  CleanteCh  2007  Ventures  (May  22-24  in  Santa  Clara,  CA),  will  provide  investors  and  corporate 
partnership  and  business  development  execs  an  ideal  opportunity  to  meet  and  evaluate  more  than  100  early-stage  public  and  pre-lPO  compa 
nies  in  the  nanotech  and  cleantech  sectors.  "The  combined  Nanotech/Cleantech  Ventures  event  will  bring  together  executives  from  these  pio- 
neering companies  with  industrial  users,  funders,  technology  providers  and  analysts,"  says  Dr.  Matthew  Laudon,  Executive  Director  of  the  Nai 
Science  and  Technology  Institute,  the  events'  producer.  (508)  357-2925;  www.nsti.org/nanotech2007  and  www.cleantech2007.org 
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sonalFinance  I  Figures  of  the  Week 


TOCKS 

S&P  500 


MAR.    SEPT.    MAR.    MAR.  8-14 


4 


T  1387.2 


IMMENTARY 

this  is  what  volatility  feels 
3.  While  mortgage  jitters 
arked  a  selloff  on  Mar.  13, 
-estment  bank  and  major 
jrtgage  player  Lehman 
others  reassured  the 
jrket  with  news  that  rising 
fault  rates  wouldn't  hurt  its 
ttom  line,  helping  to  offset 
festor  worries  over  the 
bprime  woes  at  automaker 
meral  Motors. 


Hi 


a:  Bloomberg  Financial  Markets,  Reuters 

flUTUAL FUNDS 

WEEK  TOTAL  RETURN 

■EK  ENDED  MAR.  13 

I S4P  500  ■  U.S.  DIVERSIFIED  S»  ALL  EQUITY 


2-WEEK  TOTAL  RETURN 

(EEK  ENDED  MAR.  13 

I  S&P  500  M  U.S.  DIVERSIFIED  *  ALL  EQUITY 


ta:  Standard  &  Poor's 


THE  WEEK  AHEAD 


SIDENTIAL  CONSTRUCTION 

isday,  Mar.  20,  8:30  a.m.  EDT 
ousing  starts  are  forecast 
(lave  picked  up  a  little  to 
annual  rate  of  1.46  million 
February,  from  1.41  million 
January.  That's  the  median 
ecast  of  economists  surveyed 
Action  Economics. 
MC  MEETING  Tuesday,  Mar. 
,9  a.m.  EDT)) The  Federal 
•en  Market  Committee  begins  a 
iteb-day  monetary  policy  meeting. 


U.S.  MARKETS 

MAR.  14 

WEEK 

%  CHANGE 

YEAR  TO     L  -  ST  12 

DATE      MONTHS 

S&P  500 

1387.2 

-0.3 

-2.2 

6.9 

Dow  Jones  Industrials 

12,133.4 

-0.5 

-2.6 

8.8 

NASDAQ  Composite 

2371.7 

-0.1 

-1.8 

3.3 

S&PMidCap400 

822.8 

-0.1 

2.3 

5.9 

S&P  SmallCap  600 

397.6 

0.1 

-0.6 

4.7 

DJ  Wilshire  5000 
SECTORS 

13,992.1 

-0.3 

-1.6 

7.2 

BusinessWeek  50* 

783.1 

-0.3 

-1.9 

2.2 

BW  Info  Tech  100" 

428.6 

0.6 

-4.2 

10.0 

S&P/Citigroup  Growth 

636.3 

-0.4 

-2.5 

3.9 

S&P/Citigroup  Value 

749.6 

-0.3 

-1.9 

10.0 

S&P  Energy 

439.0 

-0.1 

-3.6 

10,6 

S&P  Financials 

468.4 

-1.5 

-5.4 

6.0 

S&P  REIT 

203.3 

1.4 

2.2 

18.3 

S&P  Transportation 

261.1 

-0.3 

-1.0 

-2.6 

S&P  Utilities 

193.3 

0.5 

3.6 

19.3 

GSTI  Internet 

196.9 

-0.4 

-1.4 

4.2 

PSE  Technology 

873.8 

0.5 

-0.2 

-0.1 

GLOBAL  MARKETS  mar  u  week 

S&P  Euro  Plus  (U.S.  Dollar)  1931.5  -1.9 

London  (FT-SE 100)  6000.7  -2.5 

Paris  (CAC  40)  5296.2  -2.9 

Frankfurt  (DAX)  6447.7  -2.6 

Tokyo  (NIKKEI  225)  16,676.9  -0.5 

Hong  Kong  (Hang  Seng)  18,836.9  -0.4 

Toronto  (S&P/TSX  Composite)  12,808.7  -1.4 

Mexico  City  (IPC)  26,719.3  2.0 


%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 


-2.9 

-3.5 
-4.4 
-2.3 
-3.2 
-5.6 
-0.8 
1.0 


16.8 
0.8 
3.5 
9.8 
2.7 

21.4 
7.0 

41.1 


•March  19, 1999=1000   "February  7.  2000=1000 


FUNDAMENTALS  mar.  is 

S&P  500  Dividend  Yield  1.86% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  16.7 

S&P  500  P/E  Ratio  (Next  12  mos.)*  14.7 

First  Call  Earnings  Revision*  -0.41% 

TECHNICAL  INDICATORS  maris 

S&P  500  200-day  average  1348.9 

Stocks  above  200-day  average  63.0% 

Options:  Put/call  ratio  1.14 

Insiders:  Vickers  NYSE  Sell/buy  ratio  6.72 


16.9 
14.9 


WEEK  AGO      YEAR  AGO 

1.83%  1.78% 
18.1 
15.1 

0.90%    -0.67% 

•First  Call  Corp. 
WEEK  AGO     YEAR  AGO 

1346.2  Positive 

67.0%  Neutral 

1.32  Positive 

7.36  Negative 


BEST-PERFORMING 
GROUPS 

Tires  &  Rubber 
Oil  &  Gas  Refining 
Power  &  Energy  Traders 
Constr.  Materials 
Wireless  Services 


LAST 
MONTH0/ 

12.4 
9.5 
4.7 
3.2 
3.1 


Tires  &  Rubber 

Divsfd.  Metals  &  Mining 

Steel 

Constr.  Materials 

Power  &  Energy  Traders 


EQUITY  FUND  CATEGORIES 


4-WEEKTOTAL  RETURN 
LEADERS 

Japan 
Utilities 

International  Hybrid 
Domestic  Hybrid 

LAGGARDS  

Latin  America 
Real  Estate 
Financial 
Precious  Metals 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN                          % 
LEADERS 

DireXn.Sm.  Cap  Bear  2.5X  13.6 
DireXn.  S&P  500  Bear  2.5X  11.6 
RydexDyn.  Russell  2000  H  11.3 

ProFds.USh.  Small  Cap  Inv.   11.2 

LAGGARDS 

ProFundsPrecs.Mtls.lnv.  -15.6 
DireXn.  Lat  Am.  Bull  2X  Inv.  -14.4 
DireXn.Sm.  Cap  Bull  2.5X  -13.6 
ProFunds.  Real  Est.  Inv.    -13.3 


LAST  12 
MONTHS  % 

109.1 
50.5 
47.5 
45.3 
34.6 


% 


WORST-PERFORMING  LAST 

GROUPS                                MONTH  % 

LAST  12 
MONTHS  % 

Homebuilding 

-16.6 

Homebuilding                -29.7 

Spclzd.  Cnsmr.  Serv. 

-15.6 

Distillers  &  Vintners        -23.8 

Automobiles 

-14.8 

Photographic  Products    -20.8 

Distillers  &  Vintners 

-11.5 

Electric  Mfg.  Svcs.           -18.9 

Motorcycles 

-11.5 

Gold  Mining                   -16.6 

52-WEEK  TOTAL  RETURN 
LEADERS  

-0.7     Pacific/Asia  ex-Japan  27.0 

-1.5     Utilities  22.3 

-1.9     Real  Estate  22.1 

-2.0     Latin  America  20.9 

LAGGARDS 

-8.0     Japan  -2.3 

-6.6     Health  -2.1 

-6.3     Technology  0.6 

-6.0     Small-cap  Growth  1.5 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

Dreyfus  Prem.Grtr.  China  A  56.7 

Old  Mut.  Clay  Finlay  Ch.  A  49.9 

Oberweis  China  Opport.  49.3 

E.I.I.  Int.  Property  Instl  47.9 

LAGGARDS 

DireXn.  Emrg.  Mkts.  Short  -32.3 
American  Heritage  Grth.  -25.0 
DireXn.  Dev.  Mkts.  Bear  2X  -22.6 
Prasad  Growth  -19.5 


INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 

10-YR.80ND  30-YR.BOND 

3.73%  4.08°/ 

5.33  5.83 

3.85  4.34 

Taxable  Equivalent  5.50  6.20 


MAR.  14 

WEEK  AGO 

YEAR  AGO 

4.86% 

4.86% 

4.08% 

5.05 

5.09 

4.59 

4.55 

4.53 

4.64 

4.53 

4.49 

4.69 

4.70 

4.63 

4.71 

6.01 

6.05       6.30 

fBanxQuotelnc. 

General  Obligations 
Taxable  Equivalent 

3.73% 
5.33 

4.08% 
5.83 

Insured  Revenue  Bonds 

3.85 

4.34 

Economists  queried  by  Action 
Economics  are  unanimous  in  their 
expectation  for  the  Fed  to  keep 
interest  rates  at  5.25%. 
LEADING  INDICATORS  Thursday, 
Mar.  22, 10  a.m.  EDT  »The 
Conference  Board's  index  of 
leading  economic  indicators  for 
February  probably  held  steady, 
after  inching  up  0.1%  in  January. 
Drags  from  higher  initial  jobless 
claims  and  weaker  consumer 
expectations  should  be  offset 


by  higher  average  stock  prices 
during  February  as  compared  to 
January. 

EXISTING  HOME  SALES  Friday, 
Mar.  23, 10 a.m.  EDT)) Existing 
home  sales  in  February  most 
likely  cooled  a  little  more  to  an 
annual  rate  of  6.32  million  units. 
Sales  in  January  unexpectedly 
bounced  up  to  an  annual  rate 
of  6.46  million.  Harsher  winter 
weather  likely  crimped  housing 
activity  in  February. 


The  BusinessWeek  production  index 
declined  to  292.8  for  the  week 
ended  Mar.  3,  but  stood  8.5%  above 
the  year  ago  level.  Before 
calculation  of  the  four-week  moving 
average,  the  index  fell  to  290.9. 


BusinessWeek  .com 


For  the  BW50,  more  investment 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras. 
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It's  about  money. 

Earning  it 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  March  17  and  18: 

Real  Estate  Relief:  Whether 
you're  moving  in  or  out,  we've 
got  advice  for  getting  the  best 
deal  in  a  shaky  housing  market. 

BusinessWeek  50  Rankings: 

Our  annual  list  of  the  best- 
performing  companies,  with 
strategy  insight  from  CEO  Lew 
Frankfort  of  #2-ranked  Coach. 

Luxe  Airport  Cuisine:  See  how 

meals  at  busy  terminals  have 
taken  off  to  include  upscale 
delights  from  steaks  to  sushi. 

Tax  Tips:  Learn  about  new  and 
little-known  tax  credits  that 
can  help  you  save  this  year. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Find  your  local  station  and  airtime  by 

zip  code  at  businessweekweekend.com 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
names.  Companies  listed  only  in  tables  are  not  included. 


A,B 

ABC(DIS)10 
Accenture(ACN)48 
Accredited  Home  Lenders 

(LEND)  34 
Adobe  (ADBE)  78 
ADP(ADP)86 
Aetna  (AET)  76 
Akzo  Nobel  32 
Alcoa  (AA)  80 
Allegheny  Technologies  (ATI) 

58,70,80 
Altna(M0)68 
Amazon  (AMZN)  13. 76 
American  City  Eusiness 

Journals  16 
American  Express  (AXP) 

10.68 
Ameriquestl42 
AMR  Research  64 
A0L(TWX)13 

Apple  (AAPL)  24. 58, 84, 104 
Arnell  Group  104 
Aston  Martin  32 
AT&T  (T)  13, 90 
Avista  Capital  116 
Avon(AVP)77 
Axiom  Capital  40 
Backtence28 
Bain  58 

Bank  of  America  (BAC)  112 
barista.net  28 
Barnck  Gold  (ABX)  132 
Bear  Stearns  (BSC)  40 
Bed  Bath  &  Beyond  (BBBY) 

58,77 
Ben  &  Jerry's  109 
Best  Buy  (BBY)  44, 58, 84 
Biomet(BMET)60 
BioReliancell6 
Black  &  Decker  (BDK)  58, 88 
BlackRock(BLK)90,130 
Boeing  (BA)  70 
BP(BP)50 
Bndgewater34 
Bristol-Myers  (BMY)  116 
Broadcom  (BRCM)  13 
Brookhaven  Capital  132 
Burnham  Financial  68 


CD 

Cadbury(CSG)32,88 

Canon  (CAJ)  48 

CB  Richard  Ellis  (CBG)  58, 

72,77,132 
CBS  (CBS)  10, 16, 46 
Celtic  Pharmaceutical 

Management  116 
Channel  Capital  132 
Chinese  Petroleum  50 
CIBC36.112 
Cisco  (CSCO)  13 
Citigroup  (C)  34. 64, 68, 70, 

76.128 
CJ  39  Shopping  48 
CME(CME)58.78 
CNBC  142 

Coach  (COH)  58, 60. 75 
Cognizant  (CTSH)  58. 76 
Colgate  (CL)  76 
ConocoPhilhps  (COP)  50 
Constellation  Energy  (CEG) 

86 
Conn  Group  66 
Countrywide  (CFC)  142 
Coventry  Health  (CVH)  88 
Credit  Suisse  (CS)  132 
Dean  Foods (DF) 109 
Delta  (DALRQ)  124 
D.E.Shaw  68, 80 


Desjardinsl32 
Deutsche  Bank  (DB)  70 
DFC  Intelligence  42 
Dollar  General  (DG)  32 
DresdnerKleinwortlO 
DuPont(DD)96 


E,F 

Eastman  Kodak  (EK)  104 
EmbarQ(EQ)60 
ENI(E)50 
E0G(E0G)58.78 
ESPN(DIS)16 
Estee  Lauder  (EL)  104 
Expedia.com  (EXPE)  96 
ExxonMobil  (XOM)  50 
Fannie  Mae(FNM)60 
Farallon  Capital  34 
Fastrac  Markets  112 
FedEx (FDX) 20 
Fidelity  34 

First  Albany  (FACT)  40 
First  American  Loan  34 
Ford  (F)  32. 96 
Forrester  (FORR)  14 
Fortress  (FIG)  68, 80 
FPL  Group  (FPL)  86, 96 
Freddie  Mac  (FRE)  34 
Fremont  Capital  34 
Fugro  Group  50 


G,H 

Gallup  44, 109 

GE(GE)70 

Gilead(GILD)75 

GM(GM)32.34,104 

Goldman  (GS)  68, 76 

Google  (GOOG)  32, 46, 58. 74 

GratisCardl3 

Halliburton  (HALJ32 

Halston32 

H&RBIock(HRB)32,36 

Hard  Rock  Cafe  112 

Hershey(HSY)88,104 

Hess(HES)50 

Hilco  Consumer  32 

H.J.Heinz(HNZ)32 

Hollinger32 

Hotchkis&  Wiley  34 

HP(HPQ)32,104 

Hyperion  (HYSL)  64 


I.J 

IBM  (IBM)  14, 48, 64 
iBrattleboro.com  28 
IDE018 
Ikana  116 
IMS  Health  (RX)  80 
lnfosys(INFY)76 
INO  Therapeutics  116 
Institutional  Real  Estate  72 
Intel  (INTO  10 
Interpublic  (IPG)  104 
Interscope  Records  104 
Invitrogen  (IVGN)116 
Jaguar  Cars  (F)  32 
J&J(JNJ)20 
JetBlue  (JBLU)  20, 124 
JPMorgan  Chase  (JPM)  29. 

58,66.68 
J.R.Simplotl09 


K.L 

Kaiser  Permanente  14 
KB  Home  (KBH)  131 
KKR32 

Kraft  Foods  (KFT)  68 
Legg  Mason  (LM)  84 
Lehman  (LEH)  40, 58, 60, 68. 
80,130 


LG  Electronics  48 

Libya  National  Oil  50 

Linde  Group  116 

Linear  Technology  (LLTC)  90 

Linens  'n  Things  32 

Lotte  Confectionery  88 


M,N 

Marathon  Oil  (MRO)  50 
Mars  88 

MasterCard  (MA)  13 
Matrix  USA  36 
McDonald's(MCD)82, 

104.109 
McGraw-Hill(MHP)34.58,60 
McKinseyl04 
M.D.Sassl32 
Merck  (MRK)  116 
Meredith  (MDP)  10 
Merrill  Lynch  (MER)  32, 34. 

90, 112, 130 
MetLife(MET)72 
Micron  (MU)  109 
Microsoft  (MSFT)  24, 74. 78, 

84,104 
Miramax(DIS)32 
MolsonCoors(TAP)104 
Moody's  (MC0)  58, 82 
Morgan  Stanley  (MS)  86. 130 
Morningstar(MORN)84 
Motorola  (MOT)  13 
MySpace(NWS)28 
Nanjing  Automobile  112 
NBC  16 

NEC(NIPNY)48 
New  Century  Financial  (NEW) 

32.34.36,142 
Newmont(NEM)132 
New  Mountain  116 
Nexon42 
Nike  (NKE)  104 
Nintendo  (NTD0Y)  42 
Nordstrom  (JWN)  64 
NovaStar(NFI)34 
NTT  DoCoMo (DCM) 48 
Nucor(NUE)58,70,75 


0,P 

Omnicom  (OMC)  104 
Option  One  (HRB)  32, 36 
Oracle  (ORCL)  58, 64, 82 
Organic  Valley  109 
Organon  BioSciences  32 
Paccar  (PCAR)  76 
P&G(PG)76.104 
Passlogixl4 
Paychex(PAYX)58,86 
PepsiCo  (PEP)  82 
Peptech  116 
Perry  Ellis  (PERY)  64 
Petco32 
Pfizer  (PFE)  116 
Piper  Jaffray(PJC)  112 
PNC  Financial  (PNC)  90 
PowerSharesl30 
Prudential  (PRU)  70, 131 
Putnam  Investments 34 


Q.R 

Questar(STR)75 
RBS13.130 
Realtor.com  131 
Reebok  104 
RegisterFly.com  118 
Renewable  Choice  Energy  96 
Revolution  13 
Robert  Half  (RHI)  78 
Robert  W.Baird  66 
Rockwell  Collins  (COL)  58, 80 
Royal  Dutch  Shell  (RDS)  50 


Samsung  Electronics  48 
S&P(MHP)34,60,132 
SAP  (SAP)  58, 64, 82 
SAS  Investors  28 
Schering(SGP)32 
Sempra  (SRE)  60, 78 
Sherwin-Williams  (SHW) 

58,80 
Sirna  Therapeutics  116 
SK  Telecom  (SKM)  48 
SLM(SLM)60 
Soleil  Securities  36 
Sony  (SNE)  42, 104 
Southwest  (LUV)  20 
Sports  Authority  32 
Starbucks  (SBUX)  58, 8! 
Staubach72 
Stryker(SYK)58,66,82 
Sunoco  (SUN)  58, 75 
Superior  Energy  (SPN)l 
Symantec  (SYMC)  24 
Synovus(SNV)90 


T 

TerraPass96 
Thomson  (T0C)  68 
Time  Warner  (TWX)130(| 
TishmanSpeyer72 
TJX (TJX) 86 
Toshiba  (TOSBF)  58 
Total  (TOT)  50 
Toyota  (TM)  104 
Translation  Consultatioi 
Travel  Quest  122 
Tnan  Management  32 
T.Rowe  Price  (TROW)  8 
Trump  (TRMP)  32 
Turning  Stone  112 
2wmc.com  Consulting  1 
TXU(TXU)68,80.116 


h'\ 


u,v 

UBS(UBS)40 
United  Technologies  (U'  i 
Universal  Music  104 
UPS  (UPS)  20, 58. 84 
USAA20 

U.S.  Steel  (X)  70, 88 
Vail  Resorts  96 
Valero  (VLO)  58, 86 
Vanguard  Group  34 
Varian  Medical  (VAR)  T, 
Venrock  Associates  116 
Verizon  (VZ)  13, 76 
Viacom  (VIA)  32, 46, 74 
Visa  13 
VolP(VOII)13 
Vonage(VG)13 
Vosgesl8 


fctet 

Jfceh 

lit 

Con) 


w.x 

Wal-Mart  (WMT)  64 
Walt  Disney  (DIS)  10, 31 
Waste  Management  (W 
Weinstein32 
Wells  Fargo  (WFC)  76,1 
Whole  Foods  (WFMI)K 
Wild  Oats  (OATS)  109 
Wipro(WIT)76 
WPPGroup(WPPGY)7 
XTO  Energy  (XTO)  58,' 


- ' 


r 

r 


Y.Z 

Yahoo!(YHOO)16.44 
YouTube(G00G)32.4l 
Zillow.com  131 
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arketPlace 


For  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 

F,  For  Ad  Rates  and  Information 

Phone:  (312)  464-0500 
.  Email:  MMiller@classifiedinc.com 


Health/Fitness 


Af  La/i\  Get"  \\\q  Real  ./Idnny  on  FqH 

An  Absolute  Must-Read  for  Men 
and  Women  Alike! 


fries,Chighs, 
andXies 

Tf»  Grfwod/  C*jdt  to  Grfhxj  ftv  JW*y  en  Tot 


DEBORAH  ARNESON    B  S      M  S  .  l.C  N 


•  Humorous         •  Clear  Cut 

•  Enlightening      •  Engaging . . . 

This  easy-to-access,  informative 

guide  will  have  the  fake  fats 

running  for  cover! 


Deborah  Arneson,  B.S.,  M.S., 
Licensed  Clinical  Nutritionist, 
demystifies  the  zany  outdated 
myths  surrounding  fat,  diets, 
health,  and  healing. 

TO  ORDER 
Please  Call: 

312-664-7979 

or  go  to 
www.healingquestcenter.com 

$16.50  +  shipping 
Allow  3-4  weeks  for  delivery 


\H  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

>'t  Manufacturer  seeks  USA  &  overseas 
distributors  for  this  top  quality  high  tech 
product  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 
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Business/Career  Opportunities 


Rated  One  of  the 
TOPBUSINESSE 
for 2007 


Business  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPANY 

No  experience  needed,  we  support  you! 

•  Arrange  business  loans  and  leases 
fromSlOk-SIOmillion. 

•  Work  directly  with  national  lenders. 

•  Unlimited  earning  potential  and 
residual  income. 


"5 


Call  now  to  receive  a  FREE 
DVO  Seminar  and  Brochure! 

800-336-3933 


www.viewbfc.com 
The  Loan  Consultants,  Inc.,  since  1 983 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 

Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 


Education/Instruction 


m    v 


For  Marketplace  advertising  rates  call 

312-464-0500 

or  email 
MMiller@classifiedinc.com 


Onsite 
'     or 
Online 


Project  Management  Training 
www.TheCourse.us 


Business  Services 


CHINA  RECRUITMENT 


CEO,  GM,  Operations  Dir.,  CFO,  HR 
Mgr,  etc..  All  industries,  20  yrs  in  China, 
12  yrs  in  recruiting  for  multinationals, 
Aust.  passport  holder,  Chinese  origin; 
able  to  find  you  the  right,  high-quality 
candidates  professionally,  cost-effec- 
tively, and  with  long-term  perspective. 


Alfred  Shum:  86-1360  1099  872  Beijing 
or  visit  website:  www.onpressint.com 


Office  Furniture 


FREE  SHIPPING 

Absolutely  No  Hidden  Costs  or  Fees  &  No  Mintmums 


31% -47% 
Off  Retail  on  all 
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xtensive  Online  Catalog 

IncludincpDesks,  Chairs,  Files,  Tables  &  Bookcases 


the  Standard  for  Online  Office  Furniture 

^  PLANET 

/7\     OFFICE  FURNITURE 

www.PlanetOfficeFurniture.com 
fltt  1-866-380-4978 

Authorized  Online  Dealer  for  IHIE3IM 


Property  for  Sale 


BEACHFRONT  LOTS 
YUCATAN,  MEXICO 

Unspoiled  Beaches,  History  &  Nature 
in  colonial  Campeche.  Large  Sea 
Ranch  lots  from  $75,000,  Beachfront 
from  $125,000. 

www.SantillanaSeaRanch.com 

SantillanaSeaRanch@gmail.com 

800-517-8340 


Financial  Services 


ASSET  PROTECTION 


Offshore  &  Swiss  Bank 
Accounts/Credit  &  Debit  Cards 
Offshore  Corporations  &  Trusts 


604-608-6177 

BarberFinancialAdvisors.com 


Business  Products 


See  and  Plan  a  GiantYear 


Make  Instant 
Changes 

Write  on  it  & 
vuse  magnetSy  4x8.  #OYr48M  with  full  magnet  kit       FREE  Catalog 
Order  Online:  Factory-direct.  Ships  in  5  days  from  Macedon  NY 

Call  800  624  4154  Online:  magnatag.com/year1 
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The  Doctor  Is  In  a  Rut 


HOW  DOCTORS  THINK 

By  Jerome  Groopman,  M.D.;  Houghton  Mifflin;  307pp;  $26 


Over  a  period  of  15  years  a  young 
woman  named  Anne  Dodge  saw  doctor 
after  doctor  in  a  quest  to  overcome 
what  was  consistently  diagnosed  as  an 
eating  disorder.  Following  meals  she 
experienced  nausea  and  intense  stomach 
pain,  and  sometimes  she  vomited. 
Nothing  seemed  to  help— not  therapy, 

not  antidepressants,  and  certainly  not 
the  3,000-calorie-a-day  diet  her  internist 
prescribed.  Her  weight  dropped  to  82  pounds, 
and  she  was  in  danger  of  starving  to  death. 

Dodge  consulted  as  many  as  30  doctors 
before  she  finally  found  one  willing  to  consider 
that  her  problem  might  be  something  different 
from  what  others  had  diagnosed.  He  ran  a 
battery  of  tests  and  spent  hours  talking  with 
Dodge.  Finally  he  hit  on  the  solution:  She  had 
a  rare  autoimmune  disease  that  she  could 
control  easily  by  eliminating  gluten  from  her 
diet.  Almost  instantiy,  Dodge  got  her  life  back. 

Health-care  horror  stories  such  as  Dodge's 
are  the  backbone  of  How  Doctors  Think,  by 
Dr.  Jerome  Groopman,  a  practicing  physician 
and  a  professor  at  Harvard  Medical  School.  i  flioM ' 

Drawing  partly  on  his  own  experience,  ^_ 

Groopman  delves  deeply  into  the  cognitive 
processes  and  prejudices  that  can  drive  physicians  toward 
faulty  diagnoses.  Add  in  industry  pressures,  he  argues,  such 
as  profit-hungry  HMOs  and  aggressive  pharmaceutical 
marketing  practices,  and  you  end  up  with  a  recipe  for  bad 
medical  care.  In  a  tone  that  grips  but  is  never  overwrought, 
Groopman  provides  a  rare  window  into  the  doctor's  exam 
room  and  passes  along  lessons  valuable  to  all  patients. 

In  chapter  after  chapter,  Groopman  methodically  lays 
out  the  most  common  pitfalls  for  doctors,  illustrating  each 
with  compelling  real-life  case  studies.  For  example,  there  are 
"representativeness  errors,"  which  occur  when  a  doctor's 
diagnosis  is  swayed  by  prototypes.  An  emergency-room 
physician  misdiagnoses  a  fortysomething  forest  ranger's 
chest  pain  as  a  strained  muscle  because  the  patient  looks 
too  healthy  to  have  heart  problems.  In  fact,  he  has  unstable 
angina  and  shows  up  in  the  ER  the  next  day  with  a  full- 
blown heart  attack.  Then  there's  "diagnosis  momentum,"  the 
tendency  for  each  health-care  provider  brought  into  a  case 
to  accept  blindly  the  initial  doctor's  diagnosis.  "Diagnosis 
momentum,  like  a  boulder  rolling  down  a  mountain,  gains 
enough  force  to  crush  anything  in  its  way,"  Groopman  writes. 
That's  what  happened  to  Dodge. 
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Groopman  also  makes  a  strong  case  against  the  health- 
care industry,  which  he  believes  is  adding  to  the  pressure 
on  doctors  to  take  cognitive  shortcuts.  As  managed-care 
companies  cut  reimbursement  rates,  providers  respond 
by  cramming  as  many  patients  as  they  can  into  a  day. 
Groopman  writes  of  one  Boston  practice  that  instructed 
its  physicians  to  cut  each  new-patient  appointment  from 
an  hour  to  40  minutes  and  to  limit  follow-ups  to  no  more 
than  15  minutes.  Also,  they  were  told  to  fill  out  electronic 
templates  as  they  talked  to  each  patient  in  the  hope  that  the 
tablet  computers  would  help  speed  up  the  billing  process. 
Meanwhile,  the  pharmaceutical  industry 
bombards  consumers  with  ads  imploring 
them  to  "ask  their  doctors"  about  new  druj 
Many  physicians  so  fear  losing  business  th 
they  would  rather  give  in  to  patients'  drug 
demands  than  figure  out  if  the  requested 
medicine  is  the  solution,  Groopman  says. 
While  Groopman  sprinkles  in  examples 
his  own  mistakes  and  those  made  by  docto 
who  have  treated  him,  the  cases  beyond  hii 
own  practice  provide  the  book's  most  eye- 
opening  moments.  He  introduces  readers 
to  Rachel  Stein,  a  rabbi  who  adopted  a  bab 
from  Vietnam.  When  the  child,  named  Shiw 
became  desperately  ill  just  days  after  arrivi 
in  the  U.S.,  hospital  physicians  diagnosed 
her  with  severe  combined  immunodeficien 
disorder  (SCID),  an  inherited  disease 

common  in  Asia.  The  only  ho] 
they  said,  was  a  bone  marrow 
transplant,  a  treatment  so  har 
it  would  put  Shira's  life  at  risl 
Stein  spent  hours  researchi 
SCID  and  corresponding  with 
families  affected  by  it.  She 
became  convinced  that  the 
problem  was  malnourishmen 
not  SCID,  and  demanded  the 
hospital  run  a  battery  of  tests. 
Stein  was  right:  Shira's  immu 
system  was  normal,  and  prop 
feeding  put  her  on  the  road  tc 
recovery.  Because  the  baby  fit  the  stereotype  of  the  typical 
SCID  patient,  doctors  overlooked  the  simpler  diagnosis. 

The  most  practical  part  of  Groopman's  book  is  the 
epilogue.  There  he  encourages  patients  to  challenge  their 
doctors  and  even  suggests  the  exact  language  to  use.  He 
recommends  broad,  open-ended  questions  such  as  "What 
else  could  it  be?"  or  "Is  there  anything  that  doesn't  fit?"  Af 
reading  these  tales  of  misdiagnoses  and  life-threatening 
decisions,  patients  will  likely  decide  to  take  his  advice. 

-By  Arlene  Weintr< 
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Why  botched 
diagnoses 
happen— and 
how  patients 
can  help 
avoid  them 
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SKF 


A  steel  mill  is  burning  hot,  dirty  and  wet.  In  plain 
words:  a  real  hell  for  bearings  and  other  com- 
ponents. SKF  has  developed  a  complete,  sealed 
and  lubricated  roll  unit  for  continuous  casting 
that  increases  uptime,  and  reduces  maintenance 
and  environmental  impact.  It's  a  total  solutions 
approach  that  dramatically  increases  total  life  and 
reduces  costs. 

By  sharing  our  expertise,  experience  and  cre- 
ativity, industries  can  boost  performance  beyond 
expectations.  It's  not  just  hot  air.  Challenge  our 
specialists  to  find  out! 

The  Power  of  Knowledge  Engineering 


F  100  YEARS  2007 

ig  into  The  Power  of  Knowledge  Engineering. 
it  us  at  www.skf.com/knowledge 
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WITH  MARIA  BARTIROMO 


Inside  the  Mortgage  Crisis 


ANGELO  MOZILO  wants  to  make  one  thing 
perfectly  clear:  Countrywide  Financial, 
whose  stock  is  down  more  than  20%  for  the 
year,  should  not  be  lumped  in  with  the  sub- 
prime  outfits  that  are  getting  hammered.  In  a 
wide-ranging  interview  on  Mar.  12,  the  CEO 
of  America's  No.  1  lender  suggested  that  pan- 
ic was  gripping  the  market  over  mounting 
distress  in  the  subprime  business.  But  he  also 
predicted  that  the  bad  news  is  far  from  over. 

How  exposed  is  Countrywide  to  the 
subprime  mess? 

In  2006  subprime  loans  were  about 
9%  of  our  total  business,  now  down 
to  7%.  We're  a  prime  lender...but 
we  also  have  been  on  a  mission... 
to  try  to  increase  home  ownership 
opportunities  for  minorities  and 
low-income  borrowers.  So  it's  dis- 
tressful to  me  personally  to  see  the 
piling  on  that's  taking  place  by  the 
media  and  regulators.  This  was  a 
system  that  was  working  very  well, 
providing  an  opportunity  for  people 
to  get  over  that  barrier  of  entry  to 
owning  a  home.  Now  what  you've 
had  is  panic  setting  in,  and  [the 
subprime  story]  is  leading  every  newspaper.  It's  like  there's  no 
war  going  on  in  Iraq. 

What  will  the  impact  be? 

When  you  cut  that  first-time  home  buyer  out,  there's  a  ripple 
effect.  I'll  be  the  first  to  admit  that  a  lot  of  players  came  into  the 
industry  that  were  not  banks,  not  even  mortgage  banks,  and 
that  they  exploited  a  certain  number  of  people.  But  that  ex- 
ploitation was  in  the  minority.  You  had  17  increases  in  the  Fed 
funds  rate.  Then  those  [exotic]  loans  began  to  reset,  and  that 
was  the  tipping  point.  When  you  begin  to  cut  off  the  demand, 
values  start  to  recede.  And  there's  an  old  saying  that  you  never 
know  who's  swimming  naked  until  the  tide  goes  out. 

So  the  industry  got  a  little  crazy  with  some  of  the  lending? 

It's  no  different  than  the  equity  markets  and  tech  booms.  Any 
kind  of  bubble  like  that  creates  irresponsible  behavior.  And  we 
did  have  a  bubble  in  real  estate. 


Do  you  worry  that  the  subprime  fallout  will  bleed  into  the 
prime  mortgage  market? 

I  don't  think  it's  going  to  bleed  substantially  into  prime. 

You've  said  that  you've  never  seen  a  soft  landing  in  housing.  | 

Never  seen  it.  That's  right. 

Is  the  worst  over? 

It's  always  hard  to  tell  when  you're  at  the  bottom...but  I  th  I 
that  there's  more  to  come  out  in  terms  of  delinquencies  ; 
foreclosures.  I  just  came  from  giving  a  speech  in  Las  Ved 
where  there  are  22,000  homes  for  sale.  That's  a  lot  of  invent  J 
to  eat  through. 


MOZILO  has 

never  seen  a 
soft  landing 
in  housing 


Will  the  Fed  cut  rates  if  the 
subprime  mess  spreads? 

In  terms  of  the  economy,  so 
I've  been  wrong.  I  thought  1 
the  housing  downturn  would  h 
an  impact  on  the  economy 
could  be  the  start  of  a  recess 
That  hasn't  happened,  but  ma 
enough  time  hasn't  gone  by.  His 
ically,  housing  has  led  the  couj 
in  and  out  of  recessions.  But  the 
an  argument  that  the  economy  i 
big  today  that  housing  is  not  as 
portant  as  it  was.  I  don't  believe 


Let's  talk  more  about  the  ripple 
effect  and  your  business. 

It  reminds  me  of  when  the  S&Ls  were  beating  us  up  for  a  wl 
and  then  they  all  went  away.  Now  you  have  these  subpi 
guys  going  out  of  business  rapidly,  and  that's  all  positive 
Countrywide.  I  said  three  quarters  ago  that  Ameriquest 
New  Century  were  distorting  the  business  and  taking  a 
rational  pricing.  That's  why  you  saw  our  volume  of  subpi 
go  down.  We  just  pulled  back. 

The  Wall  Street  Journal  said  you  sold  $140  million  worth  of 
stock.  Do  you  worry  that  shareholders  will  say:  "Oh  well,  he 
selling.  He  must  be  losing  confidence.  Maybe  I  should  sell" 

As  a  CEO,  the  only  way  to  eliminate  that  issue  is  to  never 
stock,  just  die.  Die  owning  the  stock  and  never  exercise  an 
tion.  In  fact,  I've  sold  very  little  stock  Almost  all  of  what  I 
were  options  I  accumulated  over  the  last  10  years.  I've  ch 
to  keep  most  of  my  net  worth  in  Countrywide. 

Maria  Bartiromo  is  the  anchor  of  CNBC s  Closing  Bell. 
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Compliance  Uncomplicated. 


Dun  &  Bradstreet  is  the  world's  leading  source  of 
business  information  and  insight  on  the  companies  that 
are  important  to  your  business.  Our  Risk  Management 
solutions,  powered  by  our  exclusive  DUNSRight™ 
Quality  Process,  provide  you  with  the  certainty  you  need 
to  comply  with  corporate  governance  regulations,  and 
confidently  grow  your  business  and  contain  costs. 


/ww.  dnb.com 
00.234.3867 


Confident  Compliance. 
That's  D&B  Sure. 


Decide  with  Confidence" 
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BY  JACK  AND  SUZY  WELCH 


The  Right  Way  to  Say  Goodby 


You  recently  wrote  a  column  about  hiring  the  right  way.  Can  you 
follow  up  with  the  same  detail  on  firing?  I  think  I  was  fired  in  the 
wrong  way. 

—Anonymous,  Balch  Springs,  Tex. 

We  wouldn't  be  surprised,  since  that  happens  far  more  often 
than  not.  In  fact,  letting  people  go  in  a  way  that  doesn't 
engender  a  lot  of  bitterness  is  rare  in  business.  It  requires  an 
entirely  unnatural  act  for  managers:  seeing  the  person  being 
fired  through  the  whole  agonizing  process.  Half  of  firing  right 
is  not  running  away  after  you  say  goodbye.  The  other  half  is 
never  letting  the  firing  be  a  surprise  in  the  first  place. 

Now  we're  not  talking  about  firing  for  integrity  violations. 
When  that  happens,  make  sure  everyone  knows  why  you're 
kicking  the  person  out— a  teaching  moment— and  get  on 
with  business.  No,  we're  talking  about  letting  someone  go 
for  underperformance,  a  much  more  fraught  event  for  one 
major  reason.  In  such  cases,  the  person  doing  the  job  and 
the  person  getting  the  job  done  to  him  are  almost  always  on 
clashing  emotional  life  cycles. 

Take  the  case  of  Bob,  a 
typical  overworked  manager 
who  wants  minimal  angst  in 
his  organization,  and  Richard, 
a  nice  subordinate  who  has 
been  vaguely  underperforming 
for  a  few  years.  Eventually, 
Richard  makes  enough 
mistakes  that  Bob  wants  him 
to  go.  The  decision  gnaws  at 
Bob,  though,  and  for  weeks  he 
wrestles  with  his  emotions.  He 
agonizes  to  his  wife,  "Richard 
is  going  to  freak  out.  He's  so 
clueless— and  his  daughter  just 
started  college."  Meanwhile, 

Richard  continues  to  plod  away.  He  may  sense  Bob's 
awkwardness  but  assumes  it's  nothing  personal.  After  all, 
he  reassures  himself,  his  last  performance  review  had  no  red 
flags;  it  gave  him  a  3%  raise  and  some  O.K.  comments. 

Finally,  Richard  really  blows  a  project,  and  Bob  has  had 
it.  He  calls  him  in  and  lets  loose.  "People  have  been  carrying 
your  load  for  too  long,  and  no  one  can  take  it  anymore,"  he 
says.  "You  have  to  go.  I'm  sorry."  Richard  sits  there  like  he's 
been  sucker-punched.  Bob  mistakes  the  silence  as  acceptance 
and  hastily  ends  the  meeting.  Big  mistake.  Within  24  hours, 
Richard  starts  feeling  anger  and  hostility.  No  one  ever  told 
him  he  was  screwing  up!  His  firing,  he  convinces  himself,  is 
an  outrage.  While  Richard  is  getting  madder  by  the  minute, 
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The  first 
step  in 
successfully 
firing  an 
employee: 
Make  sure  it's 
not  a  surprise 


Bob  is  feeling  better.  "I  finally  did  it,"  he  tells  his  wife.  "Wh 
a  relief!  I  can't  wait  to  find  someone  new."  He  asks  HR  to  p 
together  a  decent  severance  package  for  Richard,  gives  him  | 
two  weeks  to  "settle  things  up,"  and  then  works  very  hard  i 
to  bump  into  him  in  the  hallway. 

IS  IT  A  SURPRISE,  THEN,  when  Richard  files  a  lawsuit  agains 
the  company  or  becomes  a  whisde-blower  about  a  perceive 
wrongdoing?  Is  it  any  wonder  that  when  Richard  is  finally 
hired  by  a  customer,  that  company  suddenly  doesn't  want  t 
do  business  with  Bob  anymore? 

Of  course  not.  And  yet,  this  scenario— the  firing  life  cyck 
happens  again  and  again  in  business.  As  different  emotion 
play  out,  managers  feel  relief  while  "victims"  feel  everythiii 
but,  creating  a  personal  and  organizational  car  wreck. 

Which  brings  us  back  to  what  managers  must  do.  Let's 
start  with  preventing  the  surprise  goodbye,  which  can 
be  accomplished  with  rigorous  and  candid  performance 
evaluations,  twice  a  year  at  the  minimum.  All  employees 
must  always  know  where  they  stand,  especially  if  it  is  close 
to  the  exit.  Yes,  it  can  be  difficult  to  deliver  the  news  that 
someone  is  screwing  up.  And  yet  those  are  the  reviews  you 
just  cannot  avoid.  Force  yourself  to  schedule  them.  And  on1 
you're  silting  across  the  table  from  your  own  Richard,  resis 
the  temptation  to  sugarcoat  hard  messages.  You're  helping 
one,  least  of  all  the  employee  who's  being  lulled  into  a  fals< 
sense  of  security. 

With  the  surprise  taken  out  of  goodbye,  the  only  other 
part  about  firing  right  is  preserving  the  dignity  of  the  per 
being  dismissed.  Start  by  giving  the  departing  employee 
months— not  weeks— to  find  a  place  where  his  or  her  skil]! 
are  a  better  match,  and  in  that  period  fight  any  appearanc 
of  abandonment.  Yes,  you  may  feel  as  if  you've  already 
spent  enough  time  on  the  underperforming  employee;  in 
fact,  you  need  to  spend  a  bit  more.  Bob  thought  his  job  w 
done  when  he  fired  Richard.  It  had  just  begun.  Indeed,  a 
good  firing  means  you  becorne  a  coach  and  adviser.  You  t 
the  employee  for  periodic  lunches  and  check  in  with  him 
more  often  than  that.  You  suggest  new  career  directions  < 
possible  companies  to  join.  In  every  way,  you  help  make  1 
exit  as  devoid  of  humiliation  as  possible. 

Look,  firing  is  the  worst  part  of  business  for  everyone 
involved.  It  sounds  like  it  was  painful  for  you— and  not  ne: 
painful  enough  for  your  manager.  II 

Jack  and  Susy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  tha 
at  thewelchway@businessweek.com.  For  their  weekly podca 
go  to  www.businessweekcom/search/podcasting.htm. 
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w|  What  it  means  to  be  World  Wise.  It  means  seeing  the  world  as  interconnected  and  flowing,  and 
knowing  how  borderless  economies  affect  the  investment  decisions  you  make.  It  means 
having  the  wherewithal  to  invest  as  confidently  in  Ningbo,  China,  as  in  Chicago  or  New  York. 

isc[  At  Morgan  Stanley,  World  Wise  is  an  understanding  of  the  world  as  more  complex  and  more 
dynamic  than  it  has  ever  been.  Which  means  that  success  is  not  only  a  matter  of  what  you've 
invested  in,  but  more  importantly,  whom  you've  invested  with. 


Ask  a  Financial  Advisor  today. 

morganstanley.com/wORLDWlSE 
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We  know  what  it  takes  to  be  a  Tiger. 

What  separates  high  performers  from  lesser  competitors 
isn't  just  talent.  It's  the  way  they  fuse  their  capability  and 
mindset.  It's  what  we  call  performance  anatomy  and  it's 
one  key  finding  from  our  groundbreaking  research  into  the 
world's  most  successful  companies.  For  an  in-depth  look 
at  our  study  of  and  experience  with  high  performers,  visit 
accenture.com/research 

•  Consulting  •  Technology  •  Outsourcing 
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.otion-capture  technology  is 

bursting  out  of  Hollywood  and 

into  companies  such  as  Intel, 

Toyota,  and  Lockheed  Martin 

BY  AILI  McCONNON  (P.46) 


PLUS: 
The  Dramatic  Fall 
Of  a  Silicon  Valley 
Headhunter  (P.56) 
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Xerox  Global  Services  professionals  can  transfer 
while  driving  up  productivity.  Result?  Improved  tild 


Organizations  waste  millions  on  managing  the  flow  of  documents 
from  digital  to  paper  and  back  again.  Xerox  Global  Services 
professionals  create  efficiencies  by  streamlining  those  processes, 


upgrading  document  technologies  and  finding  better  ways  for  p 
and  their  resources  to  work  together.  For  example,  our  dociu 
assessments  examine  workflow  and  technology  compati   j,. 


[Dill 


xerox.com/millions  1-800- ASK-XEROX 


)  2007  XEROX  CORPORATION  All  fights  reserved  Xerox*  and  There's  a  new  way  to  look  at  it*  are  trademarks  of  XEROX  CORPORATION  in  the  United  States  and/or  other  countries 


ur  firm's  document  processes  to  create  revenue 
id  bottom  lines.  There's  a  new  way  to  look  at  it, 


>s  your  enterprise.  Once  our  analysis  is  done,  we  offer  methods  have  helped  Owens  Corning,  Intercontinental  Hotels 
Iprehensive  range  of  document  services  and  outsourcing  Group  (IHG)  and  others  realize  millions.  For  a  complete  portfolio  of 
limize  your  assets  and  improve  business  performance.  Our       our  services  and  case  studies,  visit  us  today  at  xerox.com/milhons. 


XEROX 


Technology      Document  Management      Consulting  Services 


THE  LUXURY  CAR  THA" 

TREATS  LIFE  LIKE  THE 

GREATEST  LUXURY  OF  ALL 


THE  ALL-NEW  VOLVO  S80. 


If  you  consider  life  the  greatest  luxury,  you'll  want  a  luxury  car  that  makes  protecting  life  its  first  priority.  The 
all-new  Volvo  S80  does  exactly  that  with  new  Preemptive  Technologies  that  can  actually  detect  dangerous 
situations  before  they  happen.  These  world-firsts  ensure  that  for  people  both  inside  and  outside  the  car,  the 
luxury  of  life  calmly  goes  on.  And  with  the  power  of  an  available  311-hp  V8  and  elegant  Scandinavian 
design,  the  driver  experiences  a  perfectly  struck  balance  of  performance  and  luxury. 
WHO  WOULD  YOU  GIVE  A  VOLVO  TO?  The  all-new  Volvo  S80,  starting  at  $38,705.* 

visit  us  at  volvocars.us        ■  > 

•MSRP  docs  nol  include  destination  chaicjo.  Taxes.  Iillo  and  it'iji.slialion  Ipi's  cxlia.  Cat  shown  willi  optional  equipment  al  additional  cost.  See  youi  authorized  Volv 
I  2007  Volvo  Cars  ol  Noilh  America,  LLC.  The  Iron  Mark  .mrt  "Volvo,  loi  lite"  aro' roaisterod  I1.1d01n.11ks  ol  Volvo.  Always  icmombei  to  woai  youi  seal  bell. 
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Wii  has  brought  motion  sensing  to  the  home  front.  And  someday 
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30  Microsoft's  Search 

Where  is  Microsoft's  Internet 
strategy?  Its  revenues  from 
search  engines  and  ads  are 
relatively  modest,  but  the 
market  is  constantly  becoming 
more  important.  And  Google 
and  Yahoo  keep  leaping  ahead, 
while  the  software  maker's 
plans  don't  look  promising 
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WE  HAVE  A  SHARP  EYE  FOR 
GLOBAL  OPPORTUNITIES. 

Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 


When  you  realize  that  over  half  the  world's  investment 
opportunities  are  located  outside  the  United  States, 
you  can  begin  to  see  what  global  investing  can  do 
for  your  portfolio.  Of  course,  taking  advantage  of  this  situation 
requires  a  unique  perspective.  With  offices  in  over  25  countries 
and  analysts  using  research  techniques  honed  for  over  50  years, 
we  spot  opportunities  others  might  miss.  That  experience  and 
expertise  have  made  Templeton  a  leader  in  global  investing. 

For  information  about  how  our  perspective  might  benefit  your 
portfolio,  see  your  financial  advisor,  call  1-800-FRANKLIN  or  visit 
franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE8  > 


•MPLETON  GROWTH  FUND 

ill  Morningstar  Rating™  1/31/07-Class  A' 

**** 

M  of  415  U.S.-domiciled  World  Stock  Funds 


Before  investing  in  Templeton  Growth  Fund,  you  should  carefully  consider  the  fund's  investment  goals, 

risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can 

obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing. 

Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 

Morningstar  Ratings  measure  risk-adjusted  returns.  The  Overall  Mcmingstar  Rating™  for  a  fund  is  derived  from  a 

weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and  10-year  (if  applicable)  rating  metrics. 

Past  performance  does  not  guarantee  future  results. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


Source:  Morningstar  1/31/07.  For  each  fund  with  at  least  a  3-year  history,  Morningstar"  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance 
Deluding  the  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar 
atjng™  of  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one 
md  and  rated  separately.;  The  Fund  was  rated  against  415, 328  and  159  funds  and  received  Morningstar  Ratings  of  3, 4  and  4  stars  for  the  3-,  5-  and  10-year  periods,  respectively  Morningstar 
ating™  is  for  Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2007  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein  is 
roprietary  to  Morningstar  and/or  its'  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers  are 
isponsible  for  any  damages  or  losses  arising  from  any  use  of  this  information. 
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THE  WALL 
STREET  JOURNAL. 


£  2003  Dow _/o«<j  A.C. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

Hendrick's 

Jj30/750mt 

Most^V 
Flavorful; 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
g    Organic 

1     $26.50/750ml 


Best 
Presentation 


V 


HENDRICK'S 


-3 


A  Most  Unusual  Gin 

HENDRICKSGIN.COM 


What's  Hot  This  Week/ 

BusinessWeekcoD 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/07_14/online.htm. 
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The  Eco-Conscious  Busines 

Carbon  footprints.  Climate  change.  Sustainability.  They're  just  a 
few  of  the  eco-buzzwords  that  have  entered  the  business  lexicon 
a  BusinessWeek.com  Special  Report  on  Green  Business,  we  go  beyor 
catchy  phrases  to  look  at  the  issues  companies  face  as  they  embn 
the  green  movement.  Take  the  growing  ethanol  backlash.  As 
demand  for  the  fuel  drives  up  corn  prices,  an  unlikely  assortmer: 
of  groups  is  uniting  with  the  hope  of  cutting  government  suppoi 
Meanwhile,  a  major  eco-construction  project  is  under  way  in 
New  York.  Bank  of  America's  $1.3  billion,  55-story  tower  will  be 
the  second-tallest  building  in  New  York  and  a  model  of  environmenta 
responsibility.  For  eco-conscious  entrepreneurs,  the  latest  take  o 
business  plan  competitions  aims  to  turn  ideas  for  reducing  the 
use  of  fossil  fuels  into  working  businesses.  See  our  slide  show  fo 
profiles  of  some  winners.  Finally,  it  has  become  easier  than  ever 
live  "green"— witness  our  slide  show  on  12  products  for  a  green< 
home.  Go  to  www.businessweek.com/go/07/green  for  all  this  and  mc 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Mortgage  market  outlook  I  S&P/BusinessWeek  Excell 
in  Fund  Management  Awards  I  Car-buying  European  vacations  I  High-tech  vending  machines  I  Check 
local  TV  listings  for  program  dates  and  times.  For  video  clips,  go  to  www.businessweekweekend.com. 
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3  Italy,  the  Hutchinson  mobile  company, 
always  chooses  the  best. 

To  build  the  DVB-H  Network, 
broadcast  the  mobile  television  signal, 
manage  and  control  the  DVB-H  system 
and  continuously  improve  DVB-H  performance. 
3  Italy  relies  on  RRD  service  &  solutions 
for  mobile  TV 

RRD  now  serves: 

-  3  Italy  with  a  multi  years  agreement  for 
playout  and  broadcast  services 

-  Hiwire  USA  trial  in  Las  Vegas 
for  the  entire  DVB-H  platform. 

Visit  us  at:  www.rrd.tv 
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THE  WORLD'S  LARGEST  ELECTRONIC  MEDIA  SHOW 


jpFront 


"The  longer  it  lasts,  the  worse  it 
will  be  when  it  ends." 

-  Carlyle  Group  co-founder  William  Conway  in  an 

internal  memo  warning  colleagues  that  an  era  of 

cheap  debt  has  caused  private  equity  firms— including 

his  own— to  make  "risky  credit  decisions"  that  could 

come  back  to  haunt  them  when  the  market  shifts. 


Tie  CEO  Mega-Mansion  Factor 


OW  THERE  MAY  be  one  more  thing 
to  consider  before  investing  in 
a  stock:  Does  the  CEO  own  a 
phy  house?  Finance  professors  David 
rmack  of  New  York  University  and 
ocker  Liu  of  Arizona  State  University 
joked  at  the  relationship  between 
|ock  performance  and  the  size  of  a 
O's  home.  The  bigger  or  pricier  the 
>use,  they  found,  the  greater  the  risk 
'lackluster  shares.  "If  [the  CEO]  buys 
big  mansion,  sell  the  stock,"  Yermack 
tys.  "Many  of  these  guys  have  been 
iper  performers,  but  at  some  point  that 
ops,  and  they  reap  the  benefits." 
Armed  with  the  addresses  of  432 
EOs  of  S&P  500  companies  at  the  end 
'2004,  Yermack  and  Liu  found  that 
%  of  them  lived  in  homes  of  at  least 
1,000  square  feet,  or  on  a  minimum  of 
I  acres.  And  their  companies'  stocks? 
2005  they  lagged  behind  those  of  S&P 
)0  CEOs  living  in  smaller  houses  by 
6,  on  average.  Energy  infrastructure 
ipplier  Power-One,  whose  then-CEO 


Steven  Goldman  bought  a  12,000-sq.-ft. 
beachfront  property  in  Malibu,  Calif., 
in  2000,  was  the  worst  performer,  with 
shares  down  more  than  30%.  And  Robert 
Nardelli,  who  bought  a  19,000-sq.-ft. 
Adanta  mansion  and  spent  lavishly  to 
expand  it  after  taking  over  as  CEO  of 
Home  Depot  in  2001,  saw  his  company's 
stock  drop  5%  in  2005.  The  S&P  500 
index  rose  3%  that  year.  A  Power-One 
spokesperson  declined  comment. 
Nardelli  did  not  respond  to  a  request  for 
comment. 

Yermack  and  Liu  also  looked  at  164 
CEOs  in  the  sample  who  bought  houses 
after  taking  the  corner  office,  and  found  23 
had  gone  for  big  homes. 
There  was  the  13,000- 
sq.-ft.  LA  house 
bought  by  Hilton  Hotels' 
Stephen  Bollenbach  in 
1997  and  the  24-acre 
estate  in  Bedford,  N.Y., 
purchased  by  Howard 
Solomon  of  Forest 


Laboratories  in  2002.  In  the  36  months 
after  their  purchases,  Hilton  trailed  the 
S&P  by  74%  and  Forest  Labs  by  almost 
25%.  Hilton  declined  to  comment,  as  did 
Forest.  And  together,  all  23  companies 
lagged  the  S&P  by  roughly  25%  in  the 
three  years  after  their  CEOs'  purchases, 
while  smaller-home  buyers'  companies 
beat  it  by  22%.  -Jane  Sasseen 


SWEET  HOMES  The 

residences  of  Power- 
One's  Goldman 
(above)  and  Nardelli, 
late  of  Home  Depot 
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CAMPAIGN 

WATCH 


AUTO  POLITICS 

DRIVING  THE  CANDIDATES 


LOOKING  FOR  A  SIGN  that  Al  Gore  may  be 
a  Presidential  candidate  after  all?  Here's 
one:  He  recently  bought  two  Mercury 
Mariner  gas-electric  hybrid  SUVs.  Gore 
had  been  publicly  warned  by  UAW 
President  Ron  Gettelfinger  that  his  three 
Toyotas  (two  Priuses  and  a  Lexus,  all 
hybrids)  would  be  a  problem  with  the 
union  if  he  mounted  a  White  House  run. 

Yes,  everything  counts  in  the  age  of 
gotcha  politics.  And  that  includes  the 
family  ride  and  a  campaign's  vehicles. 

Bill  Clinton,  who  figures  to  be 
stumping  with  Hillary,  had  Ford 
customize  a  Mercury  Mariner  hybrid  for 
his  Secret  Service  detail— extra  leg  room 
in  the  rear,  a  fridge,  mood-lighting,  and  a 
map  table.  Senator  Clinton,  who  rides  in 
Secret  Service  vehicles,  also  uses  the  car. 

Former  Senator  John  Edwards  just 
bought  a  2007  Ford  Escape  gas-electric 
hybrid,  and  he  has  a  Chrysler  Pacifica 
and  GMC  Sierra  at  his  North  Carolina 
home.  A  spokesperson  says  Edwards 
and  staff  make  sure  all  campaign  rentals 
are  American  and  "union  made."  (The 
Pacifica  is  actually  made  in  Canada  and 
Chrysler  is  German-owned.) 

Governor  Mitt  Romney  announced 
his  candidacy  at  the  Henry  Ford  Museum 
in  Dearborn,  Mich.,  where  he  pointed 
out  the  AMC  Rambler  that  belonged  to  his 
father,  a  former  American  Motors  Corp. 
chairman  and  the  state's  governor  from 
1963  to  1969.  Romney  will  have  a  tough 
time  connecting  a  green  policy  with  his 
Ford  Mustang  GT,  Cadillac  SRX,  and  Chevy 
Silverado.  But  at  least  the  UAW  approves. 

Senator  John  McCain  owns  a  Cadillac 
CTS,  which  isn't  especially  fuel  efficient, 
but  it's  American  and  built  in  Michigan,  a 
blue  state  considered  in  play  for  McCain 
and  Romney  in  2008.  His  campaign 
makes  stops  in  The  Straight-Talk  Express 
bus,  which  runs  on  diesel. 

And  Senator  Barack  Obama  drives  a 
Canadian-built  Chrysler  300C  sedan,  which 
gets  20  mpg,  hardly  a  green  choice.  His 
campaign  has  a  flex-fuel  GMC  Yukon.  If  s 
U.S.  and  UAW-built,  but  gets  17  mpg  on  gas 
and  even  less  using  E85.  Environmentalists 
may  scowl,  but  it  won't  hurt  in  Iowa  to 
have  a  car  that  uses  ethanol.  -David  Kiley 


Barack  Obama 

[2005  GMC  YUKON  XL 
i  Flex-fuel,  can  run  on  E85 


a 


Mitt  Romney 

[20o7pO^D~MUSTANG  GT 
Fuel-thirsty  convertible 


John  Edwards 


HOW  TO  READ 
THE GOOGLE 
TEA  LEAVES 

A  GOOGLE  SEARCH  can  rove; 
a  lot  about  whom  President 
candidates  consider  to  be 
their  most  serious  rivals. 
The  key:  the  list  of  paid-for 
links  on  the  right-hand  sid< 
of  each  hopeful's  search-tei 
results  page. 

Governor  Mitt  Romney's 
campaign  paid  enough 
to  be  the  second-highest 
sponsored  link  on  former 
New  York  City  Mayor  Rudj 
Giuliani's  search  results  pa 
in  the  week  of  Mar.  11. 

Did  Rudy  return 
the  compliment?  No. 
Joinrudy2008.com,  Giuliai 
exploratory  committee  site 
bid  only  enough  to  be  the 
eighth  link  on  the  "Mitt 
Romney"  results  page. 

And  while  the  search  ter 
"Hillary  Clinton"  brought 
up  Senator  Barack  Obama'; 
campaign  Web  site  as  the 
second  sponsored  ad  link,  a 
Clinton  campaign  adviser  s 
the  New  York  Senator  isn't 
likely  to  buy  "Barack  Obam 
because  it  would  indicate 
"that  she  was  chasing  or 
worried  about  Obama." 

Meanwhile,  that  week  n 
candidates  bought  links  fo 
the  search  terms  "Joe  Bide 
"Bill  Richardson,"  "Al 
Gore,"  "Sam  Brownback" 
"Mike  Huckabee,"  "Fred 
Thompson,"  or  "Dennis 
Kucinich."  -David  Kiley 
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A  SURPRISE 
IN  THE  SOROS 
PORTFOLIO 

Conservative  commentators 
are  having  a  field  day  over 
a  Feb.  14  securities  filing  by 
Soros  Fund  Management,  run 
by  billionaire  philanthropist 
and  antiwar  activist  George 
Soros,  who  financed  a  $25 
million  media  campaign  to 
unseat  President  George 
W.  Bush  in  2004.  The  filing 
reports  that  in  late  2006  the 
fund  bought  2  million  shares 
of  Halliburton,  whose  KBR 
unit  is  the  military's  biggest 
Iraq  war  contractor.  Soros 
Fund  now  has  a  0.2%  stake  in 
Vice-President  Dick  Cheney's 
former  employer.  Halliburton 
is  in  the  midst  of  spinning 
off  KBR  to  focus  on  core  oil 
services,  but  that  didn't  stop 
critics  from  denouncing  what 
one  called  "the  hypocrisy 
of  the  liberal  elite."  Soros 
spokesman  Michael  Vachon 
declined  to  comment,  citing 
company  policy.  But  Rush 
Limbaugh  had  plenty  to  say: 
"Halliburton  has  become  a 
buzzword  for  corruption  and 
lying  and  deceit  as  far  as  the 
left  is  concerned,  and  here's 
their  guru  now  buying  2 
million  shares  of  Halliburton," 
he  blogged.  "It  just  doesn't 
get  any  better  than  this." 

-Dawn  Kopecki 
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STREET  NEWS 

GOODBYE, 

QUARTERLY 

TARGETS? 

FOR  ABOUT  a  decade, 

companies  have  tried  to  goose 
their  stocks— or  manage  the 
market's  expectations— by 
putting  out  quarterly 
earnings  projections.  Now 
the  practice  has  come  under 
fire  as  business  leaders  fret 
that  the  focus  on  short-term 
targets  undermines  long-term 
growth. 

On  Mar.  14  the 
Commission  on  the 
Regulation  of  U.S.  Capital 
Markets  in  the  21st  Century,  a 
project  of  the  U.S.  Chamber  of 
Commerce,  urged  executives 
to  stop  issuing  their  short- 
term  goals.  The  practice 
is  a  "self-inflicted  wound 
by  American  CEOs,"  says 


1 


RS 


'r^f 


commission  member  Robert 
Pozen,  chairman  of  MFS 
Investment  Management,  a 
Boston  fund  manager. 

Debate  over  this  issue 
has  simmered  for  years. 
Indeed,  dozens  of  companies, 
including  Coca-Cola  and 
McDonald's,  have  quit 
publicizing  quarterly  earnings 
targets.  Now  the  issue  has 
become  urgent,  the  Chamber 
argues,  as  U.S.  companies 
face  growing  long-term 
competition  from  overseas, 
where  such  projections  are 


CANDID  CAMERAS 

SNAPPING  UP  SNAPSHOTS 


RATHER  THAN  trying  to 

outshoot  the  hordes  of 
amateur  photographers  who 
take  cell-phone  snaps  of  fires, 
celebrities,  and  plane  crashes, 
Getty  Images  is  enlisting  them. 
On  Mar.  12  the  $807  million 
Seattle  stock-photo  agency 
bought  Scoopt,  one  of  the 
best-known  new-style  photo 
agents  that  have  popped  up 
to  act  as  brokers  between  the 
media  and  so-called  citizen 
photographers. 

Former  Scottish  journalist 
Kyle  MacRae  founded  Scoopt 
in  July,  2005,  after  watching 
the  outpouring  on  CNN 
and  BBC  of  amateur  video 
clips  of  the  Indian  Ocean 
tsunami  in  2004.  Since  then, 
Glasgow-based  Scoopt, 
which  gives  40%  of  a  picture 
or  video's  sale  price  to  the 
photographer,  has  provided 


British  and  other  outlets  with 
bystander  photos  and  videos 
of  events  like  last  summer's 
Manhattan  plane  crash  that 
killed  New  York  Yankees 
pitcher  Cory  Lidle.  i 

Getty  says  the  acquisition 
will  help  it  compete  with 
rivals  like  Reuters  Group, 
which  set  up  a  partnership 
with  Yahoo!  in  December  to 
solicit  user-submitted  photos 
and  videos.  "A  lot  of  capturing 
the  moment  is  based  on  luck," 
says  Hugh  Pinney,  Getty's 
editorial  director.  "Citizen 
journalism  and  cameras 
with  phones  shorten  the 
odds." 

-Heather  Green 

ON  THE  SCENE  Lidle's 

New  York  crash; 
Snoop  Dogg  in 
London 


not  widely  made.  In  coming 
months,  the  Chamber  hope  j 
to  create  a  groundswell  by 
persuading  more  high-prof  j 
companies  to  drop  these 
short-term  estimates.  But 
abandoning  such  projectioi  J 
comes  with  a  caveat.  "If  s  a  •[ 
great  idea  in  theory,  but  the  j 
could  be  enormous  volatilitl 
says  Glenn  Curtis,  director  i 
strategic  research  at  Thorns] 
Financial.  "When  there's 
surprise,  panic  is  not  that  fs| 
behind." 

-Lorraine  Woeli 
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The  strength  to  cover  the  world's  largest  Marine, 
Transportation  and  Engineering  risks. 


SURANCE  I  REINSURANCE  I  FINANCIAL  LINES 

?  XL  Capital  group  is  rated  A+  by  AM  Best. 
it  www.xlcapital.com 


FUNDAMENTAL  STRENGTH  -  CAPITAL  AND  PEOPLE 
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THE  MORTGAGE  MESS 

Beware  the 
'Silent  Second' 


THE  LATEST  time  bomb  ticking  in  the 
home  lending  industry:  the  "silent 
second,"  a  second  mortgage  or  line 
of  credit  taken  out  for  fast  cash  by  a 
new  homeowner— usually  without  the 
knowledge  of  the  first  mortgage  grantor. 

On  top  of  a  declining  housing 
market  and  a  spike  in  defaults  among 
homeowners,  silent  seconds  pose  an 
acute  problem  for  original  lenders, 

says  Max  Doubek, 


Original 
lenders  may 
not  know  of 
homeowners' 
additional 
mortgages 


director  of  analytics 
marketing  at 
First  American 
LoanPerformance,  a 
Santa  Ana  (Calif.) 
data  and  risk  firm 
for  the  mortgage 
industry.  This  is 
especially  true  for  banks  in  the  subprime 
market,  he  says,  where  borrowers  have 
checkered  credit  histories. 

Just  how  bad  is  the  problem?  One 
troubled  top  subprime  lender,  Doubek 
told  BusinessWeek,  recently  asked 
LoanPerformance  to  conduct  a  stress 


test  on  a  sampling  of  loans  the  bank 
had  originated  as  recently  as  last  year's 
fourth  quarter.  LoanPerformance 
found  that  within  months  of  getting 
their  original  mortgages,  some  50,000 
of  169,000  borrowers  they  screened 
had  already  gone  to  either  the  same 
lender  or  another  bank  to  tap  into 
the  dwindling  equity  that  remained 
in  their  houses— without  the  lender's 
knowledge. 

THE  RESULT,  Doubek  says,  is  that  the 
properties  of  these  borrowers  have  an 
average  loan-to-value  ratio  of  95%, 
with  some  of  the  loans  at  more  than 
100%  of  the  value  of  the  house.  Big 
financial  institutions  are  in  the  dark 
about  borrowers  who  have  come  back  to 
them  for  another  loan,  he  notes,  because 
home  equity  lines  of  credit  and  first 
mortgages  are  often  granted  by  separate 
departments  that  don't  communicate 
with  each  other.  "They  might  as  well  be 
different  companies,"  he  says. 
Silent  seconds  are  also  bad  news 


A ,_«,. 

^Kkmtll     backed  securities.  A  200 
'  study  by  Standard  &  Poor' 

which,  like  BusinessWeek, 
is  owned  by  The  McGraw- 
Hill  Companies,  analyzed 
the  performance  of  nearly 
640,000  mortgages  with 
second  liens  in  mortgage- 
securities  portfolios  and 
found  that  they  are  43%  more  likely 
to  go  into  default  than  first  mortgage.' 
of  comparable  size  where  borrowers 
didn't  go  back  to  the  bank.  For 
subprime  borrowers,  that  default  rati 
rises  to  50%.  For  mortgage-securitie! 
investors,  says  Joseph  Mason  of 
Drexel  University's  LeBow  College  ol 
Business,  "it's  a  game  of  hot  potato  i 
the  dark." 

-Mara  Der  Hovanes 


QUESTION 
OF  THE  WEEK 

TV's  upfront  season- 
the  time  of  year  when 
networks  make  their 
annual  pitches  to 
big  advertisers-is 
almost  upon  us. 
What  trends  do 
you  see? 


"The  upfronts  are 
not  going  to  go  away. 
But  marketers  are  not 
putting  as  much  money 
towards  them  simply 
because  there  are  more 
options.  Why  restrict 
your  flexibility?" 

Joe  Tripodi,  chief 
marketing  officer,  Allstate 


"A  hotly  debated  issue 
will  be  Nielsen  ratings 
for  commercials. 
We  and  the  networks 
have  yet  to  determine 
how  to  value  that  data. 
We're  actively  working  on 
that." 

Chris  Boothe, 

president,  media  buyer 

Starcom  USA 


"This  upfront  will  become 
an 'infront' because  the 
complexity  surrounding 
the  proposed  Nielsen 
commercial  ratings, 
among  other  things,  will 
drag  out  negotiations." 

John  Miles,  | 
director  of  investment, 
media  communications  agency  I 
MediaCom 
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And  discover  why  investors  are  switching  to  T.  Rowe  Price. 

When  you  look  closer  at  what's  important  in  an  IRA,  it's  easy  to  understand  why  more  and  more 
investors  are  switching  to  T.  Rowe  Price.  Because  the  more  you  ask,  the  more  we're  different. 


Actively  managed,  low-cost  funds 

At  T.  Rowe  Price,  we  actively  manage  our  funds, 
with  a  team  of  analysts  and  one  of  the  most 
respected  hands-on  research  departments  in 
the  industry.  And  with  no  loads  or  sales  charges, 
and  low  expenses,  your  retirement  savings  go 
even  further. 

Intelligently  balancing  risk  and  reward 

AtT.  Rowe  Price,  we  believe  IRA  investments  should 
seek  to  maximize  returns  without  adding  excessive 
risk  to  your  portfolio.  T.  Rowe  Price  fund  managers 
are  dedicated  to  carefully  balancing  risk  and  reward 
and  to  digging  deeper,  in  an  attempt  to  find  the  best 
long-term  investments  in  the  best  companies. 


C 


Experienced  mutual  fund  managers 

We  believe  that  experienced  fund  managers 
give  our  investors  the  best  chance  for  meeting  their 
long-term  retirement  savings  goals.  AtT.  Rowe  Pria 
our  fund  managers  average  1 3  years'  tenure  and  ha\ 
proven  track  records  in  a  variety  of  market  conditio; 

All  the  help  you  need 

At  T.  Rowe  Price,  we  have  a  variety  of  online  tools  to 
help  you  with  this  year's  IRA  contribution.  You  can 
also  call  our  Investment  Guidance  Specialists  with 
any  questions  you  might  have.  They  aren't  paid  a 
commission,  so  their  only  job  is  to  help  you  find  theei 
best  funds  for  your  retirement  savings  goals. 


Proven  performance  for  your  IRA: 

For  each  1  -,  5-,  and  1 0-year  period  ended  1 2/31  /06,  70%  of  our  funds  beat  their 
Lipper  average.*  Here  are  just  a  few: 


Average  annual  total  returns  as  of  12/31/06  1  Year  5  Year         10  Year    Expense  Ratio 


Capital  Appreciation  Fund 

14.54% 

12.22% 

12.18% 

0.76% 

Lipper  Flexible  Portfolio  Funds  Average 

11.56% 

6.86% 

7.44% 

1.37% 

Equity  Income  Fund 

19.14% 

9.35% 

10.13% 

0.71% 

Lipper  Equity  Income  Funds  Average 

18.45% 

8.61% 

8.80% 

1.47% 

Global  Stock  Fund"' 

22.50% 

12.13% 

9.44% 

1.22% 

Lipper  Global  Large-Cap  Growth  Funds  Average 

1 6.79% 

7.34% 

6.49% 

1.99% 

Growth  Stock  Fund 

14.05% 

6.25% 

9.20% 

0.72% 

Lipper  Large-Cap  Growth  Funds  Average 

5.60% 

2.15% 

5.53% 

1.65% 

Value  Fund 

1 9.75% 

9.75% 

10.94% 

0.90% 

Lipper  Multi-Cap  Core  Funds  Average 

13.33% 

6.64% 

8.71% 

1.50% 

— A 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee 
future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or  loss  when  you  sell 
your  shares.  To  obtain  the  most  recent  month-end  performance,  call  us  or  visit  our  Web  site.  ***The  performance 
information  shown  does  not  reflect  the  deduction  of  a  2%  redemption  fee  on  shares  held  for  90  days  or  less.  If  it  did, 
the  performance  would  be  lower.  International  investing  involves  special  risks,  including  currency  fluctuations. 
Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other 
information  that  you  should  read  and  consider  carefully  before  investing.  All  mutual  funds  are  subject  to  market 
risk,  including  possible  loss  of  principal. 


EasyTransfer  IRA  Service 

Our  EasyTransfer  IRA  Service  makes  it  easier  than  ever  to  transfer  an  existing  account  to  T.  Rowe  Price. 
We  can  even  help  take  care  of  the  paperwork  for  you. 


The  more  you  OS  kj 
the  more  we're  dfl 


ira.troweprice.com     1.888.428.0003 


T.RoweRice 

INVEST    WITH    CONFIDE 


verage  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  'Based  on  cumulative  total  return,  97  ot  139,  75  of 
1.  and  48  of  66  T.  Rowe  Price  funds  (including  all  share  classes  and  excluding  funds  used  in  insurance  products)  outperformed  their  Lipper  average  for  the  1-,  5-,  and  10-year 
nods  ended  12/31/06,  respectively.  Not  all  funds  outperformed  for  all  periods:  (Source  for  data:  Lipper  Inc.)  "The  funds'  expense  ratios  are  as  of  their  fiscal  year 
ided  December  31,  2005  (except  for  Global  Stock  Fund,  vyhich  is  as  .of, its  fiscal  year  ended  October  31.  2005),  as  shown  in  their  current  propsectuses;  Lipper  expense  ratios 
e  based  on  the  fiscal  year-end  data  available  as  of  Oecember'31. 2006, 
Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRASW075035 
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Holy  Cross  was 
a  place  where 
no  one  ever  cut 
you  any  slack 
academically." 

-Chris  Foley 
Marblehead,  Mass. 


A  VISIONARY 
AT  HOLY  CROSS 

"THE  HOLY  CROSS  fraternity"  (People, 
Mar.  12)  is  about  a  great  and  liberal 
Jesuit  education  foundation,  an  excep- 
tional teacher  and  mentor  who  found 
his  calling,  and  students  who  were  able 
to  become  great.  It  is  a  testimonial  to  a 
particular  education  system  that  works. 
I'm  a  product  myself  of  this  Jesuit  edu- 
cation system  and  found  my  own  men- 
tors. I  believe  they  teach  each  of  us  to 
have  an  internal  scale  that  allows  one 
to  handle  whatever  problems,  differ- 
ences, and  situations  come  about. 

-Marco  Diaz 
London 

FATHER  BROOKS  WAS  a  visionary  who 
transformed  Holy  Cross  from  a  small 
Catholic  Irish  college  into  an  institu- 
tion of  real  higher  learning.  His  vision 
brought  coeducation,  an  end  to  very 
costly  athletic  scholarships  [in  favor 
of]  the  return  of  the  student  athlete,  a 
self-sustaining  endowment,  and  a  leg- 
acy that's  being  continued  by  Father 
[Michael  P.]  McFarland  today.  Having 
played  with  "Eddie  J"  and  knowing 
Ted  Wells  as  well  as  Stan  Grayson, 


Father  Brooks'  vision  has  shown  to  l| 
the  correct  one. 

-Stephen  Hick<\ 
Warwick,  R  \ 

I  REMEMBER  CLARENCE  Thomas 
Holy  Cross.  He  always  wore  a  blue  Ho 
Cross  baseball  warm-up  jacket.  Ev 
where.  He  seemed  quiet,  brooding.  I 
derstand  his  anger  about  being  portrayt 
by  the  press  as  benefiting  from  affirmatr 
action.  He  made  it  through  a  very  toug 
English  department  and  graduated  cu 
laude.  Holy  Cross  was  a  place  where  i 
one  ever  cut  you  any  slack  academical ', 
His  accomplishment  was  his  own. 

-Chris  Foil 
Marblehead,  Mai, 
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THE  CARBON  FOOTPRINT 
OF  VAIL  RESORTS 

I  WOULD  LIKE  to  register  Vail  Resoi 
Inc.'s  disappointment  with  your  recent  i 
tide  on  carbon  offsets,  "Another  inconv  I 
nient  truth"  (The  Environment,  Mar.  26' 
Your  article  may  leave  readers  wij 
the  impression  that  our  commitment 
the  climate  is  nothing  but  hype.  Nothii  1 
could  be  further  from  the  truth.  Vail  R  ■ 
sorts  is  committed  to  reducing  our  enerii 
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your  network  rea_ 
d  grow  as  fast  as  you  are? 

/hen  /our  company  grows,  your  network  should  scale 
ith  it.  We  call  it  being  nimble.  It's  why  we  offer  nationwide  y 
eij/ork,  data  and  voice  solutions  that  evolve  as  your  needs  do. 
nd  it's  why  95  percent  of  Fortune  500v  companies'  choose  Q //est1 
let  Qwest.  Get  Nimble.  Call  1 866-396-8226  or  visit  qwestcomlbusiness. 
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Spirit  of  Service' 


ReadersReport 


use  and  looking  for  sources  of  alternative 
energy.  While  it's  true  that  we  considered 
building  a  wind  turbine  on  Vail  Mountain, 
we  quickly  determined  that  trying  to  pow- 
er our  entire  company  through  our  own 
wind  turbines  was  neither  feasible  nor 
environmentally  responsible.  Our  local 
utilities  were  not  an  option  because  they 
simply  did  not  have  enough  alternative 
energy  for  our  needs.  Renewable  energy 
credits  allowed  us  to  fulfill  our  commit- 
ment to  tap  alternative  energy  sources 
and  provide  the  investment  necessary  to 
encourage  new  wind  power  development 
in  places  where  it  made  sense. 

Since  the  climate  is  a  truly  global 
problem,  it  should  not  matter  where  the 
green  electricity  is  generated,  only  that  it 
replaces  fossil  fuel  generation.  Of  course, 
there  should  be  no  secrecy  in  the  process 
and  contrary  to  your  article's  insinuation, 
Vail  Resorts  is  committed  to  transpar- 
ency. Readers  can  learn  about  our  wind 
power  purchase  and  how  Vail  Resorts  is 
encouraging  our  guests  and  employees 
to  choose  clean  energy  at  www.snow. 
com/windpower. 

-Rob  Katz 

CEO,  Vail  Resorts  Inc. 

Broomfield,  Colo. 


CORRECTIONS  &  CLARIFICATIONS 

"The  Best  Undergrad  B-Schools"  (Special 
Report,  Mar.  19)  should  have  listed 
Rutgers'  New  Brunswick  campus  as  the 
location  tor  the  university's  undergraduate 
business  program.  Separately,  the 
business  program  at  Cornell  University 
was  described  as  private.  However, 
Cornell  is  a  hybrid  institution  that  is 
privately  endowed  and  serves  as  New 
York's  land  grant  university. 


WHY  EXCHANGE-TRADED  FUNDS 
MAKE  SENSE  TO  SO  MANY 

"THE  TROUBLE  WITH  ETFs"  (Personal 
Finance,  Mar.  12)  is  misleading,  pre- 
senting facts  in  a  vacuum.  Most  fund- 
tracking  error  is  driven  primarily  by  the 
Securities  &  Exchange  Commission  and 
IRS  rules  that  apply  equally  to  exchange- 
traded  funds  and  index  mutual  funds. 

We  find  that  our  clients  invest  in 
ETFs  because  they  provide  cost-effec- 
tive, tax-efficient  access  to  markets.  In 
most  cases,  there  is  not  a  comparable 
index  fund  to  use  or  even  to  compare 
to  (there  are  actually  more  ETFs  than 


index  funds).  If  there  are  other  trat 
tional  funds  with  access  to  the  marl 
or  sector,  they  are  likely  going  to  ha 
higher  costs  and  be  less  tax-efficiei 
which  leads  to  higher  tracking  error. 
Instead  of  buying  the  ETF,  investc 
could  buy  the  individual  securities,  t 
investors  face  illiquidity  and  transacti 
costs  and,  with  international  securiti 
foreign  ownership  restrictions.  In  t 
end,  this  approach  will  lead  to  hi 
costs  and  tracking  error  as  well. 

-Lee  Kranef 

CEO,  iShares  at  Barclays  Global  Invest 

San  Franci 


A  SIDE  EFFECT 
OF  SLEEP  APNEA 

"WHEN    THE    GOING    gets    tough 
(News  &  Insights,  Mar.  12)  prompts 
to  share  my  experience  for  the  possi 
assistance  of  others. 

It  is  dangerous  to  suggest  that  " 
eryone  knows"  that  frequent  male  i 
nation  is  prostate-related.  My  "n 
mally"  enlarged  60-year-old  prost 
turned  out  not  to  be  the  cause  of 
getting  up  frequently  at  night.  It  \ 
my  previously  untreated  sleep  apr 
Apnea  causes  low,  sometimes  very  1 
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ood  oxygen  levels,  and  this  triggers 
:rious  kidney  hyperactivity  to  com- 
nsate  for  the  desaturation.  I  treated 
■y  apnea,  and  now  my  large  prostate 
id  I  sleep  through  the  night. 

-DougEllice 
GambriUs,  Md. 

EGULAR  JOE  INVESTORS 
RE  AT  A  HUGE  DISADVANTAGE 

DOMING    IN    ON    trading    abuses" 
4ews  &  Insights,  Mar.  12)  asks  the 
lestion:  "Do  allegations  that  a  UBS 
\  riter  sold  info  to  hedge  funds  signal  a 
1  -owing  problem?" 
Any  prosecutor  worth  the  title  would 
elcome  an  opportunity  to  press  crimi- 
il  charges  if  he  had  circumstantial 
1  idence  of  similar  weight  against  a 
]  ispect  accused  of  a  felony.  How  about 
e  Wall  Street  analyst  who  writes  a 
owing  report  on  a  subprime  mort- 
'  ige  lender  after  the  analyst's  employer 
c  st  profited  from  issuing  questionable 
D,curities  for  the  same  company,  only 
:i  have  the  lender  company  virtually 
illapse  immediately  afterward? 
1  Is  it  any  wonder  that  innocent  inves- 
ts who  do  not  have  inside  sources  feel 
•.at  they  do  not  have  a  chance  against 


the  greedy  people  of  Wall  Street  and  are 
leaving  the  market? 

-Ingvar  Eliasson 
Ft.  Myers  Beach,  Fla. 

FOR  DETERMINED  DEADBEATS, 
JAIL  TIME  IS  JUSTIFIED 

I  AM  RESPONDING  to  the  letter  written 
by  Peter  G.  Hill  in  "Keeping  divorced 
parents  from  becoming  deadbeats" 
(Readers  Report,  Mar.  19),  regarding 
the  article  "Pepperoni,  onions,  hand- 
cuffs" (UpFront,  Feb.  26). 

I  couldn't  agree  more  with  Mr.  Hill's 
comment  that  "not  too  many  parents 
can  meet  their  obligations  from  a  pris- 
on cell."  The  problem  that  not  only  our 
agency  but  all  child  support  agencies 
face,  however,  is  that  by  the  time  a  non- 
payment of  child  support  case  reaches 
the  criminal  level,  with  the  impending 
threat  of  jail  or  prison  time,  all  other 
options  have  been  exhausted.  It  is  at 
this  time  that  the  threat,  or  reality,  of 
prison  time  is  the  only  other  choice  a 
judge  is  left  with. 

We  have  found  that  those  parents  who 
are  running  from  their  child  support  re- 
sponsibility are  constandy  coming  up  with 
new  and  innovative  ideas  for  eluding  the 


legal  and  moral  responsibility  of  bringing 
a  child  into  the  world.  Therefore,  as  child 
support  agencies,  we  must  also  continual- 
ly come  up  with  new  and  innovative  ideas 
on  how  to  locate  these  absent  parents  and 
hold  their  collective  feet  to  the  fire. 

-Cynthia  S.  Brown 

Executive  Director 

Butler  County  Child  Support  Enforcement 

Agency 
Hamilton,  Ohio 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


Apple  TV's  Blurry  Future 

The  best  thing  about  Apple  TV  is  that  it  tries  to  do  for  video  what  the  iPod 
has  done  for  music.  The  worst  thing  about  Apple  TV  is  that  it  tries  to  do 
for  video  what  the  iPod  has  done  for  music.  The  reason  for  this  paradox: 
Apple's  laudable  effort  to  simplify  video  downloads  by  running  everything 
through  iTunes  leaves  too  much  good  content  out  in  the  cold. 


Although  the  iPod  approach  to  music 
has  come  in  for  criticism,  especially 
from  European  antitrust  regulators,  I 
think  it  has  served  consumers  well.  The 
iTunes  Store  is  the  only  online  source  of 
purchased  iPod  music,  but  this  does  not 
limit  customers,  since  nearly  anything 
you  can  buy  online  can  be  gotten  from 
iTunes.  And  the  record  companies  have 
effectively  forced  all  online  stores  to 
price  tracks  at  99<t,  just  like  iTunes. 

The  video  world,  by  contrast,  is 
fragmented  into  incompatible  sources 
and  formats.  (I'll  be  examining  the 
digital  video  mess  in  more  detail  next 
week.)  The  $299  Apple  TV  set-top  box,  designed  to  move 
video  from  your  computer  to  your  TV,  can  only  play  movies 
and  TV  shows  from  iTunes.  That  adds  up  to  about  300 
movies  from  Disney,  Paramount,  and  Lionsgate  and  a  couple 
hundred  TV  series.  There  are  thousands  of  other  shows 
and  movies  you  can  download  from  other  sources,  but  they 
haven't  been  licensed  to  Apple,  so  you  can't  get  them  from 
iTunes.  Unless  iTunes  becomes  a  universal  source  for  video, 
as  it  is  for  music,  Apple  TV's  simplicity  and  convenience  will 
require  unreasonable  trade-offs. 

THERE'S  NO  DISPUTING  APPLE  TV  works  very  well  within  its 
limitations.  It's  a  handsome  white  plastic-and-aluminum  box 
about  8  inches  square  and  a  little  over  an  inch  high.  You  plug 
it  in,  connect  it  to  a  wide-screen  digital  TV  (older  sets  need 
not  apply),  and  run  through  a  couple  of  menus  that  get  you 
set  up  on  a  wired  or  wireless  network.  Apple  TV  then  searches 
the  network  for  PCs  or  Macs  running  iTunes.  You  choose 
one,  then  go  to  the  computer  to  enter  a  code  number  that 
Apple  TV  displays.  From  then  on,  the  videos,  music,  podcasts, 
or  photos  that  you  choose  from  iTunes  will  be  copied 
automatically  to  Apple  TV'S  40-gigabyte  hard  drive. 

Earlier  efforts  to  bring  online  video  to  television  sets  have 
failed  because  streaming  live  video  over  a  network  doesn't 
work  very  well;  even  the  fastest  networks  suffer  glitches  that 
spoil  viewing.  Apple  solves  the  problem  by  storing  content 
on  the  Apple  TV  box.  And  while  that  box  syncs  with  only 
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one  iTunes  computer,  Apple  permits 
you  to  stream  content  stored  on  othei 
computers  in  your  home— with  the 
quality  lapses  that  entails. 

If  you  want  to  watch  on-demand 
high-definition  video,  you'll  have  to  g. 
it  from  your  cable  service.  Apple  TV  c 
display  HD,  but  there  is  almost  no  sui 
content  available.  Apple  claims  "neat 
DVD"  quality  for  iTunes  movies,  but 
they  don't  come  close  to  DVD  images 
ITunes  TV  shows  all  look  a  bit  blurry, 
not  even  matching  standard  broadca;. 
quality.  The  bigger  and  better  your 
display,  the  worse  it  will  look.  On  the 

other  hand,  you  can  take  that 
r  OF  tlOW,  iTunes  content  with  you  on  a 

laptop  or  iPod;  you  can't  do  th; 

with  on-demand  cable. 

1  iftlp  pontpnt       Then  there  are  ^ the  ^"s5  ■ 

Apple  TV  can't  do.  It  can't  orde 
downloads  from  the  iTunes 
Store  directly,  only  play  conten 
already  in  iTunes  on  a  comput< 
You  can't  view  streaming  videc 
directly  from  the  Web,  so  no 
YouTube.  You  can't  even  streai 
a  DVD  being  played  on  your 
computer  over  to  your  TV  set. 
(A  DVD  player  would  be  a  welcome  addition,  allowing  App 
TV  to  replace  a  piece  of  gear  in  your  video  system  instead  c 
adding  one  more  box.) 

Wouldn't  it  be  great  if  iTunes  were  a  one-stop  source  for 
online  video?  One  can  always  hope  the  studios  will  "get  it, 
and  just  fall  in  line.  But  given  the  fractious  and  fragments 
nature  of  the  entertainment  industry,  I  wouldn't  bet  on  it. 
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Mobile  Broadcasting:  Mariana 

On  Mar.  14,  NBC  Universal  inked  a  wide-ranging  deal  with  MobiTV,  which  P 
claims  2  million  subscribers,  to  beam  TV  to  cell  phones.  If  you  take  from  thi 
or  any  other  announcements  of  late  that  TV  on  the  cell  phone,  replete  with 
significant  audience  and  advertising,  has  arrived  in  the  U.S.  as  a  bona  fide 
medium,  I'm  here  to  say  you're  wrong.  And  that  you're  wrong  if  you  think 


It: 
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cell-phone  TV  is  coming  anytime  soon. 

American  visitors  to  Asia  often  return 
with  fierce  technological  envy  over  the 
whiz-bang  handsets  on  display  and  the 
routine  sight  of  nonchalant  twentysome- 
things  updating  Web  sites  from  their  cell 
phones.  The  mobile  phone  in  the  U.S. 
is  but  a  sad  stepbrother  of  such  devices. 
References  to  the  U.S.  as  a  Third  World 
country  when  it  comes  to  wireless  service 
now  approach  cliche ;  even  the  cellular 
providers'  commercials  cede  this  point. 

Yes,  the  iPhone  looms.  And  there  are 
Americans  using  cell  phones  for  next- 
generation  play,  including  watching 
video.  If  s  just  that  there  are  very  few  of 
them.  Interpublic  Group's  media-buying  agency,  Initiative, 
last  year  surveyed  the  U.S.  and  found  that  out  of  213  million 
cell-phone  users,  only  12  million  watched  video  clips,  6  mil- 
lion watched  live  TV,  and  just  3  million  signed  up  for  some 
kind  of  video-subscription  service. 

THE  GLASS-HALF-FULL  CROWD  will  see  in  those  numbers  noth- 
ing but  upside.  A  host  of  smart  media  and  marketing  execu- 
tives, however,  see  go-slow  signs.  Bad  broadband  infrastructure 
or  cramped  living  quarters  elsewhere  in  the  world  meant  that 
mobile  technologies  took  off  there  first.  In  the  U.S.,  thanks  to 
the  spread  of  broadband,  home  PCs,  and  other  factors  (most 
American  commuters  don't  use  public  transportation,  where  a 
digital  time-killer  comes  in  handy),  we  have  a  PC-based  culture. 
That' s  why  Web  video  took  off  here:  Moving  pictures  on  a  TV- 
size  screen  are  a  familiar  entertainment  in  digital  clothes. 

But  mobile  video  is  a  whole  new  beast— the  ill-fated  Sony 
Watchman  mini-TV  from  the  '80s  aside— and  small-screen 
video  was  unknown  before  the  advent  of  the  Video  iPod. 
Exactly  how  huge  it  will  get  remains  uncertain.  Exactly  how 
ads  will  get  placed  around  mobile  video  is  even  fuzzier,  which 
is  why  some  big  marketers  sound  ultra-cautious.  "The  adop- 
tion of  technologies  takes  longer  than  people  expect,"  warns 
Jim  Stengel,  global  marketing  officer  for  Procter  &  Gamble. 
Adds  Jeff  Minsky,  director  of  emerging  media  platforms  at 
media  buyer  OMD  Digital:  "There's  a  groundswell  of  interest 


on  cell-phone 
TV  remains  a 
problem,  and 
the  technology 
isn't  there  yet 
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[around  mobile  media],  but  I  am  very    , 
conservative  about  it....  It  will  be  years 
before  if  s  a  huge  part  of  the  media  mix  i  y 

Bear  in  mind  that  Web  video  is  not  yj  j( 
a  huge  part  of  the  media  mix.  According  jp 
to  research  firm  eMarketer,  advertisers  i  ^ 
2006  spent  $775  million  on  Web  video 
while  the  total  U.S.  ad  market  is  some- 
where  around  $280  billion.  Granted,  oj  C 
reason  Web-video  spending  is  so  small]  y 
is  that  Google  has  yet  to  power  up  somij 
kind  of  ad  solution  for  YouTube  (whicll(  ( 
had  more  than  34  million  visitors  last 
month,  in  case  you  were  wondering). 

But  if  that  solution  is  elusive,  what  w 
make  advertising  around  a  much  smalL 

Mi  .         and  more  distant  TV  rela- 

piaCement  tive  any  easier  to  crack?  The 
problem  is  compounded  wh 
one  considers  how  personal 
cell  phone  is.  (Even  the  mos  T, 
devoted  TV-phile's  face  isn't 
pressed  against  the  screen.) 
This  suggests  that  new  rules  j  |fra 
engagement  for  advertising, 
at  least  significantly  rethoug 
ads,  are  required. 
wmmmmmmmmmm  And,  of  course,  the  markt 

ing  and  advertising  worlds 
do  not  change  quickly.  Spending  on  Web  advertising  "is  no 
growing  as  fast  as  the  external  evidence  and  hype  would  m; 
you  think,"  says  Jeff  Cole,  director  of  the  University  of  Soutl 
ern  California's  Center  for  the  Digital  Future.  In  some  form 
video  on  the  cell  phone  is  an  obvious  development.  But  so  i: 
paying  for  radio  programming  that's  actually  listenable,  am 
Sirius  and  XM  are  billions  of  dollars  in  the  hole.  Something 
spectacular  and  bizarre  will  have  to  happen  before  a  true  ar 
robust  mobile  medium  is  closer  than  several  years  away.  K 
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Say  Goodbye  to  High 
Growth  and  Low  Inflation 

he  economic  Eden  of  the  late  1990s  and  early  2000s  is  slowly  fading 


U.S.  ECONOMY 


The  Federal  Reserve  always  seems  to  be  on 
i  tie  horns  of  one  dilemma  or  another.  It's  the  nature  of  the  job: 
lontrolling  inflation  quite  often  has  negative  implications  for 
conomic  growth  and  unemployment.  For  now,  the  Fed's  decision 
3  hold  its  target  interest  rate  steady  at  5.25%  on  Mar.  21  looked 


sy  enough.  The  economy  has  slowed  materially,  and 
e  policymakers  believe  that  slowdown  will  allow 
flation  to  ease.  However,  a  growing  number  of 
onomists  believe,  despite  the  cooler  pace  of  growth, 
inging  inflation  down  to  where  the  Fed  wants  it  won't 
:  so  easy. 

What  seems  to  be  happening  is  a  gradual  undoing  of 
e  high-growth/low-inflation  Eden  of  the  late  1990s 
id  early  2000s.  Back  then,  technological  innovation 
leled  a  speedup  in  productivity  growth  that  helped  the 
onomy  grow  raster,  create  more  jobs,  and  generate 
ster  pay  growth— all  without  boosting  inflation, 
eanwhile,  the  dollar  was  soaring,  global  growth  outside 
e  supercharged  U.S.  was  sluggish,  and  there  was  a 
'  ut  of  production  capacity.  That  meant  falling  prices  of 
i"  S.  imports  and  plenty  of  foreign  competition  to  help 
strain  prices  of  U.S.-made  goods. 
Times  have  changed— both  at  home  and  abroad— and 
ways  that  will  make  the  Fed's  job  of  controlling 
flation  more  difficult  than  before.  Even  though  the 
onomy  has  slowed  substantially  over  the  past  year, 
flation  is  still  higher  than  the  Fed  would  like.  Also,  labor 
st  pressures  continue  to  grow,  as  job  markets  tighten 
rther  and  the  unemployment  rate  keeps  falling. 
In  spite  of  new  uncertainty  stemming  from  the 
bprime  mortgage  mess,  the  Fed  must  maintain  a 
ugh  stance  against  inflation,  even  if  that  policy  risks 
Magnifying  the  problems  in  housing  and  the  economy. 
;  the  policymakers'  Mar.  21  meeting  statement  showed, 
e  Fed  is  still  more  concerned  about  rising  inflation  than 
B  is  about  a  weaker  economy.  Investors  currently  expect 
l  ie  Fed  to  cut  rates  later  this  year,  but  new  forces  at  work 
n»  the  economy  will  most  likely  rule  that  out. 


-0BAL  CONDITIONS  are  now  far  less  conducive  to 
eping  inflation  down.  Growth  is  strong  around  the 
)rld,  with  little  slack  in  production  capacity.  That's  why 
I  ntral  banks  from  Europe  to  Asia  are  lifting  interest 
tes  in  an  effort  to  preempt  inflation.  Even  Japan  is  on 
)ath  to  higher  rates  after  years  of  deflation.  And  given 
e  dollar's  decline  since  early  2002,  prices  of  imported 
ods  other  than  fuels  are  up  2.5%  over  the  past  year,  in 
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contrast  to  the  late  1990s,  when  they  were  falling. 

The  most  important  forces  working  against  the  Fed  are 
homegrown,  most  notably  the  recent  slowdown  in  U.S. 
productivity  growth.  Up  to  now,  strong  productivity  gains 
have  given  the  economy  more  room  to  grow  without 
pushing  up  inflation.  The  drop -off  appears  to  be  more 
than  just  a  short-term  blip  caused  by  the  ebb  and  flow 
of  the  business  cycle.  For  the  first  time  in  a  decade,  the 
five-year  growth  rate  of  productivity  is  headed  sharply  in 
the  wrong  direction.  If  s  down  to  2.6%  per  year  at  the  end 
of  2006  from  a  peak  of  3.4%  in  2004,  and  the  slowdown 
is  picking  up  speed.  The  three-year  pace  has  dropped  to 
only  1.8%  annually,  close  to  a  10-year  low  (chart). 

WHY  THE  SLOWDOWN?  For  one  reason,  businesses 
are  investing  far  fewer  dollars  in  new  equipment  and 

software  as  a  share  of 
GAINS  IN  CORPORATE  overall  eross  domestic 

EFFICIENCY  ARE  SAGGING  J*"  gr°SS    T      u 

product.  Even  though 

companies  are  sitting 
on  a  ton  of  cash,  while 
enjoying  relatively  easy 
financial  conditions  and 
pristine  balance  sheets, 
yearly  growth  in  outlays 
for  equipment,  adjusted 
for  prices,  slowed  to 
only  4.4%  last  year,  the 
weakest  pace  in  more 
than  three  years.  Workers 
are  clearly  more  productive  than  they  were  a  decade  ago, 
but  the  gains  in  their  efficiency  appear  to  be  tailing  off. 

Also,  much  of  current  corporate  outlays  are  for 
replacement  of  worn-out  computers  and  other  short- 
lived tech  equipment.  New  computers  are  faster  than 
older  ones,  but  fewer  innovative  ways  to  use  them 
may  be  another  reason  for  smaller  gains  in  corporate 
efficiency.  Economists  at  JPMorgan  note  that  the  pace  of 
technological  innovation  appears  to  be  slowing  down, 
citing  a  reversal  in  the  pattern  of  prices  of  high-tech 
equipment  and  software.  Rapid  innovation  in  the  late 
1990s  showed  up  in  sharply  falling  tech  prices,  but  the 

April  2.  2007  I  BusinessWeek  I  25 


THREE-YEAR  GROWTH  RATES 

'90  '92  "'94  '96  '98  '00  '02  '04  '06 
Data:  Bureau  of  Labor  Statistics.  Global  Insight  Inc. 
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trend  now  is  a  progressively  slower  rate  of  decline. 

Researchers  at  Morgan  are  not  alone  in  their 
conclusions.  Economists  at  both  Lehman  Brothers  and 
Barclays  Capital  have  also  argued  that  the  slowdown 
in  productivity  and  other  factors  will  complicate  Fed 
policy  decisions.  Until  recentiy,  economists  generally 
believed  strong  productivity  would  allow  the  economy  to 
sustain  growth  of  a  little  better  than  3%  over  the  long  run 
without  pushing  inflation  higher.  If  so,  then  the  current 
economic  slowdown  should  be  creating  enough  slack  in 
the  job  markets  and  production  capacity  to  ease  pressure 
on  costs  and  prices.  That  doesn't  seem  to  be  happening. 

ASSUMING  THE  ECONOMY  grows  2.5%  in  the  first 
quarter,  its  pace  over  the  past  four  quarters  has  dropped 
markedly,  to  2.3%,  from  3.7%  the  year  before.  If  the 
economy  were  capable  of  sustaining  3%  growth  without 
boosting  inflation,  as  was  generally  believed  in  recent 
years,  then  the  unemployment  rate  would  have  risen  by 
now.  Instead,  joblessness  in  February,  at  4-5%,  was  0.3 
percentage  points  lower  than  it  was  a  year  ago. 

Based  on  this  and  other  labor  market  trends, 
economists  at  JPMorgan  estimate  the  economy's  long- 
run  noninfiationary  growth  rate  is  now  no  higher  than 
2.5%,  and  it  might  be  lower  than  that.  Such  a  downshift 
would  mean  the  economy  would  have  to  grow  below  that 
rate  for  a  considerable  period  for  inflationary  pressures 
in  the  labor  markets  and  the  economy  to  ease  enough  to 
allow  the  policymakers'  preferred  inflation  gauge  to  slip 
back  into  their  1%  to  2%  comfort  zone. 

The  central  bank  has  projected  inflation  will  end  the 


SERVICES  KEEP  THE 
PRESSURE  ON  PRICES 

PERCENT  CHANGE  FROM  A  YEAR  AGO 
■  TOTAL 
I  SERVICES 


year  in  the  range  of  2%  to  2.25%,  before  sliding  below :  J 
in  2008.  However,  the  rate  in  January  was  2.3%.  It  has 
been  at  or  above  2%  for  nearly  three  years,  and  the  rece  ] 
trend  is  up,  not  down.  As  of  February,  inflation  measun  I 
by  the  core  consumer  price  index  also  remains  elevated 
at  2.7%,  held  up  by  service  prices  (chart). 

The  bottom  line:  Th 
Fed  may  have  to  squee:  j 
the  economy  harder 
than  it  has  in  the  past 
to  assure  core  inflation 
comes  back  into  the 
policymakers'  comfort 
zone.  If  inflation  does  r  I 
behave  according  to  th 
central  bank's  optimist  | 
expectations,  the  Fed 
could  face  a  credibility  I 
problem  on  Wall  Street  I 
However,  a  tough  stani 
against  inflation  could  magnify  the  problems  in  housin  | 
and  in  the  economy  generally. 

For  investors,  the  implications  of  this  changing 
economic  landscape  could  be  significant:  Growth  in 
corporate  earnings  may  already  have  peaked,  and  risin 
labor  costs  may  pinch  profit  margins,  Plus,  outside  of  aj 
recession,  the  Fed  would  have  less  leeway  to  cut  rates, 
and  any  rebound  in  the  economy  as  the  housing  slump] 
subsides  might  even  be  met  with  a  new  round  of  rate 
hikes.  All  this  portends  a  much  tougher  investment 
climate  in  the  years  ahead.  ■ 
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Home  Equity:  The  Party  May  Be  Over 


WILL  THE  HOUSING  collapse 

deal  a  major  blow  to  consumer 
spending?  The  moment  of  truth 
is  fast  approaching.  Weak  home 
sales,  stagnating  or  falling  house 
prices,  and  tighter  lending  standards 
are  limiting  the  amount  of  cash 
households  can  obtain  by  tapping 
into  their  home  equity.  Some 
economists  believe  this  cash  strongly 
supported  spending 
in  recent  years. 
In  the  fourth 
quarter  of  2006, 
the  amount  of  this 
equity  extraction  fell 
to  2.1%  of  aftertax 
income,  according 
to  investment  bank 
UBS.  What's  more, 
a  disproportionate 
share  of  subprime 
borrowers,  especially 
those  with  adjustable- 


A  HOUSING  WINDFALL 
DISAPPEARS 
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QUARTERLY 
00   '01     '02     '03      04   '05     06 
•INCREASE  IN  RESIDENTIAL  MORTGAGE 
DEBT  MINUS  NEW  RESIDENTIAL  INVESTMENT 
OTHER  THAN  HOME  IMPROVEMENT 
Data:  UBS 


rate  mortgages,  turned  to  their 
homes  for  extra  cash. 

There  have  been  few  signs  of 
weaker  consumer  spending,  but 
UBS  economist  James  O'Sullivan 
believes  that  could  soon  change.  So 
far,  most  of  the  dropoff  in  equity 
extraction  has  been  from  fewer  home 
purchases  leading  to  less  money 
left  over  after  sales.  But  now  funds 
from  home-equity 
loans  and  cash- out 
mortgage  refinancing 
are  falling.  Money 
from  such  loans  is 
"more  likely  to  be 
turned  into  spending 
promptly"  than  funds 
from  a  home  sale,  he 
says.  After  all,  many 
sellers  turn  around 
and  use  the  cash  to 
buy  another  home. 
The  effects  on 


spending  from  falling  home-equitj 
extraction  also  occur  with  a  lag,  an 
any  early  impact  may  have  been 
offset  by  lower  energy  prices  late  la 
year.  O'Sullivan  expects  the  drag  fr 
reduced  home-equity  extraction  to 
emerge  in  the  second  quarter,  lead: 
to  a  roughly  0.5%  drag  on  consumi 
spending  this  year.  And  Jan  Hatziu 
at  Goldman  Sachs  believes  the  draj 
will  only  get  larger  in  2008. 

However,  other  economists 
remain  optimistic.  Solid  job 
growth  outside  of  construction  anc 
manufacturing,  healthy  income 
growth,  and  the  lagged  effect  of  pa 
wealth  gains  are  expected  to  make 
for  the  decline  in  equity  extraction 
Also,  higher-income  households 
make  up  a  majority  of  spending  an 
are  less  likely  to  be  affected  by  the 
housing  downturn.  We  should  soo 
know  which  side  has  it  right.  ■ 

-By James  Mehring  in  New  } 
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pple  are  acquainted  with  the  star,  the  multi-faceted  actor.  But  John  Travolta  is  also  a  seasoned  pilot  with  more  than  5,000  flight  hours  under 
;  belt,  and  is  certified  on  eight  different  aircraft,  including  the  Boeing  747-400  Jumbo  Jet.  He  nurtures  a  passion  for  everything  that  embodies 
•  authentic  spirit  of  aviation.  Like  Breitling  wrist  instruments.  Founded  in  1884,  Breitling  has  shared  all  the  finest  hours  in  aeronautical 

history.  Its  chronographs  meet  the  highest  standards  of  precision,  sturdiness  and  functionality,  and  are  all 
equipped  with  movements  that  are  chronometer-certified  by  the  COSC  (Swiss  Official  Chronometer 
"  r  Testing  Institute).  One  simply  does  not  become  an  aviation  supplier  by  chance. 

For  your  nearest  authorized  retailer  please  call  800  64  73  43 
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WILL  BARCLAYS  GO  DUTCH? 

The  dealmaking  in  Europe  just  keeps  getting  hotter.  On  Mar.  20,  ABN  Amro,  the 
Netherlands'  No.  1  bank  (photo,  Amsterdam  headquarters),  said  it's  talking  with 
Barclays  about  a  merger  to  create  a  $155  billion  institution,  the  world's  fifth -largest 
bank  by  market  value.  If  the  $80  billion  deal  goes  through,  it  would  mark  Europe's 
biggest-ever  cross-border  banking  tie-up.  The  new  entity  would  be  based  in 
Amsterdam,  with  the  Brits  naming  a  CEO  and  the  Dutch  a  chairman. 

ABN  is  pining  for  a  suitor  to  fend  off  hedge  funds  and  other  shareholders  that 
have  called  for  a  breakup.  The  bank's  stock  has  stagnated  as  it  has  struggled  to 
wring  profits  from  far-flung  operations.  But  a  marriage  with  Barclays  is  hardly  a 
sure  thing.  Other  global  behemoths,  such  as  Citigroup  or  HSBC,  might  choose  to 
make  a  run  at  ABN,  or  Dutch  regulators  might  do  their  best  to  nudge  it  into  the 
arms  of  local  bank  ING. 
See  "Smart  money  is  chasing  Eurodeals,"  page  45 


Shakeup  at  Motorola 

No  sooner  had  the  rumor  mill 
made  a  Motorola  buyout  of 
Palm  look  inevitable  than  bad 
news  flowed  from  Schaumburg, 
111.  Motorola  on  Mar.  21  cut 
its  profit  guidance  from  a 
consensus  of  I8<t  a  share  to  7<t 
because  of  slowing  revenue.  To 
fix  the  biz,  it  named  networks 
unit  chief  Greg  Brown  president 
and  COO  and  Thomas  Meredith, 
a  Motorola  director,  CFO.  It  also 
will  boost  its  share-buyback 
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program,  which  may  help  fend 

off  Carl  Icahn. 

mwi*  "Motorola's  Zander: 

On  Razr's  edge" 

www.businessweek.com/go/tbw 


Enron:  Class  Dismissed 

A  lawsuit  seeking  billions 
in  compensation  for  Enron 
shareholders  has  gone  off 
the  rails.  On  Mar.  19  a  federal 
appeals  court  ruled  that  the 
case  against  Enron's  banks 


and  securities  firms  could 
not  proceed  as  a  class  action. 
Defendants  Credit  Suisse  Group, 
Merrill  Lynch,  and  Barclays  are 

no  doubt  elated  at  the  decision, 
which  concluded  that  as 
"secondary  actors"  they  could 
not  be  sued  by  private  investors 
for  Enron's  deceptions. 


A  Chinese  Airliner? 

On  Mar.  19,  Beijing  said 
if  s  laying  plans  to  build  its 


fill 
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own  150-seat  commercial  jet  <  I» 
by  2020.  Ambitious?  Sure. 
Realistic?  Maybe.  No  one 
disputes  China's  ability  to 
produce  a  credible  airliner,  b\ 
making  it  fly  in  the  marketpk  j  h 
is  another  thing.  It  would  fine    p 
domestic  buyers,  no  doubt,     i  Iran 
but  in  an  industry  that  wants    :: 
to  slash  the  fuel  and  operatin    art; 
costs  of  commercial  jets, 
innovative  technologies  trum    Jtk 
a  low-cost  labor  advantage.      ipii 
l'i:Hi:i»  "Will  China  join 
the  jet  set?"  I  rait 
www.businessweek.com/go/tb\   ktsi 
i  flu 

Blackstone's  About-Face 

Say  what?  Just  when  people 
were  starting  to  believe  priva 
equity's  paeans  to  the  joys  of 
going  private,  CNBC  reported 
on  Mar.  16  that  Blackstone  Gre<|dlw 
may  soon  list  10%  of  itself  in 
IPO  that  would  value  the  nrrrlffik, 
built  by  CEO  Steven  Schwarzm  r! 
and  Chairman  Peter  Peterson 
at  $30  billion.  Blackstone 
wouldn't  comment. 
EMU*  "A  public  Blackstone  ig[e  fe 
could  do  ever-larger  deals, "  \  Ring  i 
www.  b  usinessweek.  com/go/tb\ 
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No  Wal-Mart  Bank 

So  much  for  the  First  Nation 
Bank  of  Wal-Mart.  The  retail 
colossus  said  on  Mar.  16  that 
it  had  pulled  its  controversia 
application  to  operate  an 
industrial-loan  company. 
Wal-Mart  said  it  wanted  sole 
to  cut  credit-card  transactior 
costs,  but  the  effort  inflamed 
community-banker  groups  a 
some  congressional  leaders 
who  contended  it  was  the  fir.' 
step  to  operating  full-service 
banks  within  the  company's 
4,000  U.S  stores. 
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Detroit  Doldrums 

Assorted  auto  news:  On 
Mar.  13  the  United  Auto 
Workers  said  it  will  fight  if 
DaimlerChrysler  tries  to  sell  it; 
Chrysler  unit  to  a  private  eqi 
firm  that  only  wants  pieces  o 
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or  intends  to  break  it  up. 
leantime,  as  Nissan  sales  and 
rofks  have  slowed  in  Japan 
ad  the  U.S.,  Renault-Nissan 
EO  Carlos  Ghosn  on  Mar.  16 
ave  up  the  job  of  personally 
lanaging  Nissan  North  America, 
nd  General  Motors  on  Mar.  15 
ud  accounting  "complexity" 
irced  it  to  restate  earnings 
ack  to  2000. 


2006  bonus  and  nearly 
$5  million  in  sex  erance  pay, 
a  deep  discount  from  the 
$13.5  million  his  contract 
allowed  in  case  of  an  early 
termination  and  the  $7.65 
million  in  2006  bonuses  under 
the  company's  existing  policy. 
EMU*  "No  blockbuster  deal 
forAntioco," 
www.businessweek.com/go/tbw 


h. 

iuNewBidforCBOT 

■i  ilove  over,  Merc.  On  Mar.  15, 
itercontinentalExchange,  the 
:ven-year-old  upstart  energy- 
itures  market  in  Atlanta, 
id  $9-9  billion  in  stock  to 

ajuy  the  Chicago  Board  of  Trade, 
limping  an  $8  billion  cash- 
id-stock  offer  by  the  Chicago 
ercantile  Exchange.  The  Merc 

'in  >isists  its  deal  is  superior  but 
lay  have  to  sweeten  it. 
fc»  "Why  ICE  may  win 
le  CBOT," 
ww.businessweek.com/go/tbw 

Til 
t 

iject  One  CEO 
Jtlockbuster  boss  John  Antioco 

>st  his  war  of  attrition  with 
fiareholder  activist  Carl  Icahn, 
onboard  member  and  15.8% 
\vner  of  the  video  chain. 
n  Mar.  20,  Antioco  said  he'll 
ave  at  the  end  of  2007,  a  year 
afore  his  contract  expires.  His 
arting  gift?  A  $3.1  million 


Virgin  May  Take  Off 

After  three  years,  low-cost 
airline  Virgin  America  is  finally 
on  the  runway.  On  Mar.  21 
the  Transportation  Dept.  gave 
tentative  approval  to  the 
startup's  business  plan.  The 
brainchild  of  British  billionaire 
Richard  Branson,  whose  Virgin 
Group  owns  25%,  Virgin 
America  has  had  to  perform 
loop-the-loops  to  convince 
regulators  and  rivals  that  ifs 
U.S.-owned  and  managed. 


CVS  Gets  the  Nod 

Shareholders  of  prescription- 
benefits  manager  Caremark  Rx 
on  Mar.  16  voted  for  a 
$27.6  billion  buyout  by 
drugstore  giant  CVS, 
spurning  a  $28.4  billion  offer 
from  rival  Express  Scripts. 
The  vote  ended  a  tussle  that 
erupted  after  CVS'  initial 
all-stock  bid  last  November. 


E-MAILS  OF  THE  WEEK 

The  hostility  between  Wal-Mart  Stores  and  Julie  Roehm,  the 

J-  high-profile  marketing  executive  it  fired  in  December,  got 
even  nastier  on  Mar.  19.  Wal-Mart  filed  a  counterclaim  to 
Roehm's  wrongful-dismissal  lawsuit  in  which  it  bolstered 
its  contention  that  it  canned  her  for  having  an  affair  with 
a  subordinate  and  violating  the  company's  strict  conflict- 
of-interest  code  with  suppliers.  The  filing  relies  largely  on 
e-mail  exchanges  between  Roehm  and  her  direct  report, 
Sean  Womack.  The  suit  says  Womack's  wife  discovered  some 
exchanges  on  his  home  computer.  Roehm  says  in  one:  "I 

;ythink  about  us  together  all  the  time.  Little  moments  like 
watching  your  face  when  you  kiss  me."  Wal-Mart  also  alleges 
that  Roehm  and  Womack,  while  reviewing 
advertising  agencies  for  the  company 
held  discussions  with  one  of  them,  Draft 
FCB,  about  employment  opportunities. 
Wal-Mart  declined  further  comment, 
and  Roehm  and  Womack  couldn't 
be  reached.  Roehm's  lawyer,  John 
Schaefer,  said  in  a  statement  that 
"Wal-Mart  deliberately  chose  to 
take  the  e-mails  out  of  context." 

'-  He  called  the  case  "nothing  more 

-'  than  a  smear  tactic." 
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Together  with  NEXTEL 


With  the 

AT&T-Cingular 
merger, 

one  thing 

remains 

unchanged. 


Sprint  Mobile  Broadband 
still  covers  2x  the  cities  of 
their  BroadbandConnect. 


Work  faster  on  the  nation's  largest 
mobile  broadband  network. 

With  Sprint  you  can  make  just  about 
any  place  a  workplace.  And  now  get 
a  mobile  broadband  card  for  free. 

p  i^  p  p  with  new  card  activation  on  unlimited 

|     IXk  J"  data  access  plan.  Requires  2-yr 

f,  •»   f«*^  agreement  and  549.99  mail-in  rebate. 

^#Alxl^  No  voice  plan  required. 

1-8SPRINT-BIZ 
px-500  by  Pantecn*      sprintcom/mobilebroadband 


> 


POWER  UP 


Sprint  Mobile  Broadband  Network  reaches  over  200  million  people.  Coverage  not  available 
everywhere-see  sprint  com/coverage  for  details.  Coverage  comparison  based  on  most  recent 
available  information  regarding  Cingular  broadband  market  coverage  as  of  3/6/07  Not 
available  in  all  markets/retail  locations.  Free  Card  Offer:  Subject  to  credit  approval.  Additional 
restrictions  apply  Mail-in  Rebate:  Requires  purchase  by  5/13/07  and  activation  by  5/27/07  of 
new  line  on  Unlimited  Data  Plan  (S59.99)  and  two-year  agreement.  $36  activation  fee  and  $200 
early  termination  fee  apply.  Rebates  cannot  exceed  purchase  price.  Taxes  excluded  Line  must 
be  active  30  consecutive  days  Allow  8-12  weeks  for  rebate.  ©2007  Sprint  Nextel.  All  rights 
reserved.  Sprint,  the  "Going  Forward"logoandothertrademarksaretrademarksof  Sprint  Nextel 
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THE  INTERNET 


WHERE  IS 

MICROSOFT 

SEARCH? 

Its  stumbles  on  the  Web  could 
open  the  door  for  rivals  to 
come  after  its  core  business 

BY  JAY  GREENE 


TIME  HAS  ALWAYS  SEEMED 
to  be  Microsoft  Corp.'s 
ally.  In  the  company  lore, 
the  software  giant  takes 
three  cracks  at  a  market 
before  establishing  su- 
premacy. The  Windows 
operating  system  stumbled  for  years 
before  achieving  domination;  so  did 
Microsoft's  server  software. 

But  when  it  comes  to  developing  a  vi- 
able Internet  strategy,  Microsoft  may  be 
running  out  of  time.  It  has  long  trailed 
Web  leaders  Google  Inc.  and  Yahoo!  Inc., 
in  the  use  of  its  search  engine  and  in 
search-ad  sales.  Now  it's  losing  ground.  In 
February,  2005,  Microsoft's  MSN  Search 
accounted  for  nearly  14%  of  all  Web 
searches,  compared  with  a  46%  share 
for  search  leader  Google,  according  to 
research  firm  Nielsen//NetRatings.  Just 
two  years  later,  Microsoft's  rebranded 
Windows  Live  Search  has  a  9.6%  share, 
compared  with  Google's  nearly  56%.  That 
amounts  to  nearly  300  million  lost  search- 
es per  month.  The  sense  that  Microsoft 
is  slipping  was  reinforced  with  a  recent 
shuffling  of  top  executives. 

Microsoft's  search  problems  present  it 
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with  a  huge  quandary.  The  company's  rev- 
enue from  online  advertising  is  relatively 
small— just  $836  million  in  the  first  six 
months  of  the  fiscal  year  ending  in  June, 
vs.  $5.9  bilhon  in  sales  of  the  Windows 
PC  operating  system.  But  the  Web  is  in- 
creasingly the  place  where  computing  gets 
done.  Everything  from  e-mail  to  customer- 
relationship  management  applications  is 
moving  from  programs  on  a  PC  to  services 
on  the  Net.  Meanwhile  search  advertising 
is  exploding:  Piper  Jaffray  &  Co.  says  it 
should  hit  $44.5  billion  by  2011,  up  from 
$15.8  billion  in  2006. 

If  Microsoft  can't  keep  pace,  it  risks  see- 
ing its  Windows  and  Office  software  fran- 
chises erode  as  Google  and  others  launch 
Web-based  rivals.  "It  behooves  Microsoft 
to  be  there,"  says  Charles  Di  Bona,  an 
analyst  with  Sanford  C.  Bernstein  &  Co. 
"If  they  don't  get  there,  it  gives  others  a 
platform  from  which  to  attack  Microsoft's 
core  business." 

Just  as  troubling,  Microsoft's  search 
problem  reflects  its  approach  to  new 
markets  in  general.  It  spends  little  time 
focusing  on  tiny,  emerging  niches  that 
generate  little,  if  any,  sales.  But  those  are 
precisely  the  markets  that  can  quickly 
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blossom  on  the  Net  into  meaningful  busi- 
nesses. "Bill  [Gates]  and  Steve  [Ballmer] 
and  the  leadership  don't  understand 
the  value  of  small  things,"  says  Robert 
Scoble,  a  former  Microsoftie  whose  blog 
recentiy  took  the  company  to  task  for  its 
Web  missteps.  "That  cripples  their  entire 
Internet  strategy  from  the  start." 

Microsoft  has  already  squandered  much 
of  the  time  it  spent  developing  the  search 
business.  Until  February,  2005,  it  licensed 
search  technology  from  two  companies, 
Overture  and  Inktomi.  Then  it  launched  a 
homegrown  search  engine,  saying  at  the 
time  that  it  would  win  over  Web  searchers 
with  results  that  were  more  relevant  than 
Google's.  Last  fall,  Microsoft  Chief  Execu- 
tive Steven  A.  Ballmer  told  BusinessWeek 
editors  and  reporters:  "I  think  in  the  next 
three  years,  people  will  say,  'Hey,  these 
guys  are  really  a  major  player  in  online 
consumer  and  advertising.'" 

There  are  a  number  of  reasons  that 
hasn't  happened  yet.  First,  Google  has 
performed  near  flawlessly.  Early  on, 
Google  used  its  simple  Web  site  to  ce- 
ment the  impression  that  to  search  is 
to  "Google."  And  because  more  people 
search  there,  Google  has  more  data  with 
which  to  target  relevant  ads.  The  result: 
By  some  estimates,  Google  nets  at  least 
50%  higher  revenue  per  search  than 
No.  2  Yahoo  and  other  search  sites— al- 
lowing Google  to  keep  investing  more 
in  improvements.  For  instance,  on  Mar. 
21  it  revealed  a  new  program  to  give 
advertisers  the  opportunity  to  pay  only 
when  someone  responds  to  an  ad— by 
purchasing  a  product,  filling  out  a  form, 
or  some  other  action— rather  than  merely 
when  they  click  on  it.  That  may  be  more 
attractive  to  advertisers  who  want  con- 
crete results. 

Meanwhile,  Microsoft  has  managed 
to  confuse  searchers.  It  elbowed  into 
the  search  business  on  the  back  of  its 
MSN  franchise,  a  modestly  successful 
online  services  business  known  mostly 
for  its  dial-up  Internet  ^^^^^^^^ 
access  operation.  Then 
Microsoft  muddled  its 
message  in  November, 
2005,  when  it  launched 
the  "Live"  initiative  de- 
signed to  turbocharge 
Web  services,  including 
search,  with  programs 
running  on  PCs.  But 
Microsoft  continued  to 
use  the  MSN  prefix  on 
some  Web  sites,  such  as 
its  portal  and  shopping 
page,  while  using  Win- 
dows Live  for  its  e-mail 
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Microsoft  keeps  losing 
ground  to  search  rivals 
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OUTSIDE  HELP  and  search  services. 
Berkowitzwas  "You've  got  people 
hired  to  rev  up  who  ^w  Micro- 
Microsoft  s  soft  reall    weU  who 

Web  business         ,     ,.,      •      u  .T. 

^^^^^  don  t  know  what  Live 

means,"  says  Danny 
Sullivan,  editor-in-chief  of  searchengine- 
land.com,  which  covers  the  business. 

For  its  part,  Microsoft  says  Windows 
Live  services  are  those  users  can  personal- 
ize, while  MSN  ones  are  preprogrammed 
content.  Concedes  Microsoft  spokesman 
Adam  Sohn:  "We  could  have  been  a  little 
crisper."  Steve  Berkowitz,  who  was  hired 
last  May  to  rev  up  the  Web  business  as  se- 
nior vice-president  for  Microsoft's  Online 
Services  Group,  declined  to  comment. 

EXECUTIVE  SHUFFLE 

WITH  PRODUCT  challenges  comes  the  in- 
evitable Microsoft  executive  shuffle.  Blake 
Irving,  vice-president  of  the  Windows  Live 
Platform  group,  sent  out  an  e-mail  to  his 
colleagues  on  Mar.  5  announcing  plans  to 
leave  the  company  later  this  year  to  travel 
the  world.  Three  days  later,  Christopher 
Payne,  vice-president  of  Windows  Live 
Search,  who  spearheaded  search  devel- 
opment efforts,  announced  he  would  be 
leaving  to  launch  his  own  company. 

Then  on  Mar.  21,  Microsoft  created  a 
——————— m    job  at  the  same  level 

as  Berkowitz'  to  over- 
see the  search  and 
Web  ad  business.  The 
idea  is  to  increase  the 
urgency  of  search  by 
moving  it  up  in  the 
organizational  struc- 
ture. Satya  Nadella, 
a  vice-president  who 
just  six  months  ago 
took  over  the  compa- 
ny's small-business 
software  unit,  will  run 
the  combined  group, 
reporting   directly  to 
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Kevin  Johnson,  president  of  Microsoft 
platform  and  services  division. 

There's  plenty  of  pressure  to  make  th 
fix  stick.  Last  May,  Microsoft  launch* 
adCenter,  a  technology  that  takes  dem 
graphic  data  (gender,  age,  Zip  Code) 
Web  surfers  who  sign  up  for  various  MS 
and  Windows  Live  services  and  lays  it  ov 
their  search  queries.  That  lets  advertise 
tailor  ads  to  specific  types  of  custom 
ers  and  should  allow  Microsoft  to  char; 
more.  But  the  strategy  packs  a  punch  on 
if  Microsoft  boosts  its  share  of  search. 

Microsoft  could  still  do  that.  It  is  berth 
search  will  move  beyond  the  all-purpo 
Web  site  where  users  plug  in  a  query  f ' 
any  bit  of  information.  That's  not  a  bi 
idea;  many  analysts  believe  the  sear 
world  will  fragment  into  vertical  sites  th 
focus  on  niches.  The  eye-popping  succe 
of  YouTube  Inc.,  now  owned  by  Goog. 
is  one  example.  More  than  just  a  pla. 
to  show  off  your  creations,  YouTube  h 
become  a  place  to  search  for  videos.  Micr 
soft  announced  plans  in  February  to  b< 
Medstory  Inc.,  a  health-care  search  engi 
for  consumers.  And  on  Mar.  14  it  said 
would  buy  Tellme  Networks  Inc.  for  wh 
one  analyst  estimated  to  be  more  than 
billion.  Tellme  should  give  Microsoft  a  1 
up  in  the  emerging  market  for  voice-ac 
vated  search  over  a  mobile  phone. 

Microsoft  is  also  trying  to  nudge 
massive  customer  base  over  to  its  sear 
engine.  Oh  Mar.  13  it  struck  a  deal  wi 
PC  maker  Lenovo  Group  to  preload  m 
chines  with  the  Windows  Live  toolb 
which  leads  users  into  its  search  engii 
Microsoft  also  launched  a  "trial  pi 
gram"  where  it  offers  some  large  bu 
nesses  service  and  training  credits— frc 
$2  to  $10  per  computer— to  get  emplc 
ees  to  use  Windows  Live  Search. 

Sure,  that  amounts  to  buying  bu 
ness.  But  with  all  it  has  at  stake  in  sear< 
Microsoft  will  take  it  any  way  it  can.  I 

-With  Robert  D.  Hofin  San  Mateo,  Ca 
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THE  CAMRY  HYBRID. 
FOR  THE  NICHE  MARKET  CALLED  EARTH. 


Planet-pleasin".  People-pleasin'.  Pocketbook-pleasin'. 
Meet  the  2007  Camry  Hybrid.  Engineered  to  squeeze 
up  to  an  unheard-of  600  miles  from  a  single  tank 
of  gas'  -  practically  twice  the  mileage  of  a 
regular  mid-size  sedan  -  while  simultaneously 
cutting  smog-forming  emissions  to  almost 
non-existent  levels. 

It's  a  feat  that  some  claim  is  still  years  away. 
And  without  Toyota's  Hybrid  Synergy  Drive;  it  would  be. 
But  the  hybrid  system  is  real,  it's  here,  and  it's  available 
now  on  the  Camry. 

The  technology  combines  a  highly  efficient, 
gasoline-powered  engine  with  a  self-charging 
electric  motor.  These  two  powerplants  work 
side-by-side,  linked  by  a  tiny  computer  that 
continuously    monitors    road    and    driving 
conditions.  So  whether  you're  speeding  up, 
slowing    down    or    idling    at    a    stop- 
light, the  Camry  Hybrid  knows  the 
precise    mix    of    engine    and    motor 
to  generate  optimum  performance 


and  fuel  economy.  Which  means  you'll  use  less 
gas.  And  less  gas  equals  fewer  emissions  -  70% 
fewer  to  be  exact.2  Bottom  line,  the  best-selling 
car  in  America3  is  now  the  best  car  for  America. 
Now,  doing  your  part  for  the  world  of 
tomorrow  -  and  saving  money  in  the  process  - 
should  make  you  feel  pretty  good.  But  the 
Camry  Hybrid's  filled  with  features  designed  to 
make  you  feel  even  better.  Like  a  Plasmacluster™4  air 
ionizer  that  helps  reduce  airborne  germs  inside  the 
cabin.  Or  an  MP3-ready  audio  system  created 
to  enhance  your  mood,  derived  from  the 
latest  in  the  field  of  psychoacoustics.  And 
to  help  keep  your  mind  at  ease,  an  array  of 
standard  safety  features  -  including  seven 
interior  airbags  (even  one  for  the  driver's 
knees).5  For  more  information  on  the  car 
that's  as  good  for  you  as  it  is  the    .7 


THE  2007  CAMR1 


®  TOYOTA 

moving  forward 


•0  environment,  visit  toyota.com. 


The  2007  Camry  Hybrid. 


jwmnrap* 

When  a  car  becomes  more.    2007  cm  of  the  year- 


Based  on  R.  i.  Polk  i  '. 
!  passenger,  front  seat-mounted  side  airbao 


-:PAestiroated  39  mpg  combined  and  a  lull  17.2gallon  fuel  tank.  Actual  mileage  may  vary  Compared  to  the 
.  ior  CYE  2005  'Plasmacluster"  is  a  trademark  of  Sharp  Electronics,  Inc.  'for  more  information  on  Toyota's 
jgs.  please  visit  toyota.com. 
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THE  PRESIDENTIAL  RACE 

ROMANCING 
THE  STREET 

Election  season  is  now  in  full  swing,  based 
on  Beltway  traffic  to  investment  banks 


BY  DAVID  HENRY 
AND  EAMON  JAVERS 

THE  MANHATTAN  HEAD- 
quarters  of  investment 
bank  Evercore  Partners 
Inc.  isn't  a  place  you'd  ex- 
pect to  find  people  debat- 
ing campaign  strategies. 
But  the  firm  hosted  an  his- 
toric gathering  a  few  weeks  back:  the  first 
meeting  of  Senator  Hillary  Clinton's  (D- 
N.Y.)  economic  advisers,  led  by  former 
Deputy  Treasury  Secretary  and  current 
Evercore  Chairman  Roger  C.  Altman. 
Also  there:  Steven  Rattner,  a  partner  at 
investment  firm  Quadrangle  Group;  Blair 
W.  Effron  of  investment  adviser  Center- 
view  Partners;  and  Stanley  Schuman  of 
investment  bank  Allen  &  Co. 

The  team  is  just  beginning  to  refine 
Clinton's  positions  on  the  key  issues 
facing  Wall  Street.  Even  though  Clin- 
ton telegraphed  her  interest  in  running 
for  President  years  ago,  the  early  start 
to  the  2008  campaign  season  caught 


the  group  off  guard.  "I  don't  think  we 
were  prepared  to  be  starting  this  early," 
says  a  source  familiar  with  the  meeting. 

It's  a  sentiment  shared  by  most  of  the 
power  brokers  advising  big  Presidential 
candidates.  Says  Cesar  Conda,  an  eco- 
nomic adviser  to  former  Massachusetts 
Governor  Mitt  Romney  and  a  partner 
at  lobbying  firm  DC  Navigators:  "We 
could  have  a  nominee  by  Feb.  5  of  next 
year,  which  means  we  have  to  accelerate 
the  development  of  our  policy  positions 
much  faster  than  a  lot  of  us  are  used  to." 

Sure  Iowa,  New  Hampshire,  and  Cali- 
fornia are  important.  But  another  crucial 
contest  in  the  most  wide-open  election 
season  since  1928  is  taking  place  right  now 
on  Wall  Street.  A  mating  ritual  is  under 
way  that  will  determine  who  raises  enough 
money  to  get  his  or  her  party's  nomina- 
tion—and which  Wall  Street  backers  have 
the  most-influence  on  policies  affecting  the 
economy,  regulation,  and  global 
markets.  Bear  Stearns  Cos.  al- 
ready has  invited  seven  major 


BARACK  OBAMA 

JBflf  The  newcomer 

*^i    has  attracted 
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JOHN  EDWARDS 

JM^  The  former  trial 
'^t    lawyer  hasn't 
built  a  following  of 
Wall  Street  heavies, 
but  he  could  stir 
some  interest  with 
a  proposal  to  fight 
poverty  with  "work 
bonds"  deposited  into 
savings  accounts 
of  low-income 
workers. 


candidates  to  its  Midtown  Manhatt;3!:: 
headquarters  for  presentations  and  Q&  aei 
with  more  than  400  managing  directw  ais, 
over  the  next  several  weeks.  It  set  up  tl  lie 
tour  after  being  swarmed  by  election  fur.]  ij  sis 
raisers.  (This  way,  Bear  makes  friends  w  it> 
everyone.)  Wall  Streeters,  says  Mary  Ma  i  ?-  R 
lin,  veteran  GOP  strategist  and  adviser  fj  inane 
Vice-President  Dick  Cheney,  "never  ard  rinv 
weighing  in."  Her  advice:  Speak  up  louai  med 
now  for  the  greatest  impact. 

i  date 

'MAKE  THE  PIE  BIGGER' 

AS  THE  LISTENING  tours  crank  up,  t  l-Anz 
candidates  are  hearing  what  financidl  Iwo 
care  most  about:  global  trade,  fede<  a tli 
spending,  and  regulation  of  financd  fert 
markets.  Executives  also  want  reassti  fpor 
ance  that  candidates  can  make  sm.i)  |saj 
decisions  in  times  of  uncertainty,  a  tr«  m 
bankers  and  traders  prize  in  themselvk|  atbei 
With  the  horse-trading  between  Wi  id  s 
Street  and  the  candidates  in  full  swiii  fen 
some  key  issues  are  moving  to  1|  Binoi 
foreground.  Perhaps  the  most  impoi  iFeb. 
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£  ant:  free  trade.  Global  markets  have  be- 
;t  ,ome  far  more  prominent  in  the  past  few 
I  -ears,  and  financial  types  tend  to  believe 
;  hat  fewer  impediments  mean  higher  liv- 
i  ng  standards  for  everyone.  "Wall  Street 
i  ivants  a  barrier-free  global  marketplace," 
!i  lays  Robert  S.  Nichols,  president  of  the 
e  financial  Services  Forum,  a  trade  group 
it  :6r  investment  banks.  "[It]  is  very  con- 
i  erned  about  protectionism." 

Ray  Dalio,  founder  of  Bridgewater  As- 
ociates  (which  manages  $170  billion) 
md  a  backer  of  Senator  John  McCain 
;.l  lR-Ariz.),  says  he  wants  a  President  who 
a  trill  work  first  "to  make  the  pie  bigger  and 
di  ben  think  about  how  to  divide  the  pie." 
imftobert  Wolf,  CEO  of  UBS  Americas  and  a 
upporter  of  Senator  Barack  Obama  (D- 
;illl.),  says  his  candidate  understands  corn- 
in  nerce  and  is  promoting  trade  agreements 
ji  hat  benefit  the  U.S.  "both  as  a  consumer 
fl  md  a  provider  of  goods  and  services." 
Llinton  was  clearly  fine-tuning  her  trade 
josition  in  a  lament  on  the  Senate  floor 
ap  m  Feb.  28  about  U.S.  government  debt 


j* 


MITT  ROMNEY 

£m  A  founder  of 
"*  Bain  Capital,  the 
former  Massachusetts 
governor  speaks  Wall 
Street's  language.  For 
economic  policy  advice, 
he's  signed  on  big-name 
economics  professors 
R.  Glenn  Hubbard 
andN. 
Gregory 
Mankiw. 


held  by  China  and  Japan.  "How," 
she  asked  rhetorically,  "can  we 
negotiate  fair,  pro -American 
trade  agreements... when  we  sit 
across  the  negotiating  table  not 
only  from  our  competitor  but  our 
banker  as  well?" 

Beyond  simple  tariffs  issues, 
bankers  are  also  pushing  for  more 
uniformity  in  trading  and  ac- 
counting regulations.  And  they're 
worried  about  regulations  that 
many  believe  threaten  the  com- 
petitiveness of  U.S.  financial  mar- 
kets. New  York  Stock  Exchange 
CEO  John  A.  Thain,  a  national 
co-chair  of  finance  for  the  McCain 
campaign,  was  one  of  the  first  to 
complain  to  Washington  that  many  of  the 
Sarbanes-Oxley  Act  requirements  on  pub- 
licly traded  companies  hurt  Wall  Street 
and  helped  foreign  markets.  And  Romney, 
a  founder  of  the  private  investment  firm 
Bain  Capital,  says  SarbOx  is  "driving 
away  IPOs,  depressing  jobs,  and  requiring 
billions  of  unnecessary  cost." 

Another  contentious 
issue  is  hedge  fund 
regulation.  The  Street 
wants  Congress,  which 
has  been  holding  hear- 
ings on  the  secretive  investment  pools, 
to  avoid  the  temptation  of  imposing 
heavy  burdens  that  could  prompt  funds 
to  move  overseas.  Some  candidates  have 
weighed  in  already.  Obama  co-sponsored 
a  bill  earlier  this  year  that  would  increase 
reporting  requirements  for  hedge  funds. 
But  he  hasn't  called  for  full-out  Securities 
&  Exchange  Commission  regulation. 

The  2008  campaign  should  see  plenty 
of  bipartisan  unity  on  the  issue  of  fiscal 
responsibility.  The  federal  budget  deficit 

JOHN  McCAIN 

At  His  practical  insight 
1W"  has  attracted  some 
of  Wall  Street's  biggest 
heavyweights,  including 
buyout  king  Henry 
Kravis,  New  York  Stock 
Exchange  CEO  John 
Thain,  and  Ray  Dalio 
founder  of 
Bridgewater 
Associates. 


campaign  ;;* 

WATCH  +  +  + 


hit  $248  billion  last  year,  nearly  a  half- 
trillion-dollar  swing  from  the  $236  bil- 
lion surplus  of  2000,  according  to  the 
Congressional  Budget  Office.  Wall  Street 
wants  an  end  to  the  deficits,  and  by  and 
large  the  candidates  are  promising  just 
that.  Romney  recently  vowed  that,  if 
elected,  he  would  cap  nondefense  discre- 
tionary spending  at  inflation  minus  1%. 

Like  most  voters,  Wall  Streeters  are 
also  trying  to  size  up  candidates'  per- 
sonal qualities.  At  a  meeting  on  Feb.  3 
in  Manhattan,  bankers  grilled  Obama 
about  how  he  makes  decisions.  Present 
were  Eric  Mindich  of  Eton  Park  Capi- 
tal, Frank  Brosens  of  Taconic  Capital 
Advisors,  Michael  Froman  of  Citigroup 
Alternative  Investments,  and  James 
S.  Rubin  of  jPMorgan  Chase's  private 
equity  fund,  among  others.  Obama  said 
a  President  must  be  able  to  make  im- 
portant decisions  with  little  informa- 
tion. He  cited  his  2002  position  against 
the  Iraq  invasion,  which  he  arrived  at 
without  seeing  the  intelligence  reports. 
That  message  "appealed  to  them  be- 
cause it  was  similar  to 
the  decisions  that  they 
make  every  day  about 
risk,  returns,  and 
probability  of  various 
outcomes,"  says  Froman,  a  law  school 
classmate  of  Obama. 

Similarly,  Dalio,  the  Bridgewater  chief 
who  trades  currencies,  debt,  and  stocks 
around  the  world,  likes  the  way  McCain 
arrives  at  his  positions.  It's  different 
from  relying  on  academic  knowledge  or 
creative  brilliance,  says  Dalio.  "It  is  the 
ability  to  intelligently  analyze  and  make 
decisions  from  a  practical  perspective.... 
A  successful  President  must  have  a  lot  of 
practical  intelligence."  ■ 
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SCANDALS 


PHILANTHROPY, 
FANNIE  MAE  STYLE 

The  mortgage  giant5 s  generosity 
frequently  came  with  strings  attached 


BY  DAWN  KOPECKI 

THERE  WAS  NOTHING  RE- 
markable  about  the  an- 
nouncement on  Feb.  23 
that  Fannie  Mae  was  shut- 
ting down  its  foundation 
at  the  end  of  April.  As  part 
of  a  broader  alignment  of 
resources,  CEO  Daniel  Mudd  said,  Fan- 
nie would  move  all  philanthropic  work 
in-house  to  "better  serve  our  mission." 
But  the  mortgage  giant  might  have  had 
another  reason  for  closing  the  nation's 
largest  nonprofit  focused  on  low-income 
housing:  increased  scrutiny  by  lawmakers 
and  regulators. 

BusinessWeek  has  learned  that  the  Inter- 
nal Revenue  Service  is  looking  into  Fannie's 
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charitable  work  and  related  tax  deductions 
over  the  years.  According  to  former  execu- 
tives at  Fannie  and  documents  reviewed  by 
BusinessWeek,  the  IRS  is  trying  to  determine 
whether  the  company  used  the  founda- 
tion and  other  charities  to 
curry  favor  with  members  of 
Congress  and  whether  it  im- 
properly wrote  off  those  costs. 
Last  year  the  Senate  Finance 
Committee  started  investi- 
gating alleged  abuses  of  the 
foundation's  tax-exempt  sta- 
tus and  accusations  that  the 
nonprofit  was,  in  effect,  an- 
other lobbying  and  marketing 
arm  for  Fannie.  "The  founda- 
tion's closing  doesn't  answer 


The  IRS  is 
examining 
Fannie's 
charity- 
related  tax 
deductions 


questions  about  potenti; 
inappropriate  politic; 
activity  in  the  past,  an 
it  could  raise  questior 
about  future  transpa 
ency  from  Fannie  Mae  ft 
its  charitable  activities, 
says  Iowa  Senator  Chuc 
Grassley,  the  top  Republ 
can  on  the  Senate  Financ 
Committee.  The  IRS  an 
the  foundation  decline 
to  comment 

Created  in  1979,  tr 
Fannie  Mae  Found;  SI 
tion  has  given  out  moj  II 
than  $1  billion.  In  20C  II 
it  awarded  $34-5  mill 
lion  in  grants  to  3C 
nonprofit  groups,  mon< 
welcomed  by  small  chai 
ties  that  often  operate  c 
a  shoestring.  "They'-' 
been  critical[ly  impo 
tant],"  says  Bart  Harve 
chairman  and  CEO  oft! 
nonprofit  housing  deve 
oper  Enterprise  Comm 
nity  Partners,  which  h; 
received  more  than  ij{ 
million  from  the  foundation  since  2000. 

Yet  that  generosity  came  with  strinji! 
attached,  say  some  former  Fannie  exe 
utives,  grant  recipients,  and  nonpro 
advocates.  In  applications  for  fundim 
nonprofits  were  asked  to  list  their  p 
litical  contacts  in  a  section  labeled  "fra. 
chise  value."  Those  so-called  affini 
contacts— a  former  congressional  aic 
a  lawmaker's  barber,  a  senator's  pastor 
helped  populate  a  database  at  Fanr 
that  at  one  point  had  roughly  4,000  pe 
pie  with  a  direct  connection  to  a  memb 
of  Congress.  "They  were  using  charitat 
grants  to  strengthen,  advance,  and  car 
out  the  political  and  lobbying  agenda 
says  Fred  Wertheimer,  president  and  CI 
of  campaign  finance  watchdog  Demc 
racy  21.  "It  was  the  political  equivalent 
a  quid  pro  quo."  Says  Bruce  Marks,  CI 
of  the  Neighborhood  Assistance  Coi 
of  America,  a  low-incor 
housing  advocate:  "Ma 
institutions  rely  on  Fanr 
Mae  and  understand  the 
funds  are  contingent  i 
public  support  for  its  pc 
cies.  Fannie  Mae  has  intii 
idated  virtually  all  of  the 
into  remaining  silent." 

The  foundation  appes 
to  have  walked  a  fine  li 
in  its  dealings  with  poli 
cians.  It  regularly  host 


y 


When  the  Romans  constructed  their  mighty  aqueducts  to  bring 
water  into  towns  and  cities  nearly  two  thousand  years  ago,  they 
changed  the  everyday  lives  of  the  inhabitants  out  of  all  recognition. 
The  world's  leading  mobile  operator  NTT  DoCoMo  is  also  working 
to  build  a  new  "Lifestyle  Infrastructure"  for  the  information  age:  an 
infrastructure  that  will  have  an  equally  dramatic  impact  on  our  lives, 
making  them  richer,  safer,  and  more  convenient. 

It  was  two  years  ago  that  NTT  DoCoMo  first  reconceived  the  mobile  phone 
as  a  "Lifestyle  Infrastructure"  tool.  Now  over  18  million  users*  have  handsets 
that  can  act  not  just  as  communication  devices,  but  also  as  "e-wallets" 
that  incorporate  e-money,  credit  card,  even  airline  and  train  ticket  functions. 

In  NTT  DoCoMo's  vision,  mobile  phones  with  integrated  "e-wallet" 
functions  wilt  soon  be  playing  as  essential  a  role  in  our  everyday 
lives  as  aqueducts  did  for  people  in  the  Roman  world.  It's  a  bold  claim, 
but,  as  history  shows,  today's  radical  breakthrough  often  becomes  a 
familiar  part  of  tomorrow's  landscape. 

*  as  of  December  2006 


NTT 

Do  C&\  Mo 


www.nttdocomo.com 

Visit  us  at  CTIA  WIRELESS  2007.  Booth  3241. 
®2007  NTT  DoCoMo.  Inc  All  rights  reserved. 


tmmmamuitmmBaamimHa  er' 


News   Insights 


regional  housing  fairs  and  paid  for  politi- 
cos  to  attend  a  three-week  management 
program  at  Harvard  University's  John  F. 
Kennedy  School  of  Government.  It  has 
also  spent  millions  supporting  politically 
aligned  groups  such  as  the  Congressional 
Black  Caucus  Foundation,  Congressional 
Hispanic  Caucus  Institute,  Metropolitan 
Mayors  Caucus,  and  National  Confer- 
ence of  State  Legislatures.  The  Fannie 
Mae  Foundation  has,  according  to  tax 
filings,  donated  at  least  $600,000  to  the 
Congressional  Black  Caucus  Foundation 
since  1989,  money  used  in  part  to  spon- 
sor events  like  the  CBCF's  golf  and  tennis 
tournament.  "They've  been  an  important 
player,"  says  Representative  Mel  Watt 
(D-N.C),  the  past  chairman  of  the  Con- 
gressional Black  Caucus  and  a  current 
member  of  the  CBCF.  "[We]  have  worked 
closely  with  Fannie  Mae  or  the  founda- 
tion periodically  to  do  things,  sponsor 
housing  fairs,  [and]  press  Fannie  Mae  to 
provide  support  for  housing  initiatives  in 
[members']  districts." 

SWITCHING  HATS 

THE  CONCERN  IS  whether  such  efforts 
were  made  to  bolster  Fannie's  business 
more  than  to  advance  philanthropic  goals. 
Critics  say  the  foundation  helped  to  rein- 
force ties  with  various  congressional  groups 
forged  by  Fannie's  in-house  lobbyists.  At 
times  the  two  seemed  indistinguishable: 
They  often  sponsored  events  in  tandem. 
Both  were  big  donors  to  the  CBCF's  annual 
awards  gala  in  2003  and  a  similar  black-tie 
event  for  the  Congressional  Hispanic  Cau- 
cus Institute  in  2002.  In  1998,  then-CEO 
Jim  Johnson  hosted  the  opening  ceremony 
of  a  lobbying  and  public  relations  office  in 
Oklahoma,  an  event  attended  by  former 
Oklahoma  Governor  Frank  Keating  and 
then-Senator  Don  Nickles  (R-Okla.).  But 
wearing  his  other  hat  as  the  foundation's 
chairman,  Johnson  also  took  the  opportu- 
nity to  announce  $125,000  worth  of  grants 
to  local  charities. 

It  appears  as  though  the  investments 
have  paid  off.  When  Fannie's  regulator, 
the  Office  of  Federal  Housing  Enterprise 
Oversight,  in  2004  accused 
the  company  of  manipulat- 
ing its  earnings  figures,  CBC 
member  William  Lacy  Clay 
(D-Mo.)  declared  the  attack 
on  then-CEO  Franklin  D. 
Raines,  who  is  black,  a  "po- 
litical lynching."  Clay,  one  of 
many  CBC  affiliates  to  come 
to  Fannie's  defense  at  the 
time,  declined  to  comment. 
Fannie  also  called  on  allies  to 
oppose  a  legislative  push  in 


Fannie's  Other 
Lobbying  Arm 

The  company's  foundation  is  feeling  the 
heat  from  investigations  into  alleged  abuses 
of  its  nonprofit  status.  Here's  how  it  may 
have  blurred  the  line  between  philanthropy 
and  lobbying. 

SPONSORED  black-tie  galas,  golf  tournaments,  and 
educational  programs  for  politically  aligned  charities 

REQUIRED  organizations  that  applied  for  funding  to 
divulge  their  political  contacts 

PUT  PRESSURE  ON  grant  recipients  to  publicly 
support  Fannie 

FOOTED  THE  BILL  for  the  bulk  of  Fannie's  estimated  $50 
million  annual  ad  campaign  during  much  of  the  1990s 


It  may  have 
walked  a 
fine  line  in 
its  dealings 
with 
politicians 


2002  to  end  Fannie's  longtime  exemption 
from  registering  its  stock  and  debt  with  the 
Securities  &  Exchange  Commission.  Its 
lobbyists  helped  draft  statements  issued 
by  then-CBC  Chairwoman  Eddie  Bernice 
Johnson  (D-Tex.),  Congres- 
sional Hispanic  Caucus 
member  Silvestre  Reyes  (D- 
Tex.),  and  former  Represen- 
tative Robert  Ney  (R-Ohio), 
Fannie  and  the  politicians 
each  admitted  after  the  fact. 
A  spokeswoman  for  Johnson 
stands  by  the  2002  com- 
ments: The  congresswoman 
works  with  many  groups,  but 
"we  are  careful  to  make  sure 
her  words  appear  in  print." 


A  spokeswoman  for  Reye 
said  he  works  with  a  lo 
of  organizations.  Ney  is  L 
jail  on  an  unrelated  matte 
and  could  not  be  reached  fo 
comment. 

The  Fannie  Founda 
tion  in  some  cases  playei 
an  overt  marketing  rok 
During  much  of  the  1990 
it  covered  the  bulk  c 
Fannie's  estimated  $5" 
million  annual  advertis 
ing  budget.  That  was  pos 
sible  because  the  foun 
dation  received  a  serie 
of  IRS  exemptions  fror 
the  usual  restrictions  o 
nonprofit  ad  campaign 
that  promote  the  corpc 
rate  parent.  Most  of  tfr 
ads  highlighted  how  Far 
nie  made  homeownershi 
possible.  But  after  T 
spots,  featuring  a  minoi 
ity  couple  worried  that 
Senate  bill  would  prever 
them  from  getting  a  mor 
gage,  ran  the  week  befoi 
votes  were  scheduled  o 
the  legislation,  lawmal 
ers  accused  Fannie  a; 
the  foundation  of  coord 
nating  the  marketing  i 
an  effort  to  derail  the  bil 
Although  Fannie  said 
paid  for  those  ads,  the* 
were  eventually  pullec 
since  then,  Fannie  an 
the  foundation  have  di: 
continued  almost  all  n; 
tional  TV  advertising. 

For  years,  Fannie's  sp<j 
rial  status  as  a  governmen 
sponsored  entity  made 
seem  untouchable.  Th  I 
perception  changed  three  years  ago  ; 
allegations  of  accounting  irregularitie 
aggressive  lobbying,  and  managemei 
missteps  surfaced.  In  2005  the  compai 
laid  off  20  lobbyists  and  publicists  after 
probe  by  the  Housing  &  Urban  Develo] 
ment  Dept.  found  that  it  had  impro; 
erly  used  staff  "to  obtain  access  to  i 
influence  members  of  Congress."  In  M* 
2006,  it  settled  its  accounting  issues  wi 
the  SEC  for  $400  million.  On  Mar.  9 
this  year  the  House  introduced  a  new  b 
to  overhaul  the  rules  that  govern  Fanni 
Now,  as  the  company  fights  to  rebuild  i 
damaged  reputation,  the  foundation  m; 
have  become  another  headache  Fann 
just  didn't  need.  ■ 

-With  Adrian  Reeves  in  Washingtt 
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j  New  technology  can  optimize  your  office  performance 
i  And  your  outlook  in  the  office,  too. 


SMAKTBUY-  S250 
INSTANT  SAVNGS 


HP  Compaq  Business  Notebook  nc6400 

-  lntel*J  Centrino^  Duo  Mobile  Technology 
-Intel18  Core""  2  Duo  Processor T5600  (1 ,83GHz) 
-Intel"'  PRO/Wireless  3945  Network  Connection  (802.1 1  a/b/g) 
Memory:  1GB 
DVD±RW  drive 

14"  WXGA  active-matrix  display 
Windows*  XP  Professional 


S13QQ   NOTEBOOK 
I  J-/-/   CDW  1048187 

"200   TRADE-IN 

$1199" 


IS! 

HP  3-in-1  NAS  Docking  Station 

•  Features  a  convenient,  easy-to-use  data  backup  and  recovery 
solution  and  an  easy-to-manage  file-sharing  solution  that  makes 
information  accessible  from  almost  anywhere 

•  Integrated  160GB  SATA  hard  drive 

•  Six  USB  ports  as  well  as  MultiBay  II  and  ExpressCard  slots 


$349 


,Ve're  There  With  The  Technology  Solutions  You  Meed. 

Vrth  the  benefits  of  today's  improved  technology,  there's  never  been  a  better  time  to  upgrade  your  systems.  At  CDW,  we're 
iere  with  a  dedicated  personal  account  manager  who  has  all  thenotebook  knowledge  you  need  to  help  you  become  more 
fficient  in  the  office.  And  with  best-of-breed  products  from  the  top  names  in  the  industry,  you  not  only  get  what  you  need, 
ou  get  it  whenever  you  need  it.  So  call  CDW  today  and  get  the  technology  you  need  to  make  the  most  of  your  day. 


;>ble  processors  include  Intel  Pentium  II,  III 
'  vary  from  S 1 00  to  SS00;  all  products  must «  , 
07   HP  Smart  Buy  instant  savings  reflected  in  price : 
■-  'si  an  identically  configured  product  if  purchased  separately;  sav 
>  Intel,  Intel  Logo,  Intel  Core,  Intel  Inside  and  Intel  Inside  '«" 
es  and  other  countries  Offer  subject  to  CDW's  standards 


tirnates  only;  actual  trade  in  values 
ill  your  CDW  account  manager  for  details;  offer  ends 
sus  the  standard  list 
let  and/c*  direct  standard  prrcing.  Centrino,  Centrino  Logo,  Core 
TaoYmarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United 
•at  CDW.com  "  7007  CDW  '  •  rporation 


The  Right  Technology.  Right  Away. 

CDW.com  •  800.399.4CDW 
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TWITTER:  ALL  TRIVIA, 
ALL  THE  TIME 

The  service's  followers  love  its  quotidian 
tidbits.  Others  cry:  Enough  already! 


BY  HEATHER  GREEN 

IF  YOU   HAVEN'T  TAKEN  A 
stance  on  the  raging  Twitter 
debate,  don't  feel  bad.  The 
free,   fledgling  Web   ser- 
vice counts  only  around 
80,000  subscribers.  And 
while  Twitter  has  been 
around  for  a  year,  things  didn't 
start    heating    up    until    early 
March.  Since  then,  bloggers  have 
debated  whether  Twitter  repre- 
sents a  leap  forward  in  online 
communication— or  the  faint,  first 
chirps  of  an  attention  apocalypse. 

Twitter  is  a  twist  on  instant  mes- 
saging. It  lets  subscribers  send  short 
updates  about  their  every  move  and 
thought  to  the  cell  phones  and  personal- 
ized Web  sites  of  groups  of  folks,  rather 
than  just  to  individuals.  When  it  was 
launched  a  year  ago  by  Obvious  Corp.,  a 
startup  formed  by  blogging  technology 
pioneer  Evan  Williams,  the  idea  was  to 
offer  a  simple  service  people  could  use 
to  send  text  message  updates  to  the  cell 
phones  of  their  friends.  Late  last  year, 
the  service  was  tweaked  to  let  users  get 
and  send  updates  without  first  entering 
their  phone  number.  And  they  could  send 
them  from  instant  messaging  services 
and  a  personalized  Twitter  site.  That's 
when  bloggers  started  buzzing.  Even 
digi-sawy  Presidential  candidate  John 
Edwards  signed  up,  sending  out  updates 
such  as  "Washington  D.C.  today.  About 
to  make  remarks  at  the  Inr'l  Assoc,  of 
Firefighters." 

Twitter  really  caught  fire,  though,  at 
the  South  by  Southwest  music  and  digital 
conference,  held  Mar.  9-18  in  Austin,  Tex. 
Obvious  cleverly  prepared  the  ground, 
setting  up  two  51-inch  plasma  screens 
next  to  the  conference  registration  desk 
and  in  a  hallway  where  panels  let  out. 
As  the  techie  crowd  milled  around,  they 


"It's  creepy  to 
me.  Why  does 
someone  need  to 
know  I  am  putting 
on  my  socks?" 

-Dave  Cote,  marketing 
consultant  and  blogger 

began  paying  attention  to  the  scrolling 
updates  from  bloggers  about  hot  parties, 
panels,  and  restaurants.  "You  would  go 
into  a  panel  room  and  20%  of  the  people 
would  be  staring  at  their  phones,  sending 
out  or  getting  updates,"  says  Narendra 
Rocherolle,  an  early  Twitter  user. 

Twitter  taps  into  a  basic  need  of  many 
Web  users:  to  suck  up  every  last  crumb 
of  personalized  information,  instantly. 
Steve  Rubel,  a  public-relations  exec  who 
can't  seem  to  stop  blogging  about  Twitter 
despite  protests  from  some  of  his  readers, 
points  to  how  Twitter  was  his  first  source 


of  news  for  I.  Lewis  "Scooter"  Libbyl 
conviction.  Other  Twitter  fans  boast  th; 
they  beat  the  U.S.  Geological  Survey  i 
relaying  news  about  a  recent  modera 
quake  in  San  Francisco.  For  some,  Twi 
ter  reflects  the  increasing  power  of  won 
of-mouth  networks  to  change  how  nev 
is  made  and  denned  and  how  marketir  I 
is  distributed. 

But  in  pointing  to  a  world  where  til 
noise  of  the  social  crowd  is  amped  i 
exponentially,  Twitter  forces  into  the  op«  I 
a  basic  schism— between  those  who  wai  I 
to  know  what  everyone  is  doing  all  til 
time  and  those  who  are  revolted  at  til 
idea  of  giving  up  that  information  or  caj 
ing  about  anyone  else's.  "We're  hittiil 
a  world  where  we're  constantly  coi 
nected,"  says  Dave  Cote,  a  marketir  J 
consultant  who  wrote  a  blog  po 
4       entitled  Twitter  is  for  Twits.  "Iiil 
creepy  to  me.  Why  does  someot  I 
need  to  know  I  am  putting  on  n  | 
socks?"  he  asks. 

In  a  recent  blog  post,  Rj 
Twitter  (2007-2007),  Matliif 
Balez,    a    Web    entreprenei 
knocked  the  mundane  natuj 
of  Twitter  posts  ("Going  to  til 
gym,"  "Groceries  with  mothej 
in-law")  and  the  voyeurism 
readers.  Twitter  will  be  history  1 
the  yearend,  abandoned  by  form] 
fans  too  tired  to  keep  up  with  en] 
less  streams  of  quotidian  tidbits, 
predicted.  Balez's  blog  was  soon  flood'  I 
with  comments,  pro  and  con.   "Ye;J 
sure,"   one  Twitter  supporter  replkj 
"Twitter  will  die.  Just  as  text  messagt| 
mobile  phones,  blogs,  the  Internet...' 

Of  course,  there's  another  possibilii  I 
that  Twitter  will  begin  to  provide  servic  J 
that  have  more  obvious  value.  In  diffcl 
ent  contexts,  say  among  friends  or  cd 
leagues,  knowing  that  someone  is  sick  f 
at  lunch  explains  why  they  aren't  retur  I 
ing  your  call  or  why  they're  so  cran][ 
argues  Ross  Mayfield,  chief  executive 
corporate  wiki  outfit  Socialtext  Inc. 

For  that  to  happen,  the  information  | 
or  time  required  to  enter  it— can't 
overwhelming.  And  Twitter  must  refil 
its  filters.  Right  now  it's  possible  to  dirt 
updates  to  one  person,  but  imagine  if  y 
could  selectively  reach  certain  groups 
colleagues  and  filter  recipients  accoi 
ing  to  subjects,  like  restaurants.  Alrea  f 
Twitter  tools  are  popping  up,  such 
maps  that  show  where  people  are  twitt  | 
ing  and  a  Twitter  search  engine. 

Twitter  may  or  may  not  survive  1| 
year.  But  the  idea  behind  it  could 
on— and  result  in  the  sort  of  message  y  | 
truly  do  want  to  hear.  ■ 
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lirhe  health  care  system  isn't  healthy.  There's  no  denying  it. 

tern  that  was  designed  to  make  you  feel  better  often  just  makes 
!  hmgs  worse.  Costs  are  out  of  control,  access  is  inconsistent,  quality  is 
|loo  variable  and  the  entire  process  has  become  unwieldy. 

! 

Sinvery  day,  more  Americans  are  added  to  the  rolls  of  the  uninsured. 
!  his  is  an  epidemic  and  it's  time  we  found  a  cure. 

1st  UnitedHealthcare,"  we  are  committed  to  improving  the  health  care 
i .  stem.  We  aim  to  take  what's  wrong  and  make  it  right. 

1 1       Simplifying  everything  and  eliminating  red  tape. 

I     >  Ensuring  access  to  the  right  care  anywhere  in  the  U.S. 

|i    >  Empowering  you  to  make  better  decisions  about  your  health  24/7. 

I'     >  Providing  information  to  doctors  to  better  support  people. 

Rewarding  first-rate  physicians  for  first-rate  medicine. 

Hiil  while  making  your  health  care  more  affordable, 

IVill  all  this  be  simple?  No.  Simple  doesn't  mean  simple-minded. 
Sometimes  simple  means  ingenious.  Sometimes  it  means  revolutionary. 
id  no  one  is  better  prepared  to  lead  this  revolution  with  you  than  the 
|  rongest,  most  committed  health  care  company  in  the  nation.  Simpler 
irocess,  smarter  solutions,  better  results  for  you. 
1  nitedHealthcare  Healing  health  care.  Together. 


c  2007  United  Heal 
services  provided  I 


eallhCare  Insurance  Company  or  its  affiliates.  Administrative  I  ,0In/t0nether 

•.  Inc..  United  HealthCare  Semces.  LLC  or  their  affiliate.     uhc.com/togetner 
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COMPUTERS 


GRUDGE  MATCH 
IN  CHINA 

HP  and  Dell  are  exporting  their  rivalry 
-and  starting  to  challenge  Lenovo 


BY  BRUCE  EINHORN 

USED  TO  BE,  PLACES 
such  as  Shanghai's  At- 
lantic Ocean  electronics 
mall  didn't  offer  much 
variety.  Stores  stocked 
computers  from  a  hand- 
ful of  local  companies 
or  no-name  boxes  snapped  together  by 
technicians,  and  foreign  brands  were 
tough  to  find.  But  these  days  the  for- 
eigners are  making  inroads,  and  none 
more  aggressively  than  Hewlett-Pack- 
ard Co.  Enter  the  four-story  mall  and 
you  immediately  see  a  Hewlett-Packard 
shop  festooned  with  bright  red-and- 
yellow  paper  Chinese  lanterns,  one  of 
three  outlets  the  company  has  on  the 
first  floor  alone. 

Shopping  centers  like  this  one  are 
becoming  a  key  battleground  in  the 
global  PC  war.  While  native  son  Lenovo 
Group  still  dominates  the  market  with 
a  36%  share,  HP  and  Dell  Inc.  are  gain- 
ing ground.  HP  moved  into  the  No.  3 
position  in  the  fourth  quarter  of  2006. 
Today  it  has  more  than  9%  of  the  mar- 
ket and  is  within  striking  distance  of 
No.  2,  Beijing's  Founder  Technology 
Group  Corp.,  which  has  13%.  Dell  is 
No.  4,  with  just  under  9%,  up  from  7% 
at  the  end  of  2003.  "Everybody  wants  a 
piece  of  China,"  says  Stephen  J.  Felice, 
Dell's  chief  in  the  region. 

If  s  easy  to  see  why  the  Americans  are 
taking  their  stateside  rivalry  to  China.  In 
2006,  PC  sales  in  the  U.S.  advanced  just 
2.6%,  according  to  market  tracker  Inter- 
national Data  Corp.  But  in  China  they 
jumped  21%,  to  23  million.  At  this  rate, 
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China  will  overtake  the  U.S.  as  the  biggest 
computer  market  by  2013,  according  to 
New  York  tech  consultancy  Wolf  Insights. 
Although  neither  HP  nor  Dell  breaks  out 
China  sales,  American  Technology  Re- 
search, a  securities  firm  in  San  Francisco, 
estimates  that  they  account  for  less  than 
2%  of  companies'  global  revenues.  Still, 
PC  makers  can't  afford  to  neglect  the  $19 
billion  market.  "China  is  among  the  fast- 
est-growing economies  in  the  world,  and 
PC  penetration  is  low,"  says  Shaw  Wu,  an 
analyst  with  the  firm.  "It  is  critical  for  any 
player  to  do  well  there." 

The  Americans  are  working  hard  to 
improve  their  game.  Chief  Executive  Of- 
ficer Michael  Dell  traveled  to  Shanghai 
on  Mar.  21  to  launch  a  new  computer  de- 
signed for  China.  The  $340  Dell  EC280 
uses  only  about  a  quarter  of  the  power 
of  a  conventional  desktop  and  has  been 
simplified  for  first-time  computer  buy- 
ers. "We  said  to  ourselves:  'Let's  design 
something  that  doesn't  have  things  that 


people  don't  use,'"  says  Darrel  W|   oo.cor 
Shanghai-based    director    of  the 
research  and  development  team  that 
signed  the  computer.  "Those  things 
money  and  add  complexity." 

k' 
NEW  ROAD  MAP 

HP,  MEANWHILE,  has  spent  the 
three  years   remapping   its  main/i 
operations.  The  company  has  an 
lab  in  Shanghai  and  a  research  ce 
in  Beijing  that  focuses  on  long-l 
projects.  HP  has  also  been  boosting    ( 
number  of  outlets  selling  its  prodi 
By  yearend  the  store  tally  will  r 
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"LENOVO'S  2003  SHARE  EXCLUDES  IBM'S  PC  DIVISION 
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>&300,  compared  with  330  in  2003.  And 
i!  spice  up  its  marketing,  the  company 
ib  staging  promotional  shows  featuring 
;!|ack-clad  models  and  elaborate  laser 
<\ splays.  "It  needs  to  be  fun  and  fash- 
ijnable,"  says  Ding  Hui,  HP's  Beijing- 
lised  marketing  manager. 
:  i  Indeed,   as   Chinese   buyers   face   a 
lioader  array  of  brand  choices,  style  is 
^coming  a  bigger  consideration.  Xu 
sjfin,  a  26-year-old  IT  technician,  owns 
:»ree  no-name  machines  he  assembled 
::;mself.  But  when  he  decided  to  splurge 
■  a  fourth  computer  last  year,  he  didn't 
ten  consider  a  Lenovo.  "The  look  is  not 
iry  good,"  he  says.  Instead,  he  went 
jr  a  $750  HP  notebook  with  a  14-inch 
•[per-bright   screen   and   scratchproof 
Ise.  "This  one  is  more  fashionable,"  Xu 
ijys  on  a  visit  to  an  HP  customer  center 
Shanghai,  one  of  dozens  the  company 
~\s  opened  around  the  country. 
I  Savvy  customers  such  as  Xu  are  far 
Sis  common  in  smaller  Chinese  cities, 
liiere  PC  penetration  lags  far  behind 
le  national  average  of  7%.  That  pres- 
ets a  special  challenge  to  Dell,  since  it 
ipends  on  customers  understanding 
•  mputers  already.  So  far,  most  of  its 
'fina  business  has  been  with  corpo- 
'i:e  accounts,  but  now  Dell  is  tinkering 


At  current 
rates,  China 
will  outrun 
the  U.S.  in 
PC  sales 


with  its  direct-sales  model 
to  better  reach  consum- 
ers. Last  year  it  opened 
three     "customer- experi- 
ence centers"  (as  they  are 
called   in   Dell-speak)   in 
Nanjing  and  Chongqing 
where    would-be    buyers 
can  test-drive  PCs  and  get 
help  from  Dell  salespeople     Qy  2013 
in  ordering.  "The  strat-        *^^^^^ 
egy  is  to  use  the  centers 
to  reach  out  to  consumers 
who  really  want  to  have  the  touch  and 
feel  of  our  products,"  says  Alex  Yung, 
North  Asia  sales  director  for  Dell. 

Dell,  too,  is  boosting  its  research  in 
China.  A  five-year-old  R&D  center  in 
Shanghai  now  employs  some  500  people, 
up  from  300  a  year  ago.  Those  engineers 
developed  Dell's  new  low-cost  China 
PC  and  will  now  work  on  adapting  it 
for  Brazil,  India,  and  other  emerging 
markets.  Striding  past  a  sea  of  cubicles, 
the  center's  managing  director,  John  Ter- 
williger,  points  to  a  wall  covered  with 
blue-and-white  Dell  banners  awarded  in 
recognition  of  the  center's  work.  "There 
are  more  coming,"  he  predicts. 

The  burst  of  foreign  competition  is 
increasing  the  pressure  on  Lenovo.  The 


PEDALING  DELL  The 

company  is  launching  a 
model  for  first-time  buyers 

state-backed  company's  mar- 
ket share  is  growing  as  the 
"white-box"  segment,  today 
roughly  one-quarter  of  the 
market,  continues  to  shrink, 
and  it  picked  up  five  points 
from  its  2005  acquisition  of 
IBM's  PC  division.  Yet  Leno- 
vo is  struggling  in  its  quest 
to  become  a  global  power- 
house, as  many  former  IBM 
users  overseas  are  reluctant 
to  embrace  the  new  Chinese 
owners.  And  at  home,  Leno- 
vo's  profit  margin  is  slipping. 
It's  down  to  5.1%  in  the  most 
recent  quarter,  vs.  6.5%  at  the 
start  of  2006,  largely  because 
of  price  cuts  designed  to  keep 
the  foreigners  at  bay.  Despite 
its  troubles,  Chen  Shaopeng, 
Lenovo's  president  for  Great- 
er China,  dismisses  sugges- 
tions that  its  home  advantage 
may  be  eroding.  "No  one  else 
has  such  a  strong  portfolio," 
he  says. 

Nor  do  they  have  Lenovo's 
reach.  The  company  already 
sells  its  PCs  at  more  than 
12,000   outlets   nationwide, 
and  plans  to  add  1,000  more 
this  year.  "This  is  our  com- 
petitive edge,"  says  Chen.  It's 
also  pushing  deeper  into  the 
Chinese  countryside  with  a 
$650  PC  targeted  at  farmers 
and  a  campaign  to  promote 
computer  use  in  rural  areas. 
Under  CEO  William  J.  Ame- 
lio,  a  former  Asia  hand  at 
Dell,  the  company  has  been 
trying  to  bolster  management  ranks  by 
poaching  talent  from  rivals,  including 
several  Dell  executives  and,  in  March, 
HP's  China  brand  director,  Arthur  Wei. 

For  both  American  players,  the  biggest 
challenge  in  China  is  reaching  customers. 
In  the  U.S.,  Japan,  and  Europe,  computer 
users  tend  to  be  concentrated  in  big  met- 
ropolitan areas,  but  about  half  of  potential 
PC  buyers  in  China  live  in  small  towns 
and  cities.  "You  need  to  have  your  people 
going  to  3,000  cities  and  establishing  re- 
lationships," says  Roger  L.  Kay,  president 
of  Endpoint  Technologies  Associates  Inc., 
a  consulting  company  in  Wayland,  Mass. 
"  It's  j  ust  a  very  big  j  ob."  ■ 

-With  Olga  Kharifin  Portland,  Ore., 
and  Dexter  Roberts  in  Beijing 
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BLUEPRINT 

FROM 

INDIA 

More  architecture 
firms  are  offshoring 


BY  PETE  ENGARDIO 

VEN  IN  LAS  VEGAS,  A  CITY 
not  known  for  understate- 
ment, the  overhaul  of  the 
Tropicana  Casino  &  Resort 
is  grandiose.  When  the  $2 
billion  face-lift  is  completed 
in  2010,  the  hotel  will  have 
more  than  10,200  rooms,  a  new  conven- 
tion center  and  shopping  mall,  parking 
for  6,200  cars,  and  multiple  pools.  That's 
great  for  gamblers,  but  it's  a  big  chal- 
lenge for  the  architects  putting  all  the 
pieces  together.  "It's  like  building  three 
mega-resorts  at  once,"  says  Jim  Staple- 
ton,  vice-president  of  Cincinnati-based 
FR.CH  Design  Worldwide,  the  lead  archi- 
tect on  the  project.  Adding  to  the  com- 
plexity, gaming  tables  and  sections  of  the 
hotel  will  remain  open  through  the  reno- 
vation. Worse,  it's  happening  at  a  time 
when  U.S.  architects  are  in  short  supply. 
Time  to  call  India.  In  a  cramped  of- 
fice in  Kolkata,  some  8,000  miles  from 
the  Strip,  dozens  of  Indian 
architects  spend  their  days 
and  often  nights  generat- 
ing plans  for  the  Tropicana. 
They  work  for  Cadforce  Inc., 
a  Marina  del  Rey  (Calif.) 
startup  that  is  helping  bring 
offshore  outsourcing  to  yet 
another  U.S.  sector.  All  told, 
Cadforce  has  some  150  de 


One 

California 
firm  found 
outsourcing 
helped  it  cut 

signers  and  computer  tech-     J^^§  DV  30% 
nicians  in  India  and  41  in    ^^^^^*^  ^ 
the  U.S.  working  on  a  new 
hospital  in  San  Diego,  pri- 
vate homes,  fast-food  joints,  and  more. 
"The  tidal  wave  of  interest  has  just  begun 
in  the  last  year,"  says  Cadforce  CEO  Rob- 
ert W  Vanech,  a  venture  capitalist  who 
founded  the  company  in  2001. 
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Cadforce  is  one  of  a  growing  number 
of  companies  jumping  into  the  business. 
The  $29  billion  U.S.  architecture  indus- 
try ships  about  $100  million  in  work 
abroad  each  year,  Cadforce  estimates. 
Some  20%  of  U.S.  firms  say  they  are  off- 
shoring,  according  to  a  survey  by  Harvard 
University  and  the  American  Institute 
of  Architects  (AIA),  while  an  additional 
30%  are  considering  doing  so.  "Clients 
are  demanding  shorter  and  shorter  turn- 
arounds, smaller  fees,  and  better  details," 
says  Harvard  doctoral  student  David  del 
Villar,  who  helped  lead  the  study. 

While  the  work  isn't  glamorous,  many 
Indian  architects  say  it's  a  great  oppor- 
tunity. Rather  than  developing  complete 
designs,  architects  in  these  outsourcing 
shops  tend  to  handle  tasks  such  as  turn- 
ing schematic  drawings  into  blueprints 
or  making  sure  doors  and 
pipes  are  aligned.  These  are 
essential  jobs,  but  they're 
tedious  and  can  take  up 
60%  of  the  time  spent  de- 
signing a  building.  None- 
theless, 25-year-old  Adinti 
Sengupta  jumped  at  the  op- 
portunity to  join  Cadforce. 
"It's  a  chance  to  work  with 
more  space  and  nicer  mate- 
rials," she  says. 

Digitization  is  one  big 
force  driving  the  trend. 
More  architectural  firms  are  adopting 
sophisticated  computer  tools  that  al- 
low them  to  render  entire  buildings  in 
3D,  simulate  stress  tests,  and  track  all 
construction  materials.  That  makes  it 


easier  to  work  remotely— and  requin 


tech  skills  that  can  be  hard  to  find  in  tl 
U.S.  "The  challenge  isn't  cost.  If  s  u: 
derstanding  the  processes  and  systems 
says  Michael  Jansen,  CEO  of  Satellier, 
New  Delhi-based  group  with  300  sta: 
ers  doing  work  for  half  of  the  top  30  U. 
architecture  firms. 
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JUST  FOR  NOW? 

NOT  EVERYONE  is  convinced  the  futu 
of  architecture  lies  offshore.  AIA  Chi*  I 
Economist  Kermit  Baker  thinks  the  oil)  sdjge 
sourcing  surge  is  largely  the  result  ol  <  BQSI 
cyclical  talent  crunch.  He  notes  that  t 
pay  gap  between  U.S.  and  Indian  arcl 
tects  isn't  nearly  as  wide  as  in,  say,  so 
ware  programming.  Many  American  ; 
chitects  with  10  or  15  years  of  experien 
earn  up  to  $60,000  annually— about  fo Betas 
times  what  Indians  take  home.  Tr!  iC-n 
compares  with  salary  differentials  of  8  I  Up; 
10  times  in  software.  "If  the  job  marlj  pane 
softens,  there  will  be  a  lot  less  incenti !  i 
to  outsource,"  Baker  predicts. 

Still,  many  firms  say  outsourcing  pa 
Acres  Group  Inc.,  a  firm  in  Pasadei  | 
Calif.,  that  specializes  in  fast-food  n 
taurants,  has  been  able  to  take  on  71 
more  work  by  outsourcing  some  tasks 
Cadforce.  While  Acres  is  saving  monej 
President  Robert  Liu  says  he  has  be 
able  to  lower  his  fees  by  30%— otl 
factors  are  more  important.  "They  do  i 
most  time-consuming,  technical  wor 
Liu  says.  "It  allows  me  to  do  otl 
things,  like  get  more  clients  and  conc< 
trate  on  design."  ■ 

-With  Nandini  Lakshman  in  Kolh  f  iJV- 
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MERGERS 


THE  SMART  MONEY  IS 
CHASING  EURO  DEALS 

Investors  from  both  sides  of  the  pond  are 
pn  an  "Easter  egg  hunt5'  for  potential  plays 


Y  CAROL  MATLACK 

TS  NAME  MAY  SOUND  SOFT  AND 

comforting.   But  the   Children's 

Investment  Fund,  a  London-based 

hedge  fund  better  known  as  TCI, 

is  more  like  a  pebble  in  the  shoe 

of  Europe  Inc.  Just  ask  ABN  Amro. 

Under    assault    from    dissident 

shareholders  led  by  TCI,  the  Dutch  bank 

confirmed  on  Mar.  20  that  it  is  in  talks 

&  d  join  Barclays  PLC  in  a  potential  $80 

3.  >illion  deal  that  would  be  Europe's  big- 

■£  est-ever  cross-border  bank- 

U.  ag  merger;  ABN  Amro  had 

■een  seeking  a  suitor  to  fend 

|-flf  TCI,  which  owns  about 

%  of  the  bank's  stock. 

i  The  episode  underscores 

jjjhe   growing   boldness    of 

oiedge    funds    and    other 

otjctivist     shareholders     in 

lorporate  Europe.  They're 

uying  stakes  in  some  of 

e  Continent's  biggest  blue 

hips— from     banks     and 

:(etailers  to  consumer  giants 

:  fuch  as  Cadbury  Schweppes 

iw'LC— and  then  pushing  the 

•jjompanies    to    streamline 

Operations  and  shed  under- 

-njierforming  assets.  "Europe 

Is  like  an  Easter  egg  hunt" 

:Ji)r  this  crowd,  says  Chris  Young,  a 

•^searcher   at  U.S.-based   Institutional 

shareholder  Services  Inc. 

3  Why  now,  when  value-hungry  investors 

MSve  been  sniffing  around  the  Old  World 

-Jpr  years?  One  reason  is  that  while  aggres- 

?e  players  such  as  TCI  provide  the  spark, 
:ir  efforts  are  now  being  fueled  by  insti- 
_ ional  investors.  Two  major  Dutch  pen- 
■ijion  funds,  for  instance,  endorsed  TCl's 
.jails  for  a  breakup  of  ABN  Amro.  And  big 
shareholders  in  Deutsche  Bdrse,  includ- 
ig  funds  run  by  Fidelity  Investments 
i^nd  Merrill  Lynch  &  Co.,  allied  with  TCI 


and  New  York  hedge  fund  Atticus  Capital 
to  block  the  Frankfurt  market's  attempted 
merger  with  the  London  Stock  Exchange 
in  2005.  In  both  cases,  the  hedge  funds' 
arguments  were  amplified  by  the  support 
of  money  managers  with  big  stakes  in  the 
companies. 

Now,  some  mainstream  European 
funds  are  taking  the  lead  in  shareholder 
fights.  German  travel  agency  TUI  on 
Mar.  19  said  it  will  merge  with  Britain's 
First  Choice  Holidays  PLC  and  then  list 


Plenty  of  the  pebbles  in  corporate 
Europe's  shoes  come  from  across  the 
Atlantic.  Colony  recently  joined  luxury 
magnate  Bernard  Arnault  in  taking  a 
9.8%  stake  in  French  retailer  Carrefour. 
Together,  they  are  pressing  for  a  sell- 
off  of  some  of  its  real  estate  assets.  U.S. 
hedge  fund  Trian,  headed  by  veteran 
raider  Nelson  Peltz,  spurred  drinks-and- 
candy  giant  Cadbury  Schweppes  to  cut 
itself  in  two  after  taking  a  3%  stake  in 
the  company  recently.  And  last  year  a 
shareholder  revolt  led  by  New  York- 
based  Knight  Vinke  Asset  Management 
triggered  the  $9.6  billion  sale  of  Dutch 
group  VNU  to  a  group  of  private-equity 
investors  including  Kohlberg  Kravis 
Roberts  and  the  Carlyle  Group. 

Unlike  the  U.S.,  where  most  big  com- 
panies long  ago  yielded  to  restructur- 
ing demands,  the  Continent  still  has 
plenty  of  tempting  targets.  Consumer 
giant  Unilever,  for  instance,  has  been 
mooted  as  takeover  bait  because  it  is 
less  streamlined  than  American  rival 
Procter  &  Gamble  Co.  and  has  resisted 
shareholder  pressure  to  split  the  com- 
pany. ABN  Amro  is  in  similar  straits. 
Its  stock  has  stagnated  for  seven  years 
as  it  lagged  rivals  in  cutting  costs  and 


In  Play 


Activist  funds  are  shaking  up  Europe's  blue  chips 


ABN AMRO 

Pressure  from  hedge  fund 
TCI  may  force  it  to  merge  with 
Barclays  in  Europe's  biggest- 
ever  cross-border  banking  deal 


CADBURY  SCHWEPPES 

New  York-based  hedge  fund 
Trian  spurred  the  food  and 
beverage  giant  to  split  into 
two  companies 


CARREFOUR 

U.S.  investment  group 
Colony  Capital  is  pushing 
the  world's  No.  2  retailer 
to  sell  off  real  estate  holdings 


in  London,  a  move  prompted  by  activist 
shareholders  including  Hermes,  the  pen- 
sion fund  manager  for  BT  Group  PLC, 
and  DWS,  Deutsche  Bank's  money-man- 
agement arm.  In  a  parallel  to  the  ABN 
Amro  drama,  TUI  agreed  to  forge  the 
link  in  response  to  dissident  sharehold- 
ers who  wanted  to  break  the  company 
up.  More  and  more,  "investors  are  will- 
ing to  vote  with  their  money  and  put 
some  muscle  behind  those  decisions," 
says  Thomas  J.  Barrack  Jr.,  who  heads 
California-based  real  estate  fund  Colony 
Capital. 


m 


focusing  its  business.  Enter  TCI  (the 
"children"  in  the  name  refers  to  a  char- 
ity run  by  founder  Christopher  Hohn's 
wife  that  gets  a  share  of  management 
fees).  The  press-shy  Hohn  issued  a  state- 
ment saying  TCI  was  "encouraged"  by 
news  of  ABN  Amro's  talks  with  Barclays, 
which  produced  a  healthy  10%  bounce 
in  the  Dutch  bank's  share  price.  But  TCI 
warned  that  the  talks  should  not  preclude 
other  bids  "to  produce  the  best  results  for 
shareholders."  Little  comfort  there.  ■ 

-With  Jack  Ewing  in  Frankfurt  and 
Kerry  Capell  in  London 
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Motion-capture  technology  has  burst  out  of  Hollywooc  \  k 

T  1       -rl^/^vr^  r\/~\    loft  m  the  inclustrlal  district  of  downtown  Los  Angeles,  Ges  i  :-S( 

111  Cl  Cl9.rix6ri6CL    Studios  CEO  Kevin  Parent  slips  on  a  pair  of  black  glc    gj 


studded  with  iridescent  white,  purple,  and  yellow  dots.  Standing  about  10  feet  from  a  wall-l  | 
screen,  he  lifts  his  handlhke  a  conductor.  With  a  series  of  precise  gestures,  he  calls  up  photos!  \4 


'he  Mind- 
Bending 
ew  World 
of  Work 


ft  businesses  from  aerospace  to  advertising.  By  Aili  McConnon 


(■-  eos  of  urban  Los  Angeles.  "Raising  his  thumbs  and  pointing  his  index  fingers  toward  the  screen  § 

if  miming  a  cowboy  with  two  guns,  he  swiftly  sorts  the  images,  zooming  in  on  certain  buildings  ° 

I  playing  snips  of  films  depicting  various  street  scenes.  To  pause  the  film,  he  extends  one  hand  f. 

:  i  a  traffic  cop.  With  other  crisp  movements,  he  can  spin  3D  objects  in  space  or  snatch  a  bullet  point  bi 
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COST-CUTTER 

Using  /ts  motion 
lab  allowed 
LocKheed  Martin 
to  save  $50  million 
on  one  task  alone 


» 


of  text  and  drag  it  across  the  screen.  "You 
just  put  on  the  gloves  and  go,"  Parent 
explains.  "Think  turbo  PowerPoint." 

The  technology  preview  Parent  ar- 
ranged for  BusinessWeek  bears  an  eerie 
resemblance  to  a  famous  scene  in  Minor- 
ity Report,  Steven  Spiel- 
berg's 2002  film  featur- 
ing Tom  Cruise  as  a  cop 
under  investigation  for 
murder.  Techies  still  talk 
about  the  wireless  data 
gloves  and  clipped  hand 
signals  Cruise  uses  to 
sort  through  evidence  on 
a  giant  screen  at  police 
headquarters.  That  interface  is  just  what 
Gesture  is  selling  to  companies  that  create 
presentations  at  the  14,000  trade  shows 
and  conferences  in  the  U.S.  each  year. 
The  hardware  and  software  will  be  priced 
from  a  few  thousand  dollars  and  up.  Soon, 
anyone  making  a  PowerPoint  presenta- 
tion to  colleagues  or  business  partners 
could  operate  the  same  setup,  which  uses 
cameras  to  track  hand  movements  and 
translate  them  into  computer  instructions. 
The  similarities  to  Minority  Report  are  no 
coincidence:  Gesture  Studios  is  the  brain- 
child of  Massachusetts  Institute  of  Tech- 
nology wunderkind  John  UnderKoffler, 
who  helped  Spielberg's  production  team 
design  the  scene  in  the  movie. 

Goodbye  to  the  Remote 

GESTURE'S  SYSTEM,  KNOWN  AS 
GoodPoint,  showcases  a  technol- 
ogy called  motion  capture,  which 
film  studios  and  video  game  makers  have 
used  for  years  to  make  computer-animat- 
ed characters  appear  more  realistic.  Now 
motion  capture  is  bursting  out  of  Holly- 
wood and  changing  the  way  consumers 
interact  with  home  electronics.  Motion 
sensing  is  the  secret  ingredient  in  Nin- 
tendo's wildly  successful  Wii  game  sys- 
tem, which  lets  you  swing  a  wand  in  your 
living  room  to  hit  a  home  run  in  an  ani- 
mated ballpark  on  your  TV  set.  Intel  Corp. 
is  developing  a  more  advanced  version  of 
motion  capture  that  will  let  people  wave 
at  their  TV  sets  from  across  the  room  to 
turn  up  the  volume  or  change  channels- 
no  gloves  or  sensor  dots  required.  Within 
five  years  "you  could  use  gesture  recogni- 
tion to  get  rid  of  the  remote  control,"  pre- 
dicts Intel  Chief  Technology  Officer  Justin 
Rattner.  "We've  done  prototypes  of  that, 
as  have  other  people."  Rattner  says  body 
tracking— the  whole  body,  not  just  the 
hands— could  drive  demand  for  its  impor- 
tant new  generation  of  semiconductors, 
the  superprocessors  known  as  teraflop 


chips,  which  Intel  previewed  in  February. 
Motion  capture  is  starting  to  trans- 
form how  businesses  market  their  prod- 
ucts as  well  as  design  and  manufacture 
them.  This  spring  the  Las  Vegas  McCar- 
ren  International  Airport  will  set  up  large 
plasma  screens  with  a 
motion-  tracking  com- 
ponent that  lets  adver- 
tisers bring  pedestrians 
into  their  commercials. 
When  you  walk  past  a 
car  ad,  for  example,  the 
vehicle  might  move  at 
the  same  speed  you're 
walking.  When  you  turn 
to  look  at  the  driver,  he'll  turn  to  look  at 
you,  and  you'll  be  staring  into  an  image 
of  your  own  face.  Dozens  of  blue-chip 
aerospace,  auto,  and  heavy-equipment 
makers,  from  Lockheed  Martin 
to  BMW  to  Caterpillar  already 
use  motion  tracking  to  let  work- 
ers collaborate  in  shared  virtual 
environments,  sometimes  when 
they  are  thousands  of  miles  apart. 
Together  they  can  test  the  er- 
gonomics of  a  design  for  a  car 
or  a  plane.  "Any  company  that 
creates  a  product  used  by  peo- 
ple needs  to  understand  how 
the  human  body  moves,"  says 
Iek  van  Cruyningen,  head  of  se- 
curities at  Libertas  Capital  Group,  a 
specialist  investment  bank.  "Motion- 
tracking  systems  and  virtual  simula- 
tions accelerate  product  development 
and  boost  productivity." 

Motion  capture  marks  a  new  stage 
in  a  revolution  heralded  back  in  the 
1980s.  That's  when  computer  geeks 
first  started  talking  about  an  im 
mersive  digital  domain  called 
virtual  reality  (VR).  You  may 
remember  the  first  dorky  VR 
goggles  users  donned  to  ex- 
perience virtual  worlds,  the 
unabashed  pronouncements 
about  world-changing,  com- 
puter-generated realms,  and 
camp  media  depictions  such  as 
the  1982  Walt  Disney  movie  Tron 
Some  well-funded  academic  labora- 
tories went  ahead  and  developed  these 
goggle-and-glove  environments.  But  as 
a  consumer  application,  virtual  reality 
1.0  was  a  bust.  The  hype  was  too  loud, 
computers  were  too  slow,  networking 
was  too  complicated,  and  because  of 
motion-sickness  issues  that  were  never 
quite  resolved,  the  whole  VR  experience 
was,  frankly,  somewhat  nauseating. 

It  was  a  classic  tale  of  high-tech  crash 
and  burn.  The  technology  arrived  prema- 


Bringing  Your 
Body  Into  a 
Virtual  World 

MOTION  CAPTURE  101 

Motion-tracking  systems  use  a 
combination  of  computer  chips, 
sensors,  and  cameras  to  record 
humans  In  motion  and  create  digi  I 
doppelgangers  that  move  the  san\ 
way.  Here's  how  two  different 
companies  do  it: 

O  NINTENDO  The  Wii  game  sy: 
uses  a  wand  studded  with 
motion-sensing  chips.  When  you 
swing  the  wand,  a  sensor  bar  on H 
game  conso 
attached  to 
TV  recogniz 
the  moveme 
and  transmi 
to  your  avat 
on  the  scree 
The  better  y 
swing,  the  e 
it  is  for  your 
avatar  to  hit 
a  home  run 


O  DISNEY  For  Pirates  of  the 
Caribbean:  Dead  Man's  Cht\ 
the  special-effects  crew  covered 
actor  Bill  Nighy  from  head  to  toe 
reflective  motion  markers.  Came] 
captured  his  every  move  and  facl 
expression,  then  mapped  all  of  it 
onto  his  digital  double.  No  elabo 
costumes,  no  prosthetics.  (Nigh; 
outfit  and  accoutrements  v\  I 
rendered  digitally  afterw 
When  Nighy  leers,  pre( 
so  does  Davy  Jones. 
Pirates  won  a  2006 
Visual  Effects  Oscai  I 
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MOTION 
CAPTURE  201 

Most  major  aerospace 
and  car  companies  use 
motion-tracking  systems 
to  immerse  engineers, 
designers,  and 
customers  in  virtual 
planes  and  cars  long 
before  a  prototype 
exists.  Here's  how  the 
technology  helped 
Lockheed  Martin  design 
the  F-35  stealth  fighter: 

OAt  Lockheed's 
Ship  Air 
Integration  Lab, 
as  many  as  four 
designers, 
engineers,  and 
customers 
don  body 
suits  and  caps 
with  reflective 
sensors.  They 
enter  a  15-by- 
20-ft.  space  where 
24  cameras  track  the 
motion  of  their  hands, 
heads,  and  bodies. 

©Through  their 
head-mounted 
displays  they  see  digital 
renderings  of  each 
other  and  the  jet's  3D 
prototype.  Here  they 
practice  a  crucial  task 
that  will  be  repeated 
thousands  of  times 
once  the  plane  is  built. 
They're  checking  a 
wheel  that  is  attached 
to  a  catapult  on  the 
ship,  which  is  used— like 
a  slingshot— to  launch  a 
plane  from  the  ship's 
deck.  If  they  can't  easily 
perform  the  task  in  the 
virtual-reality  space, 
they  tweak  the  design. 

OOn  a  nearby 
screen,  advisers 
—typically  a  mix  of 
active-duty  and  retired 
U.S.  Navy,  Marine, 
and  Air  Force  senior 
officers— observe 
what's  going  on  virtually 
and  weigh  in  based  on 
their  real-world 
experience.  Such 
simulations  reduce 
the  number  of 
expensive  prototypes 
needed  to  create 
and  test  new  planes. 


turely,  dragged  investors  through  bitter 
disappointment,  and  lost  startups  and 
their  backers  buckets  of  cash  without  ever 
yielding  a  return.  VR  2.0,  enhanced  by 
motion  capture,  is  different  in  many  criti- 
cal ways.  Most  important,  the  first  batch 
of  applications,  such  as  the  Wii,  while  still 
primitive,  are  easy  to  use,  inexpensive,  and 
hard  to  crash.  You  don't  get  anything  close 
to  a  fully  sense-surround  experience,  but 
neither  do  you  feel  sick  after  you  put  down 
the  wand.  The  games  are  simple  and  in- 
tuitive, which  is  why  a  new  stereotype  has 
emerged  in  the  game  market:  Wii-toting 
grandmas  and  grandpas. 

Pioneers  in  VR  2.0  are  likely  to  piggy- 
back on  Nintendo's  strategy:  Wow  the 
audience  with  fairly  simple  ways 
to  bring  their  bodies  into  the  ac- 
tion. Gesture  Studios'  GoodPoint 
system  enables  a  presenter  to 
take  audiences  on  a  tour  of  a 
3D  architectural  design  or  on 
a  fly-through  of  a  model  city. 
And  the  presenter's  measured 
theatrics  make  a  big  impression. 
"Everyone's  looking  for  the  new,  sexy 
way  to  communicate  with  their  employees 
and  their  clients.  We're  selling  their  ability 
to  sell,"  says  Tom  Wiley,  Gestures  director 
of  business  development  and  operations. 
Future  versions  of  GoodPoint  will  help  air- 
traffic  controllers  visualize  complex  fight 
configurations  and  let  security  personnel 
sift  quickly  through  hours  of  video  using 
hand  gestures  alone.  There's  even  a  di- 
minutive glove  or  thimble  version  for  use 
with  a  PC,  which  could  end  the  decades- 
long  tyranny  of  the  keyboard  and  mouse. 


Swirling  Snowflakes 

THE  ADVERTISING  INDUSTRY  IS 
dreaming  up  uses  for  motion  cap- 
ture that  literally  stop  consumers 
in  their  tracks.  Recently,  with  little  fan- 
fare, Target,  adidas  Group,  and  Clorox 
began  running  interactive  ads  on  sub- 
way station  walls  in  New  York.  One  Tar- 
get ad,  a  6-by-20-ft.  projection,  featured 
snowflakes  gently  fluttering  from  the  sky. 
It  seemed  unremarkable  until  you  ap- 
proached the  wall.  If  you  swiped  your 
hand  in  the  air,  the  background  scene 
transformed  from  a  wooded  winter  scene 
into  a  city  skyline.  And  by  waving  both 
hands  you  could  send  the  snowflakes 
into  a  swirl. 

Adidas  chose  a  similar  approach  for 
its  ad  in  the  entrance  of  the  Mandalay 
Bay  Resort  &  Casino  in  Las  Vegas.  The 
ad  perked  up  when  people  walked  by 
and  responded  with  a  shower  of  shoes. 
The  more  they  gesticulated,  the  bigger 
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the  deluge  became.  "People  don't  ignore 
the  ads— they  want  to  play  with  them," 
says  John  Payne,  president  of  Monster 
Media,  which  created  the  campaigns 
for  adidas,  Clorox,  and  Target.  "It's  like 
Willy  Wonka." 

Avatar  Engineers 

LOCKHEED  MARTIN,  THE  WORLD'S 
largest  defense  contractor,  has 
pushed  motion  sensing  to  even 
more  exotic  extremes  in  an  effort  to  re- 
duce design  and  manufacturing  costs.  The 
VR  effort  at  its  Ship  Air  Integration  Lab  in 
Fort  Worth  is  headed  by  Pascale  Rondot, 
a  petite  French  Canadian  who  worked 
in  a  similar  program  at  General  Electric 
Co.  Her  lab  is  helping  to  develop  new 
F-35  stealth  fighter  jets  that  can  take  off  on 
land  or  at  sea.  Lockheed  won  a  contract  in 
2001,  now  valued  at  $25.7  billion,  and  the 
first  of  the  fleet  of  nearly  4,000  planes  will 
be  completed  by  2010— part  of  a  program 
valued  at  roughly  $276  billion. 

To  help  engineers,  technicians,  pilots, 
and  Lockheed  customers  understand 
how  the  plane  will  perform,  Rondot 
equips  teams  of  visitors— up  to  four  at  a 
time— with  VR  headsets  and  suits  dotted 
with  motion-capture  sensors.  They  enter 
a  darkened  15-by-20-ft.  area  where  24 
cameras  track  their  every  move.  What 
the  visitors  "see"  through  their  head  dis- 
plays are  the  fighter  prototype  and  lifelike 
avatars  of  one  another.  They  can  walk 
through  the  prototype,  crouch  down  to 
inspect  or  change  a  part,  and  practice 
physical  routines  they  will  replicate  in 
real-world  planes  many  months  later. 
Nearby,  in  a  separate  area  called  the  cave, 
Lockheed  invites  active-duty  and  retired 
Navy,  Marine,  and  Air  Force  senior  of- 
ficers who  can  view  both  the  people  and 
the  virtual  aircraft  in  the  simulation. 

Aeronautics  veterans  who  hear  about 
this  program  are  sometimes  skeptical. 


Moving  Smarter  to  Avoid  Injury 

OThe  National  Pitching  Assn.  in  San  Diego  uses  a  motion-capture  system 
to  help  baseball  players  improve  their  game,  avoid  injuries,  and  extend 
their  pitching  careers  by  analyzing  the  biomechanical  efficiency  of  their  moves 
with  far  greater  precision  than  the  human  eye. 


"When  people  cannot  touch  a  proto- 
type, it's  always  a  hard  sell.  But  then 
they  see  how  our  virtual  world  matches 
the  real  world  and  how  much  time  and 
money  we've  saved,"  says  Rondot  with 
a  Quebecois  lilt.  For  one  task— examin- 
ing the  approach  speed  of  the  plane  as 
it  lands— Lockheed  was  able  to  save  $50 
million  in  design  changes  and  avoid  50% 
of  the  cost  of  the  mockup  by  using  the 
VR  lab  instead  of  traditional  wind-tun- 
nel tests.  In  a  simulation,  Rondot  can 
bring  Lockheed  engineers  together  with 
far-flung  counterparts  at  partner  com- 
panies such  as  GE  and  Pratt  &  Whitney. 
With  profits  of  $2.5  billion  on  $39.6 
billion  in  revenues,  Lockheed  can  afford 
to  splurge  on  motion  capture.  But  even 
companies  with  much  tighter  budgets 


are  drawn  to  the  technology.  At  Fon  m: 
Motor  Co.  headquarters  in  DearboH  ithli 
Mich.,  engineers  use  motion  tracking  ai  <  m 
simulation  in  both  product  design  ait  t  j 
manufacturing  to  reduce  dependence  d  m 
expensive  metal  prototypes.  Manufactu  i  eld 
ing  ergonomics  expert  Allison  Stephen  m\ 
creates  digital  versions  of  Ford  factorie .!  1200 
then  analyzes  the  reach  and  posture  Mai 
people  on  the  assembly  lines  to  redu  i  is  ol 
risk  of  injury.  At  one  pilot  plant,  sui  i  i! , 
simulations  have  reduced  the  expectn  ml  r 
number  of  disability  cases  by  80%,  sa  Jmsi 
Stephens.  Disability  payments  can  run  i  np^ct 
tens  of  millions  of  dollars  a  year. 

As  users  rack  up  successes,  supplie  i  m°\ 
of  motion-capture  systems  for  factori ,  smal 
could  be  in  a  sweet  spot.  "It's  early,  br  Ln 
such  simulations  could  be  one  of  t  i  hous 


oniost  profitable  areas  in  the  future,"  says 
jritCathleen  Maher,  an  analyst  at  Jon  Peddie 
as  Research  who  has  written  reports  about 
an  the  auto  industry's  use  of  modeling 
:o  software.  Maher  pegged  the  size  of  the 
mield  of  "augmented  reality"'— simula- 
ledons  with  some  props— at  $142  million 
rie  n  2006  and  says  it  is  growing  quickly. 

Manufacturers  may  be  the  power  us- 
iufcrs  of  VR  2.0,  but  Hollywood  studios 
uivill  continue  to  be  the  biggest  patrons 
.land  innovators.  Director  James  Cam- 
a  :ron  says  the  technology  first  had  a  huge 
m  mpact  on  film  in  his  Titanic,  the  high- 
:st-grossing  movie  of  all  time,  which 
lie  wrought  in  upwards  of  $1.8  billion.  Only 
orii  small  number  of  actors  in  motion- 
tr  rapture  suits  were  required  to  create  the 
ftlamous  crowd  scenes  on  the  decks  of  the 


sinking  ship.  Digital  data  were  collected 
and  then  duplicated  to  recreate  the  scene 
of  the  disaster. 

The  technology  then  spawned  a  slew 
of  computer-generated  creatures,  includ- 
ing Gollum,  the  gurgling,  wispy-haired 
ring  thief  in  Peter  Jackson's  Lord  of  the 
Rings  trilogy,  and  King  Kong,  by  the 
same  director.  British  actor  Andy  Serkis 
spent  hours  scampering  around  on  set  in 
sensor-studded  suits  to  create  Gollum's 
scutding  and  Kong's  signature  grimaces. 
For  such  scenes  in  the  past,  animators 
might  draw  each  new  movement  by 
hand,  frame  by  frame.  And  thaf  s  not 
the  only  giant  expense  motion  capture 
could  address.  During  a  movie  shoot, 
"the  cost  of  a  day  on  set  can  range  from 
$50,000  to  $1  million,"  says  Gary  Rob- 
erts, a  vice-president  at  House  of  Moves 
Inc.,  the  Los  Angeles  motion-capture 
lab  that  did  Robert  Zemeckis'  The  Polar 
Express.  "Motion  capture  shaves  days  off 
the  overall  production  time."  And  the 
process  could  get  even  simpler.  In  Cam- 
eron's current  film  project,  titled  Avatar, 
sophisticated  software  may  eliminate  the 
need  for  sensor  dots  on  actors'  faces.  In- 
stead, one  tiny  camera  on  an  actor's  head 
cap  tracks  and  interprets  every  twitch. 

Companies  that  come  up  with  such 
innovations  stand  to  make  small  for- 
tunes. "There  is  an  arms 
race  in  entertainment," 
says  Phil  Sparks,  an  ana- 
lyst at  Evolution  Secu- 
rities Ltd.  He's  bullish 
Vicon,  part  of  Ox- 


tracking  player,  built  systems  that  were 
used  for  Kong  and  one  of  the  Rings  films 
and  also  outfitted  Lockheed's  lab. 

Capturing  actors'  movements  is  po- 
tent stuff,  says  Cameron:  "The  technique 
frees  performers  from  the  limitations 
of  body  type,  age,  race,  and  gender. 
The  essence  of  their  spirit  as  actors  can 
be  infused  into  any  physicality  they  or 
the  filmmakers  dream  up."  For  exam- 
ple, you  could  tell  a  story  that  follows 
the  same  character  from  childhood  to 
old  age  and  have  the  same  actor  play 
the  character  at  every  stage— without 
makeup.  Video  game  makers  are  also 
channeling  mounds  of  money  into  mo- 
tion capture.  Tiger  Woods  donned  a 
sensor  suit  to  make  his  video  game 
doppelganger  look  more  realistic. 


Ti 


on 

ford  Metrics  Group,  the 
largest  company  making 
motion-capture  systems 
for  entertainment  and 
now  many  other  clients.  "They're  no  lon- 
ger just  mapping  out  an  ore  and  a  hobbit 
having  a  fight.  They're  now  doing  the 
expressions  on  dozens  of  actors'  faces." 
Motion  Analysis  Corp.,  another  motion- 


BEYOND  CADAVERS 

»At  Stanford, 
surgical  residents 
learn  to  cut,  suture, 
and  cauterize 
virtual  organs 


What  the  Wii  Wrought 

HERE  IS  ALWAYS  THE  RISK  THAT 
the  buzz  about  an  emerging  tech- 
nology will  get  ahead  of  reality. 
Jackie  Fenn  at  market  research  firm  Gar- 
ner Inc.  charts  such  "hype  cycles"  and 
notes  that  virtual  reality  has  spent  many 
years  mired  in  something  she  calls  the 
"trough  of  disillusionment.''  But  PDAs 
and  MP3  players  also  languished  in  this 
stage,  she  says,  until  the  "beautifully  de- 
signed interfaces"  of 
the  Palm  Pilot  and  the 
iPod  and  services  such 
as  iTunes  launched  these 
devices  into  much  wider 
public  acceptance. 

It's  possible  that  Nin- 
tendo's Wii  could  do  the 
same  for  gesture  recog- 
nition. Four  months  af- 
ter this  revolutionary  system  arrived  in 
the  U.S.,  it  is  still  trouncing  the  compe- 
tition, according  to  market  researcher 
NPD  Group  Inc.  And  it  is  cropping  up 
in  communities  that  never  appreciat- 
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ed  video  games.  One  retirement  home 
near  Chicago  has  started  a  Wii  bowling 
league,  and  game  experts  expect  to  see 
more  such  developments.  Software  giant 
Electronic  Arts  Inc.  is  rolling  out  golf  and 
war  games  for  the  Wii,  as  well  as  a  title 
based  on  The  Godfather  films.  EA  believes 
motion  sensing  will  become  standard 
in  game  controllers.  "The  Wii  is  help- 
ing debug  this  question  about  how  you 
move  in  virtual  ways,"  says  Jaron  Lanier, 
a  scholar  at  the  Center  for  Entrepreneur- 
ship  &  Technology  at  the  University  of 
California  at  Berkeley  who  is  credited 
with  coining  the  term  "virtual  reality." 
After  a  year  with  the  Wii,  society  "will  be 
better  educated  about  the  overlap  of  the 
virtual  and  the  real  world,"  he  says. 

The  semiconductor  market  is  respond- 
ing to  Nintendo's  huge  success.  Demand 
for  the  special  sensing  chips  used  in  the 
Wii  will  double,  to  $  10  billion,  by  2010,  ac- 
cording to  industry  researcher  Yole  Devel- 
opment. Such  chips,  produced  by  the  likes 
of  Intel  and  STMicroelectronics,  will  be 
used  in  all  kinds  of  industrial  applications, 
not  just  home  systems.  But  Intel  expects 
to  play  an  important  role  in  promoting 
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motion  technology  in  the  entertainment 
arena.  And  just  as  its  processors  helped 
fuel  the  PC  revolution,  Intel's  next-genera- 
tion chips  and  software  could  lower  costs 
and  jump-start  a  mass  market  for  VR  2.0. 
The  company  is  seeding  such  ideas  in  its 
community  of  application  developers  and 
even  placing  some  of  its  own  software  in 
the  public  domain. 


Reading  Your  Mood 

ONE  FRONTIER  LIES  IN  TRACK- 
ing  facial  expressions  without 
costly  and  cumbersome  equip- 
ment. Advertisers,  for  example,  would 
like  to  have  the  ability  to  read  the  chang- 
ing expressions  on  their  customers'  faces 
as  they  browse  Web  sites— or  shop  at  the 
corner  store.  In  August,  2006,  Google  Inc. 
acquired  a  small  company  called  Neven 
Vision  for  an  estimated  $40  million.  The 
startup  has  several  patents  on  algorithms 
for  tracking  movements  of  key  points  on 
the  face— the  corner  of  the  eye,  the  curves 
of  the  mouth— using  a  webcam,  a  mobile 
phone,  or  security  cameras  in  bank  ma- 
chines and  convenience  stores.  Google 


OAt  Bell  Helicopter's  Simulatic 
Center  in  Fort  Worth,  an 
engineer  is  evaluating  the  merits  c 
a  new  canopy  for  a  helicopter 
cockpit.  In  the  simulation,  she 
contrasts  the  new  design  with  an 
existing  canopy  to  decide  what 
features  need  to  be  changed.  The 
center  uses  cameras  and  some 
software  originally  created  for 
the  entertainment  industry. 
Bell  makes  both  commercial 
and  military  helicopters. 


hasn't  yet  announced  plans  to  ere* 
products  based  on  these  patents.  But : 
searchers  at  Stanford  University  have 
ready  come  up  with  systems  that  can  re 
such  signs  to  tell  whether  a  person  is 
terested,  happy,  or  annoyed.  And  they  c 
even  map  those  responses  onto  the  face 
an  avatar  in  a  virtual  world. 

In  certain  areas  of  medicine,  moti 
technology  can  improve  treatment  qu 
ity.  Howard  J.  Hillstrom,  director  of  1 
Motion  Analysis  Laboratory  at  the  H< 
pital  for  Special  Surgery  in  New  York,  1 
used  motion  tracking  to  help  people  w 
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The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
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Monetizing  Motion 

Virtual  Reality  2.0  can  add  value  to  almost  any  business: 


ADVERTISING 

Monster  Media  creates  motion-sensitive 
ads  for  adidas,  Target,  and  others. 
Projected  on  walls  and  floors,  the  ads 
respond  to  the  gestures  of  passersby.  More 
advanced  systems  bring  the  faces  and 

bodies  of  nearby  pedestrians  into  the  ads  on  flat  screens. 

Payoff:  People  play  with  ads  instead  of  ignoring  them. 

HEALTHCARE 

The  Hospital  for  Special  Surgery  in  New 
York  and  other  medical  centers  have  a 
system  that  tracks  patients'  movements 
and  matches  them  against  a  model  of  how 
healthy  people  move.  Payoff:  Arthritis, 

cerebral  palsy,  Parkinson's,  and  other  diseases  are  easier 

to  evaluate  and  treat  effectively. 

MARKET  RESEARCH 

Microsoft,  Yahoo!,  and  eBay  have 
purchased  eye-tracking  screens  from 
Tobii  Technology.  Payoff:  When  customers 
browse  a  Web  site,  a  store  shelf,  or  a  TV 
ad,  smart  systems  tell  companies  exactly 
where  customers  are  looking  and  for  how  long. 


AUTO  SAFETY 

Siemens  is  developing  a  "drowsiness 
detection"  system  that  uses  a  camera  in 
the  dashboard  to  monitor  drivers'  faces. 
If  they  appear  drowsy  or  inattentive,  an 
alarm  sounds  or  the  steering  wheel  shakes. 
Toyota  and  Nissan  are  sponsoring  similar  research  at 
Stanford  University.  Payoff:  Fewer  traffic  accidents. 

MOHLE  PHONES 

Most  Verizon  phones  can  use  movement 
recognition  software  from  GestureTek. 
Users  download  the  program  and  then  tilt, 
shake,  or  flick  their  phones  to  play  games 
such  as  moving  a  marble  through  a  maze. 

Payoff:  Consumers  don't  jam  their  thumbs  on  small  keys 

while  playing  games. 

SECURITY 

The  Defense  Dept.  is  sponsoring  research 
at  New  York  University  into  "gait 
recognition"  software  that  runs  on  low-cost 
security  cameras.  Payoff:  A  known 
terrorist  may  change  his  hairstyle  or  facial 
features,  but  he  can't  hide  his  distinctive  stride. 


disorders  from  cerebral  palsy  to  arthritis. 
As  patients  fitted  with  sensors  walk  in 
front  of  cameras,  Hillstrom's  computer 
screen  displays  a  skeleton  in  a  3D  grid, 
and  software  helps  the  doctor  analyze 
whether  the  patient  is  moving  properly. 
"The  number  of  baby  boomers  with  ar- 
thritis will  pass  60  million  by  2020.  Their 
movement  is  often  the  first  thing  to  dete- 
riorate," he  says. 

Tracking  the  surgical  tools  of  several 
doctors  in  different  locations  can  allow 
them  to  occupy  the  same  simulation. 
"A  surgeon  could  teach  a  resident  in  a 
remote  village  thousands  of  miles  away, 
showing  them  how  and  where  to  move 
their  hands,"  says  Dr.  Parvati  Dev  of 
Stanford  University's  Summit  Lab,  where 
residents  learn  to  suture,  cut,  and  cauter- 
ize virtual  organs.  Lately,  doctors  have 


also  incorporated  a  technology  called 
haptics— "force  feedback"  built  directly 
into  the  surgical  tools.  When  a  surgeon 
probes  or  tugs  on  a  gall  bladder  or  some 
other  tissue,  he  or  she  senses  resistance 
(imagine  pushing  or  pulling  a  spring). 
Dr.  Dev's  lab  has  done  studies  showing 
that  residents  trained  on  such  simula- 
tions have  a  much  shorter  learning  curve 
when  they  get  into  the  operating  room. 

Tracking  faces  can  save  lives  as  well. 
Toyota,  Nissan,  and  others  have  spon- 
sored research  at  Stanford  investigat- 
ing the  expressions  drivers  typically 
have  five  seconds  before  they  fall  asleep. 
These  can  be  detected  with  simple  cam- 
eras installed  in  a  steering  wheel  or 
dashboard  that  trigger  an  alarm.  Jer- 
emy Bailenson  and  Cliff  Nass,  who  are 
leading  the  research,  say  such  cameras 
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are  now  in  cars  coming  off  productio 
lines  in  Japan.  Siemens  is  developin 
similar  "drowsiness  detection"  device: 

Demand  for  systems  that  watch  th 
world  in  motion  could  be  broad  and  con 
pelling.  At  the  Intel  Developer  Forum  i 
Beijing  in  April,  the  chipmaker  will  pre 
view  something  called  sports  summar 
zation  that  is  designed  to  make  good  us 
of  Intel's  superchips.  Outfitted  with  sue 
processors,  your  television  could  spc 
highlights  such  as  a  soccer  goal,  penali 
kick,  or  any  signature  motion  you  desir 
Then,  instead  of  relying  on  the  new: 
caster  to  recap  each  night  of  the  Worl 
Cup,  you  would  tell  your  TV  to  go  bac 
and  find  your  players'  finest  moments  ( 
their  heartbreaking  mistakes. 

Motion  tracking  has  all  the  marks  of 
disruptive  technology,  slinking  on  to  tr 
scene  in  unexpected  ways.  Sherry  Turkle. 
clinical  psychologist  and  professor  at  MI 
talks  about  "the  mirroring  of  body  mono 
and  of  course  the  subtle  things  like  har 
gestures,  or  the  way  someone  characte 
istically  cocks  his  head  before  speaking 
Captured  and  incorporated  into  busine 
and  entertainment  systems,  "these  m 
tions  will  give  us  a  much  greater  sense 
connection  with  our  online  selves.  The  v 
tual  will  seem  much  closer  to  the  real,"  si 
says.  Imagine  how  you'll  feel  when  yo 
avatar  smiles  back  from  your  comput 
screen  just  the  way  you  smile.  II 
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Peoplel  Scandals 


THE  RISE  AND 
FALL  OF  A 
CORPORATE 
HEADHUNTER 


How  Jeff  Christian  went  from  Silicon  Valley  recruiting  sensation  to 
homicide  defendant  in  Cleveland,  by  michelle  conlin,  tom  lowry,  and  peter  burrows 


FEW  DOT-COM  ERA  headhunters  labored  more  mightily  to  crack  the 
Big  Time  than  Jeffrey  E.  Christian.  The  tall,  sharply  dressed  recruiter 
from  Cleveland  worked  tirelessly  to  promote  himself  and  his  firm, 
Christian  &  Timbers.  As  he  battled  to  beat  out  more  established  head- 
hunters,  Christian  used  a  combination  of  doggedness,  public-relations 
savvy,  and  salesmanship  to  sign  up  Silicon  Valley's  biggest  players.  He 
courted  the  national  business  media,  often  conducting  phone  inter- 
views on  a  treadmill  during  marathon  workouts.  His  name  became  a  fixture  on  The 
Midas  List,  Fortes'  ranking  of  best  dealmakers.  And  in  1999  his  position  as  one  of  the 
Valley's  most  celebrated  headhunters  seemed  all  but  assured  when  he  vanquished 
the  acknowledged  powerhouses  of  his  industry  to  place  Carleton  S.  "Carly"  Fiorina 
at  Hewlett-Packard  Co.  Jeff  Christian,  it  seemed,  had  finally  arrived. 

Then  the  boom  ended.  And  Christian  returned  to  his  hometown  of  Cleveland. 
In  the  Valley,  he  was  largely  forgotten,  just  another  gold-rush  striver  who  briefly 
cashed  in  and  then  faded  away.  So  the  surprise  was  palpable  in  executive  recruiting 
circles  when  word  came  that  Christian  had  been  charged  with  reckless  homicide  and 
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DOWNHILL  PATH 

Counterclockwise  from  top  left: 
Christian  in  his  police  mug;  the 
overdose  victim,  Tom  Wasil;  Paws, 
the  local  watering  hole  where 
Christian  and  Wasil  met;  Fiorina, 
whom  Christian  recruited  to  HP;  the 
rented  house  where  Christian  and 
Wasil  allegedly  did  drugs  together 
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industry. . .  [from  its]  rise  to 
its  enormous  crash." 
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involuntary  manslaughter  in  the  overdose  death  of  another 
executive  recruiter,  31-year-old  Thomas  J.  Wasil.  As  if  that  were 
not  enough,  Christian,  who  was  indicted  in  December,  was 
also  charged  with  corrupting  a  juvenile  and  inducing  others 
to  take  drugs  following  the  nonlethal  overdose  of  a  17-year-old 
in  his  home  a  month  after  Wasil's  death.  And  the  Wasil  family 
plans  to  file  a  lawsuit  against  Christian.  "Holy  sh-t,"  said  one 
major  headhunter  when  BusinessWeek  contacted  him.  "I  had 
no  idea,"  said  another.  "I'm  shocked." 

Today,  Christian,  who  has  pleaded  not  guilty  to  all  charges, 
is  out  on  $150,000  bail.  His  first  wife  has  taken  him  in  at  the 
sprawling  wooded  property  she  won  in  their  1996  divorce  in 
Moreland  Hills,  Ohio,  an  upscale  suburb  of  manicured  lawns 
and  private  country  clubs.  Christian's  two  Mercedes  and  black 
Hummer  H2  are  often  parked  out  front.  His  trial  is  set  for  Aug. 
22  in  Portage  County,  Ohio.  Ever  one  to  advocate  hiring  the 
best  talent,  Christian  recently  added  to  his  four-member  legal 
team  famed  defense  attorney  Thomas  A.  Mesereau  Jr.,  who 
successfully  defended  Michael  Jackson  and  actor  Robert  Blake. 
The  defense,  says  one  of  Christian's  attorneys,  Gerald  S.  Gold, 
plans  to  argue  that  Tom  Wasil  was  a  drug  abuser,  a  charge  the 
Wasil  family  denies,  and  that  Christian,  51,  is  not  culpable  for 
Wasil's  death.  Reached  on  his  cell  phone  on  Mar.  21,  Christian 
told  BusinessWeek:  "Hopefully,  when  the  real  facts  come  out, 
they  will  vindicate  me.  I  was  there  and  know  what 
happened  and  didn't  happen." 

Jeff  Christian's  rise  and  fall  mirrors  the  dot-com         ^ 
boom  and  bust.  His  story  is  emblematic  of  what  can 
happen  when  someone,  through  a  combination  of 
circumstance  and  ambition,  breaks  out,  only  to  see  that 
success  evaporate.  Despite  spending  years  in  Silicon 
Valley,  Christian  remained  something  of  a  nose-to-the- 
glass  outsider.  When  the  boom  ended,  his  firm  shriveled 
and  he  went  back  to  the  anonymity  of  Ohio.  That's  where 
the  real  trouble  began.  "Jeff  Christian  was  clearly  the 
poster  boy  for  what  occurred  in  the  search  industry  from 
1995  to  2000,  from  its  magnificent  rise  to  its  enormous 
crash,"  says  Scott  A.  Scanlon,  chairman  and  chief  execu- 
tive of  Hunt-Scanlon  Advisors,  a  market  research  outfit 
specializing  in  recruiting.  "No  one  firm  or  person  epito- 
mized this  more  than  Jeff  and  Christian  &  Timbers." 

ROWING  UP  IN  CLEVELAND,  Christian 
seemed  destined  for  smaller  things.  The 
college  dropout  spent  his  early  years  try- 
ing to  find  himself:  giving  up  meat,  learn- 
ing Tai  Chi,  meditating.  He  toyed  with 
becoming  an  actor.  It  was  only  on  the  eve 
of  his  first  marriage,  according  to  his  own 
account,  that  he  decided  to  get  serious.  His  dad  owned  an 
employment  agency.  And  at  the  age  of  23,  Christian  joined 
another  Cleveland  placement  firm,  R.F.  Timbers  &  Co.  They 
gave  him  the  Yellow  Pages  and  told  him  to  get  to  work. 

Christian  had  an  easy  chemistry  with  people  and  was  great 
on  the  phone.  He  was  also  prescient,  spotting  a  gaping  op- 
portunity that  most  headhunters  were  ignoring:  technology. 
Within  eight  months  of  his  arrival,  Christian  bought  out  Tim- 
bers and  in  1980  founded  Christian  &  Timbers.  His  contacts 
in  the  technology  sector  soon  turned  him  on  to  the  action  in 
Silicon  Valley.  Before  long,  Christian  was  spending  most  of  his 
time  in  California. 

Breaking  in  wasn't  easy,  even  for  a  young  man  with  consid- 
erable charm  and  drive.  But  Christian  hustled  hard.  Once,  in 
the  late  1980s,  he  persuaded  venture  capitalist  Joe  Schoendorf 


to  consider  choosing  him  to  do  an  executive  search  for  a  ne  Ai 
software  company.  Schoendorf  told  Christian  the  board  wan 
ed  to  work  with  a  recruiter  with  offices  in  the  Valley.  "Give  me 
couple  of  hours,"  Christian  told  him.  Two  hours  later,  he  calk  jit 
Schoendorf.  "I  now  have  a  California  office,"  he  said,  havin  iaii 
rented  one  and  printed  up  business  cards.  Christian  then  droA  |  ally 
to  Schoendorf  s  house  with  a  big  chocolate  apple  and  a  bott 
of  Dom  Perignon.  He  didn't  land  that  search,  but  Schoendo 
was  impressed,  and  he  eventually  introduced  him  to  HP's  fi 
ture  CEO,  Lewis  E.  "Lew"  Piatt.  The  door  had  swung  open. 

Before  long,  the  Valley  was  growing  desperate  for  taler 
Eventually  the  scarcity  would  become  so  acute  that  comp 
nies  began  throwing  in  free  Mercedes  and  six- figure  signir  frorki 
bonuses  to  get  bodies  in  the  door.  It  was,  in  other  words, 
time  when  anyone  with  energy  and  moxie  could  make  a  goc|flii; 
living.  Christian  worked  as  hard  as  or  harder  than  anyon 
carrying  multiple  mobile  phones  long  before  double-fistii 
cells  became  common.  He  would  call  potential  clients  anytiirte 
anywhere.  Legendary  venture  capitalist  John  Doerr  of  Klein  i  rod 
Perkins  Caufield  &  Byers  once  got  a  call  from  Christian  as  ! 
was  walking  into  church  on  Sunday  morning.  Christian  chas 
headlines  and  TV  coverage  relentlessly. 
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ENOUGH  IS  ENOUGH 

CEO  Sullivan  (above)  says  Christian  left  after  partners  tired  of 
covering  for  the  founder's  erratic  behavior.  Christian  at  home 
in  better  days  (right);  Christian  &  Timbers'  Ohio  offices 
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As  the  dot-com  boom  took 
ijff,  Christian  was  in  his  early 
t  JOs  and  remarried  with  young 
e  rids.  Domestic  life  didn't 
b  :hange  him  much.  He  practi 
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I  still  support 
Christian  &  Timbers. 

Iprfi  JSS  If  I were  the"1' rd  Set  as  far 
!*SS  :5E  away  from  me  as  possible." 


amily  and  the  firm  with  his 
1  lame  on  the  door. 

fK  Yet  Christian  still  felt  like  an  outsider,  say  people  who 
inivorked  with  him.  The  college  dropout  was  mingling  with 
|  Jtanford  MBAs,  these  people  say,  and  he  never  felt  accepted 
»i>y  his  colleagues,  who  saw  him  as  a  Midwestern  interloper, 
rati  bluff  showman.  A  former  Christian  &  Timbers  partner  says 
ii  Christian  was  "always  the  underdog,  always  having  to  work 
mfwice  as  hard.  The  chip  was  there."  Christian,  it  seemed,  han- 
M  :ered  after  membership  in  the  gilded  club  of  Silicon  Valley 
iirdngmakers. 

The  opportunity  to  get  there  arrived  in  1999  when  HP 
tarted  looking  for  a  new  CEO  to  replace  Lew  Piatt.  Piatt,  who 
lied  in  2005,  liked  Christian  from  day  one.  "He's  hungry  and 
passionate,"  Piatt  told  BusinessWeek  in  2002.  "As  a  commit- 
tee we  were  very  impressed  with  his  energy 
compared  to  some  of  the  oth- 


— JEFF  CHRISTIAN 
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ers  in  the  business."  Christian 
got  the  job. 

His  selection  stunned  many 
Valley  and  HP  insiders.  "I  think 
they  made  a  huge  mistake," 
one  major  headhunter  said  at 
the  time.  "It's  like  giving  an 
intern  permission  to  do  triple- 
bypass  surgery."  Many  who 
considered  the  HP  job  were  also 
unimpressed.  Four  candidates 
complained  that  Christian  didn't  return  their  phone  calls. 
One  of  those  was  Edward  J.  Zander,  now  CEO  of  Motorola 
Inc.,  who  was  Sun  Microsystems  Inc.'s  president  at  the  time. 
Zander  took  himself  out  of  the  running  when  Christian,  at  the 
HP  board's  behest,  asked  him  to  take  a  lengthy  psychological 
test,  though  people  familiar  with  the  situation  say  Zander  also 
was  angry  because  he  suspected  Christian  may  have  leaked  his 
name  to  the  press— a  taboo  in  the  recruiting  world. 

The  sniping  from  Christian's  peers  didn't  seem  to  deter  him. 
"Have  I  ever  done  a  search  for  a  CEO  of  a  $39  billion  com- 
pany?" he  asked  a  BusinessWeek  reporter  at  the  time.  "No.  But 
only  eight  people  have  done  a  search  that  size.  John  Thompson 
[of  Heidrick  &  Struggles  International  Inc.]  hasn't."  In  July, 
1999,  HP  hired  Carly  Fiorina— a  choice  that  turned  out  to  be 
even  more  controversial  than  Piatt's  hiring  of  Christian. 

Regardless,  the  Fiorina  coup  put  Christian  &  Timbers  over 
the  top.  In  2000  the  firm  posted  $60.7  million  in  revenues,  tri- 
ple what  it  had  generated  three  years  earlier.  Christian 
&  Timbers  was  now  the  7th-largest  search  outfit  in  the 
country,  up  from  14th  in  1997.  The  phones  were  ringing 
nonstop.  "Working  there  was  like  riding  the  most  excit- 
ing bronco  in  the  corral,"  recalls  Marc  Lewis,  a  former 
partner  who  is  now  the  CEO  of  search  firm  Leadership 
Capital  Group  in  Westport,  Conn. 

But  trouble  was  brewing.  Cracks  were  appearing  in 
the  economy.  And  the  dot-com  boom  seemed  to  be  losing 
momentum.  People  working  with  Christian,  who  says  he 
is  a  member  of  Alcoholics  Anonymous,  say  the  pressure 
was  getting  to  him,  and  there  were  persistent  rumors  about 
whether  he  had  fallen  off  the  wagon.  His  work  habits  also 
became  an  issue  again.  Ray  Lane,  a  former  Oracle  Corp.  ex- 
ecutive who  had  by  then  joined  Kleiner  Perkins,  hired  Chris- 
tian to  recruit  a  CEO  for  one  of  his  startups.  It  wasn't  long 
before  Lane  was  regretting  his  choice.  "I  think  you  delegated 
this  and  did  not  do  a  good  job,"  Lane  recalls  telling  Christian, 
after  firing  his  firm.  Lane  says  he  "kissed  and  made  up"  with 
Christian  but  notes  bemusedly  that  Christian  "became  a 
brand  at  the  end  of  the  bubble." 

The  crash  hit  everyone  hard,  including  Chris- 
tian &  Timbers.  By  2002  revenues  had  shrunk  by 
55%  from  the  2000  peak.  People  working  there 
at  the  time  say  Christian,  who  had  returned  to 
Cleveland,  was  becoming  increasingly  erratic.  One 
former  partner  says  that  in  the  summer  of  2002, 
Siebel  Systems  Inc.,  now  part  of  Oracle,  hired  the 
firm  to  find  a  head  of  worldwide  sales.  Christian 
was  jubilant  at  winning  the  new  business  but 
soon  disappeared.  Months  later  he  resurfaced,  the 
former  partner  says,  and  took  credit  for  the  suc- 
cessful placement.  Zack  Simon,  another  partner 
at  the  time,  also  recalls  long  absences  that  clients 
were  totally  unaware  of. "  It  was  easy  to  cover  up," 
Simon  recalls.  "You  just  said:  'He's  not  here,'  or 
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that  he  was  traveling." 

Before  long,  Christian  was 
having    problems    with    his 
partners,  who,  after  trying  to 
get  him  help,  began  agitating 
for  his  departure.  The  part- 
ners, who  include  Christian's 
half-brother,  Adam  P.  Kohn, 
wanted  to  bring  in  Brian  Sul- 
livan, a  well-regarded  recruit- 
er,   as  CEO.  Sullivan  had  ear- 
lier sold  his  firm  to  Heidrick  & 
Struggles.  "The  partners  gave  him 
the  benefit  of  the  doubt  a  number  of 
times,"  Sullivan  told  BusinessWeek. 
"[But]  Christian  wasn't  working, 
and  the  partners  said:  'Enough 
is  enough.  We're  sorry.  No  mas'" 
Christian,  who  sold  his  stake  in 
2003,  says  he  wasn't  forced  out  but 
left  to  care  for  his  dying  mother. 

It  was  about  this  time  that  a 
young  Cleveland  headhunter 
named  Tom  Wasil  met  Jeff  Chris- 
tian in  a  bar  called  Paws,  just 
down  the  road  from  both  of  their 
houses.  All  Wasil  had  heard  about 
Christian  was  that  he  was  a  re- 
cruiting legend  who  had  recent- 
ly published  a  book  called  The 
Headhuntefs  Edge,  a  manifesto 
on  getting  and  keeping  top  tal- 
ent. By  all  accounts,  the  two 
men  hit  it  off  right  away.  Here 
were  two  guys  who  could  chat 
up  anybody.  Christian  offered 
to  be  Wasil's  mentor.  Wasil  was 
thrilled.  In  Christian,  he  saw 
who  he  wanted  to  be:  a  major  leaguer  with  big  houses,  luxury 
cars,  and  an  outsize  reputation.  For  Christian,  Wasil  was  in 
many  ways  a  reminder  of  his  younger  self. 

Around  this  time,  Christian  seemed  to  have  been  thinking 
a  lot  about  youth.  He  fell  in  love  with  an  attractive  18-year-old 
who  waitressed  at  a  well-known  local  bar.  He  dyed  his  white 
hair  auburn.  People  who  hung  out  with  him  at  the  time  say  he 
routinely  had  limos  idling  in  front  of  his  house— a  rental  in  the 
exclusive,  gated  golf  community  Barrington  Estates— just  in 
case  there  were  parties  to  hit.  Neighbors  started  to  complain 
about  his  own  gatherings.  He  would  leave  slurred  voice  mails 
for  friends,  telling  them  about  the  latest  after-parties  following 
Cleveland  Cavaliers  games  or  inviting  them  to  come  over.  He 
was  generous,  lending  his  Hummer  to  whoever  needed  it. 


Christian's  talent 
manifesto  was 
published  just  after 
he  arrived  back  in  his 
hometown 
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CELEBRITY  COUNSEL 

Christian  recently  drafted 
Michael  Jackson's  attorney 
Mesereau  for  his  legal  team 


The  day  before  he  died,  Wasil  bor 

rowed  the  Hummer  to  tow  his  ski  boat 

On  Apr.  11, 2006,  Wasil  and  his  girlfriend 

Lauren  Swanson,  drove  to  Christian'; 

house  around  midnight  to  return  thi 

vehicle.  According  to  court  documents 

the  state  alleges  Wasil,  Swanson,  an< 

Christian  drank  alcohol  and  took  cocain 

and  that  Wasil  and  Swanson  used  a  ho 

tub.  The  state  also  alleges  that  Christiai 

produced  a  brown  powder  that  was  de 

scribed  as  opium  and  that  Wasil  used  th 

substance.  Before  he  left  Christian's  hous 

early  that  morning,  Wasil  is  alleged  t 

have  done  one  more  line  of  drugs  and  the: 

driven  home. 

When  Swanson  found  Wasil  later  the 
day  in  their  Reminderville  (Ohio)  hom< 
he  looked  like  he  was  sleeping.  He  wa 
lying  on  his  right  side,  his  sheets  tucke; 
crisply  into  the  sides  of  his  bed.  Wasil' 
fists  were  curled  under  his  chin,  his  knee 
pulled  into  a  semi-fetal  position. 

The  sirens  that  soon  blared  throug 
Wasil's  neighborhood  sent  a  sickening  pan 
through  the  lakeside  enclave,  a  place  filled  with  ambitiot 
young  professionals  and  their  families.  A  crowd  of  friends  an 
neighbors  gathered  outside  Wasil's  1,200-square-foot  bungs 
low.  By  the  time  the  medical  examiner  arrived,  blood-tinge 
foam  was  oozing  from  Wasil's  mouth  and  nose.  He  had  bee 
dead  several  hours,  and  it  looked  like  a  drug  overdose. 

Yet  from  the  beginning,  police  suspected  that  nothing  aboi 
Wasil's  death  was  routine.  Then,  almost  a  month  later,  the  1' 
year-old  brother  of  Christian's  girlfriend,  who  was  18  at  the  tim 
overdosed  in  Christian's  house,  watching  a  Cavs  game.  An  an 
bulance  took  him  away,  and  he  later  recovered.  By  then  Portaj 
County  investigators  were  taking  a  hard  look  at  Christian. 

Today  Christian  is  awaiting  trial.  His  legal  team  is  plannir 
his  defense  and  has  dispatched  private  investigators  to  dig  i 
information  about  witnesses.  In  the  meantime,  Christian  sa> 
he  has  raised  a  $44  million  fund  with  top-shelf  VCs.  Othe 
wise,  he  keeps  a  low  profile,  taking  his  three  sons,  5, 7,  and  1 
to  "Ninja  Night"  at  the  local  school  and  on  court-sanctionc 
holidays  in  Florida,  where  they  were  vacationing  as  Businet 
Week  went  to  press. 

At  his  old  firm,  Christian  &  Timbers,  business  is  goo 
CEO  Sullivan  says  revenues  have  zoomed  past  the  boom-tin 
peak  to  $77  million,  thanks  in  large  part  to  a  concerted  pu: 
into  the  blazing  financial-services  industry.  "I  still  suppc 
Christian  &  Timbers,"  says  Christian.  "This  is  a  hard  thi) 
for  them  to  weather.  If  I  were  them  I'd  get  as  far  away  fro 
me  as  possible." 

As  he  wrote  in  The  Headhunted s  Edge:  "Nothing  will  der 
a  career  faster  than  the  whiff  of  scandal."  ■ 
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The  Making 

Of  a  Sports  Mogul 

How  Casey  Wasserman  is  building  a 
sports-marketing  machine  for  the  Digital  Age 


BY  RONALD  GROVER 

WHEN  CASEY  WAS- 
serman  was  a  lad, 
Sundays  meant 
tagging  along  with 
his  granddad,  MCA 
chief  Lew  Was- 
serman, to  the  fa- 
mously downscale  Beverly  Hills  deli  Nate 
'n  Al.  There,  while  young  Casey  enjoyed 
his  matzoh  brei  and  jam,  Hollywood  play- 
ers on  the  make  would  stream  by  the 
table,  pitching  projects,  asking  favors,  or 
just  schmoozing  with  the  man  who  all 
but  invented  the  modern  studio  system. 
"It  was  like  a  college  education  on  how 
to  do  business  and  treat  people,"  recalls 
movie  producer  Steve  Tisch,  who  used  to 
frequent  Nate  'n  Al  with  his  father,  Was- 
serman friend  and  former 
Loews  Chairman  Preston  R. 
Tisch,  now  deceased. 

Casey,  by  all  accounts, 
learned  those  lessons  well. 
Now  32,  he  is  in  the  mid- 
dle of  building  a  sprawling 
sports  marketing  agency, 
Wasserman  Media  Group— a 
challenger  to  the  behemoth 
of  the  business,  IMG.  After 
a  four-year  spree  of  acquisi- 
tion by  checkbook,  WMG  to- 
day represents  400-odd  cli- 
ents, including  6  of  the  top 
30  picks  in  last  year's  NBA 
draft.  Its  corporate  customers  include  T- 
Mobile,  Procter  &  Gamble,  and  Nestle. 

And  last  summer,  Wasserman  was 
selected— over  competitors  like  IMG  and 
the  William  Morris  Agency—  to  sell  nam- 
ing rights  to  the  planned  New  York  Gi- 
ants and  Jets  $1  billion-plus  stadium  in 
New  Jersey.  The  Giants'  chairman?  Steve 
Tisch.  But  Tisch  says  it  was  his  partners 
who  "were  totally  taken  with  how  smart 
Casey  was."  That  coup  came  right  after 
the  hefty  fee— an  estimated  $17  mil- 
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His  mother 
let  him 
skip  school 
to  intern  for 

the  NFL's 
annual 
Pro  Bowl 


lion  over  the  life  of  the  agreement— that 
WMG  pulled  down  in  the  $178  million 
deal  it  struck  with  Emirates  airline  to 
put  the  carrier's  name  on  English  soccer 
team  Arsenal's  new  stadium.  All  told, 
WMG's  annual  revenues  approach  $100 
million,  says  Wasserman. 

STARTUP  ON  STEROIDS 

NOT  BAD  CONSIDERING  that  eight  years 
ago,  Wasserman  was  a  rookie  sports 
owner  who  had  plunked  down  $5  mil- 
lion for  the  Los  Angeles  Avengers  of  the 
then-shaky  Arena  Football  League.  Was- 
serman could  have  gone  into  show  biz, 
of  course,  but  chose  to  step  away  from 
the  shadow  of  his  famous  granddad.  "If 
you're  Michael  Jordan's  kid,  you  had  bet- 
ter be  one  heck  of  a  basketball  player," 
he  says.  Today,  the  Aveng- 
ers franchise  is  worth  $25 
million,  though  like  most 
sports  teams  it  still  makes 
no  money.  Wasserman 
calls  the  Avengers  experi- 
ence his  "MBA  in  sports." 

If  the  Avengers  was 
Wasserman's  MBA,  WMG 
is  his  startup  on  steroids. 
By  garnering  fees  of  5%  or 
so  for  negotiating  player 
contracts  and  up  to  15%  for 
naming  rights,  the  agency 
is  profitable,  Wasserman 
says,  though  he  declines  to 
recite  numbers.  WMG,  for  example,  will 
book  an  estimated  $1  million  a  year  for 
six  years  from  the  $100  million  contract 
with  the  Houston  Astros  that  slugger 
Carlos  Lee  signed  in  2006. 

But  Wasserman's  biggest  potential 
payoff?  He  says  if s  taking  his  athletes 
digital  with  a  dizzying  assortment  of 
online  sports  channels  and  video-on- 
demand  offerings  for  cable.  According 
to  ESPN  Executive  Vice-President  John 
Skipper,  the  network  is  negotiating  for 


its  online  action-sports  site,  EXPN,  in(|mi 
carry  content  from  Wasserman's  planner  K  \\ 
SportNet  channel,  which  will  feature  si(  '^m 
zling  young  stars  like  17-year-old  skati(fra 
board  champ  Ryan  Scheckler.  And  het  j|0[i 
said  to  be  talking  to  cable  giant  Con^ 
cast  Corp.  about  video-on-demand  cli]  llv  e- 
such  as  motocross  races  with  dirt-bi]i(  %  ^ 
star  Nate  Adams.  He  also  intends  to  i  j  B,or 
SportNet  with  coverage  of  popular  ami  pj  g, 
teur  events  including  pre-Olympic  swir  \  g  ar. 
ming,  track  and  field,  and  gymnastics.  | »» j 

In  2004,  Wasserman  bought  an  outt  j,  a„( 
called  Studio411  for  its  ability  to  produi  f  jR 
and  distribute  DVDs.  If  s  to  be  the  bacij  |ear  , 
bone  of  his  digital-production  effort  mjQt 
enabling  him  to  provide  shows  and  otfc  Mr 
content  that  he  can  put  online  and  ofl  q  j 
to  cable  and  iTunes.  Last  year  it  releas^  )Dfor| 
37  titles  on  surfing,  snowboarding,  m'rsouri 
tocross,  and  other  action  sports  for  coi  ^, 
panies  with  names  like  Moonshine  Cc  ^ 
spiracy,  PborSpeciman,  and  Poor  Boyz  » .,. 

Wasserman,  however,  isn't  alone  in  1  1;, 
broadband  dreams.  To  create  SportN  ( ^  i  j 
he'll  have  to  beat  out  well-connect  (c  . 
competitors  including  the  U.S.  Olym] ;  ^ ', 
Committee,  which  has  offered  mor  Sr 
to  secure  online  rights  from  some  ofl  ^ 
same  governing  bodies  with  which  W  t  K  ^1 
serman  is  negotiating.  And  the  proge  |  fe^ 
of  larger  media  companies,  includi|it0[^ 
Fox  Cable  Networks'  Fuel  channel,  en  fo 
sion  their  own  action-sports  services. "  |  ^  l 
Casey  is  doing  is  adding  to  the  confusi  j  i  ^  , 


ad  maybe  hurting  things  for  everyone," 
lys  Wade  Martin,  president  of  the  Dew 
ction  Sports  Tour,  which  stages  a  series 
f  events  sponsored  by  Mountain  Dew. 
More  important,  there's  head-scratch- 
g  among  veteran  sports  marketers  as 

$  ^asserman   spends   heartily   to   push 

$  ito  the  business  while 

Juajor    operations    like 

fl  ?X  Sports  Group  and 

™  AG  are  trimming  back 

*  >age  64).  When  super- 
it  ar  agent  Am  Tellem 
to  ft  SFX,  a  spin-off  from 
4  lear  Channel  Corn- 
s' iunications  Inc.,  in 
January,  2006,  Wasser- 
08  an  ponied  up  $12  mil- 

*  \m  for  his  practice,  indus- 
.uy  sources  estimate.  When 
a>  ^X  wanted  out  of  Europe, 
Co  asserman  bought  its  soc- 
JBffj  rugby,  and  marketing 
jl  visions.  When  old-line 
r-^hio  ad  agency  Fahlgren 
efl  c.  put  its  auto-racing 
nil  arketing  unit,  Champion 
ot)orts  Group,  up  for  sale, 

asserman  grabbed  it  and 

%s  suddenly  in  NASCAR. 

le's  like  the  guy  who  walks 

to  this  great  buffet  and 

cks  up  things  here  and 

ere  but  hasn't  decided  if 

likes  Mexican  food  or 


steak,"  says  Donald  Dell,  SFX  senior 
vice-president  and  founder  of  ProServ. 
"I  don't  think  he  has  really  decided  on  a 
game  plan."  WMG  Chief  Operating  Offi- 
cer Josh  Swartz  says  the  distressed  assets 
came  cheaply. 

Wasserman  came  by  his  interest  in 
sports  through  his  mother,  who  took 
him  to  Los  Angeles  Dodger  games 
and  let  him  skip  school  to  intern  in 
Hawaii  for  the  NFL's  annual  Pro  Bowl. 


Casey's  World 


i 


-_c 


All  of  32,  Casey  Wasserman  is  building  a  sports 
empire  that  is  approaching  $100  million  in 
revenues.  Some  hot  spots: 


AGENT  EXTRAORDINAIRE  While  major  outfits  like  SFX  and  IMG 
dumped  agents,  Wasserman  bought  up  practices  of  folks  like 
basketball  superagent  Arn  Tellem.  Clients  include  MLB,  NBA,  soccer, 
and  young  action  sports  stars. 


NAME  THAT  STADIUM  After  buying  sports  naming-rights  guru  Jeff 
Knapple's  Envision  firm,  expanded  into  sports  marketing  and 
sponsorship.  Won  beauty  contest  with  William  Morris  and  IMG  to  put 
corporate  names  on  $1  billion  Giants/Jets  stadium  in  New  Jersey. 


MEDIA  MOGUL  IN  TRAINING  Like  grandfather,  the  late  Lew 
Wasserman,  sees  a  media  play  in  agencies  and  talent.  Bought  action 
sports  DVD  producer  Studio411  to  provide  foundation  for  move  into 
online  distribution  of  action  sports  channels,  video  on  demand. 


THE  LOS  ANGELES  AVENGERS  Plunked  down  $5  million  for  an  indoor 
pro  football  team  now  worth  north  of  $25  million. 


Data:  BusinessWeek.  Wasserman  Media  Group 


A  top-ranked  California  high-school  ten- 
nis player,  he  suffered  knee  problems  and 
turned  to  golf. 

After  graduating  from  the  University 
of  California  at  Los  Angeles  in  1996  with 
a  decree  in  political  science,  Wasserman 
made  a  false  start  or  two:  He  tried  his 
hand  in  the  bond  market,  then  had  a  fling 
at  launching  a  music  label  with  the  band 
Coldplay  before  turning  his  attention 
full-time  to  sports. 

Today,  Wasserman  fields 
an  all-star  team  that  in- 
cludes agent  Tellem  and 
naming  rights  guru  Jeff 
Knapple,  a  former  Denver 
Broncos  quarterback  with 
$2  billion  in  sponsorship 
deals  under  his  belt.  Last 
July,  Wasserman  signed  up 
IMG's  top  marketing  execu- 
tive, Robert  Prazmark,  who 
generated  more  than  $500 
million  in  sponsorship  deals 
over  nine  years.  And  in  re- 
cent weeks  he  has  hired  sev- 
eral young  agents,  among 
them  Jay  Danzi,  whom  he 
snatched  from  IMG  and 
who'll  launch  a  golf  repre- 
sentation division. 

But  that  doesn't  mean 
Wassserman  is  watching 
from  the  sidelines.  He  and 
Knapple  worked   together 
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to  land  the  Giants/Jets  deal,  says  Tisch. 
Wasserman  also  played  a  key  role  in  last 
year's  agreement  with  ESPN  to  show 
Arena  Football  games  and  take  a  5% 
stake  in  the  league.  "When  the  deal  was 
signed,  Casey  wanted  to  talk  marketing, 
like  how  much  exposure  were  we  going 
to  give  the  league,"  says  ESPN  Executive 
Vice-President  John  Skipper.  "Put  a  bag 


over  his  head,  and  he  wouldn't  sound  like 
any  32-year-old  I  know." 

Wasserman  may  be  wise  beyond  his 
years,  but  he  also  has  two  other  things 
going  for  him:  money  and  solid-gold 
connections.  What  other  junior  mogul 
can  get  a  former  President  to  chat  up  a 
reporter  about  his  potential?  Bill  Clin- 
ton, who  became  friends  with  Lew  Was- 


serman when,  as  governor  of  Arkansas 
he  encouraged  him  to  make  more  mov 
ies  in  the  state,  currently  has  Casey  01 
his  library  board  and  says  he  may  b< 
a  chip  off  the  old  block.  "A  lot  of  folk 
from  comfortable  beginnings  do  thing, 
their  own  way,  good  and  bad,"  say; 
Clinton.  "You  can  tell  that  Casey  wa 
listening  [to  his  granddad]."  ■ 


Why  Did  IMG  Let 
All  Those  Stars  Walk? 


IN  THE 
ROUGH? 

IMG  owner 
Forstmann 


I 


t  seems  an  odd  strategy  for  sports 
marketing  powerhouse  IMG:  Build  the 
business  by  letting  your  star  athletes 
leave.  But  that's  exactly  the  path  IMG  is 
taking  these  days.  Certainly  not  all  its 
athletes  are  making  for  the  exits.  IMG  still 
crosses  the  T's  on  Tiger  Woods'  Nike  deals 
and  makes  sure  Roger  Federer's  Wilson 
rackets  are  strung.  But  since  private  equity 
mogul  Theodore  J.  "Ted"  Forstmann  spent 
$750  million  for  the  company  in  2004,  IMG 
hasn't  been  the  glitzy  campus  for  sports 
studs  that  it  used  to  be. 

The  question  swirling  around  IMG:  Is 
that  transformation  part  of  Forstmann's 
new  strategy  to  expand  the  business  in 
profitable,  new  directions— or  a  fumble  that 
cost  the  company  $30  million-plus? 

One  thing  is  clear:  Last  summer,  IMG 
got  out  of  the  team-sports  business.  The 
move  came  after  a  shake-up  that  resulted 
in  Forstmann  firing  one  of  the  company's 
senior  executives,  Peter  Johnson.  A  few 
months  later  two  of  the  company's  top 
sports  agents  left  IMG,  taking  their  clients, 
including  baseball's  Derek  Jeter  and 
football  hotshots  Peyton  Manning  and 
LaDainian  Tomlinson,  with  them. 

Johnson,  then  IMG's  CEO  of  sports  and 
entertainment  and  a  loyalist  of  the  firm's 
late  founder,  Mark  McCormack,  oversaw  the 
agency's  team-sports  business.  A  30-year 
IMG  veteran,  Johnson  had  close  ties  with 
Tom  Condon,  who  represented  football 
clients,  and  with  baseball  agent  Casey 
Close.  The  relationship  was  so  tight  that 
both  agents  had  "key  man"  clauses  in  their 
employment  contracts  giving  them  the 
right  to  leave  IMG  if  Johnson  ever  departed. 
Four  months  after  Johnson  was  fired, 
Condon  and  Close  sold  their  practices  to 
Creative  Artists  Agency  Inc.  Condon,  whose 


lineup  of  75  National  Football  League 
players  established  IMG  as  a  football  power, 
collected  $30  million. 

Competitors  are  still  amazed  over  how 
simply  Close  and  Condon  were  able  to  leave 
IMG  and  take  their  clients.  "Nothing  like  that 
has  happened  that  I  know  of,"  says  Donald 
L.  Dell,  the  pioneering  sports  lawyer  who 
founded  the  ProServ  agency,  now  called  SFX 
Sports  Group  Inc.  "I  don't  think  Teddy  was  in 
favor  of  just  giving  away  his  assets." 

The  notion  that  the  team-sports  heroes 
weren't  worth  keeping  around  doesn't  fly 
outside  IMG.  "Everybody  in  this  business 
wants  to  go  to  the  Super  Bowl  and  throw 
the  hip  party  surrounded  by  the  superstar 
quarterback,"  observes  a  prominent  agent. 
"Teddy  is  no  different." 

Adding  to  the  confusion,  IMG  attempted 
to  jump  back  into  the  football  biz,  chatting 
up  replacements  for  Condon  in  the  months 
after  he  left  the  agency.  That  has  fed 
speculation,  including  inside  IMG,  that 
Forstmann  might  have  been  unaware  of 
details  in  the  agents'  contracts. 

Forstmann  declined  to  comment  for  this 
article.  But  sources  familiar  with  IMG  say  the 
speculation  is  baseless  and  that  Forstmann 
knew  all  along  that  he  risked  losing  Condon 
and  Close  because  of  the  clauses  in  their 
contracts.  Besides,  they  say,  team  sports 
accounted  for  only  a  tiny  fraction  of  IMG's 
total  income,  and  repping  team-sports 
figures  sometimes  makes  it  complicated  to 
strike  other  deals  with  leagues  and  owners— 
a  far  more  lucrative  business.  Finally,  they 
point  out  that  IMG  profits  are  about  three 
times  higher  now  than  when  Forstmann 
bought  it.  So  the  company  that  all  but  gave 
away  Derek  Jeter  doesn't  seem  to  be  having 
much  post-parting  remorse. 

-ByMarkHyman 


i 
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A  Takeover 
Road  Less 
Traveled 

Canadian  parts  maker 
vlagna  has  a  plan  for 
mying  Chrysler— and 
t's  not  that  outrageous 


Y  DAVID  WELCH  AND 
AIL  EDMONDSON 

CANADIAN  AUTO  PARTS 
maker  Magna  Interna- 
tional Inc.  may  have  a  low 
profile,  but  its  ambitions 
have  always  been  lofty. 
Last  fall  the  company  in- 
vited journalists  to  its  U.S. 
aadquarters  north  of  Detroit  to  see  a 
ingle-seat  orange  sports  car  designed, 
lgineered,  and  built  from  the  ground 
p  by  Magna.  August  Hofbauer,  North 
merican  president  of  the  Magna  Steyr 
vision  that  assembles  completed  cars 
>r  several  major  carmakers,  beamed 
"oudly  as  he  said:  "We  developed  this 
:hicle  from  concept  to  production."  He 
lent  on  to  say  that  "we  can  take  over  ev- 
ything  from  the  carmakers." 
Maybe  even  a  whole  company.  The 
24  billion  Magna  has  emerged  as  a 
gitimate  candidate  to  buy  Chrysler 
roup,  possibly  in  combination  with 
private  equity  firm.  On  the  surface, 
lying  Chrysler  would  seem  a  madcap 
:nture  for  Magna  Chairman  Frank  Stro- 
ich.  The  deal  would  instantly  put  him 
competition  with  many  of  his  biggest 
uts-buying  clients,  potentially  driving 
me  of  them  away.  Moreover,  Magna's 
test  balance  sheet  shows  a  surplus  of 
dy  $1.9  billion.  Depending  on  how  a 
ial  is  structured,  Magna  may  have  to 
» into  debt  to  buy  the  company  or  fix  its 
ultitude  of  problems. 
But  Stronach,  74,  an  Austrian-born 
inadian  who  declined  to  speak  to 
isinessWeek,  is  nothing  if  not  an  un- 
nventional  thinker.   He  has  pushed 
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Magna  from  parts  making  to  carmaking, 
plunged  headlong  into  such  ventures  as 
thoroughbred  racing,  and  once  put  his 
daughter  at  the  company's  helm  when 
she  was  just  34.  "Frank  is  a  fountain  of 
provocative  ideas,"  says  longtime  indus- 
try watcher  John  A.  Casesa,  a  partner 
in  the  consulting  firm  Casesa  Shapiro 
Group.  :'Some  of  them  are  crazy.  There  is 
a  constant  tension  between  him  and  the 
team  to  control  him." 

Stronach  recently  told  Canadian  Auto 
Workers  President  Buzz  Hargrove  that 
he  is  not  worried  about  the  prospect  of 
alienating  customers  if  he  takes  over 
Chrysler.  "I  brought  it  up  with  Frank," 
Hargrove  recalls,  "and  his  position  was 
that  they  have  the  best  quality,  technol- 
ogy, and  delivery,  so  people  will  still  want 
to  buy  from  them." 

There  is  no  doubt  that  Stronach's  team 
has  some  of  the  key  skills  necessary  to 
run  Chrysler.  Its  factory  in  Graz,  Aus- 
tria, builds  260,000  cars  a  year,  assem- 
bling eight  models  on  seven  platforms 
for  four  different  carmak- 
ers. Its  42  defects  per  100 
vehicles  make  it  the  top- 
quality  assembly  plant  in 
Europe,  says  J.D.  Power 
&  Associates.  The  custom 
manufacturing  part  of  the 
business  grew  8%  last  year, 
to  $4.4  billion,  thanks  to 
a  19%  jump  in  the  fourth 
quarter,  and  its  profitability 
helped  mitigate  a  shortfall 
in  Magna's  core  automo- 
tive parts  business.  Overall, 
Magna's  2006  profits  fell 
17%,  to  $528  million,  as 
higher  raw  materials  costs  and  lower 
prices  from  the  automakers  made  life 
tough  for  most  parts  makers. 

One  of  the  reasons  Magna  hasn't 
suffered  the  fate  of  the  many  bankrupt 
companies  in  the  parts  business  is  that 
Stronach  is  a  savvy  strategist.  While 


STRONACH  Canny 

management  helped  him 
sidestep  a  downturn 


CHRYSLER 300  Magna 

makes  it  in  Austria 


many  parts  makers  have  taken  low-mar- 
gin contracts  with  the  Big  Three  just  to 
boost  sales,  Magna  has  passed  on  risky 
parts  deals  with  Detroit. 

A  JOINT  BID? 

STRONACH  IS  GOOD  at  managing 
his  fortunes.  But  reversing  Chrysler's 
would  be  quite  another  matter.  Even 
if  Stronach  could  come  up  with  the 
money  to  buy  Chrysler  (one  source 
bidding  on  the  carmaker  says  parent 
DaimlerChrysler  wants  $6  billion  to  $8 
billion),  he  may  need  even  more  cash 
to  fix  future  problems.  Plus,  Magna  has 
never  dealt  with  car  dealers  or  had  to 
try  to  tap  into  the  psyche  of  American 
consumers  to  try  to  figure  out  what  the 
next  hit  vehicle  will  be.  Says  KeyBanc 
Capital  Markets  analyst  Brett  D.  Hosel- 
ton:  "I  doubt  Magna  is  really  excited 
about  getting  into  the  marketing  and 
distribution  side  of  the  business." 

More  likely,  Magna  could  end  up  as 
one  partner  in  a  consortium  buying 
Chrysler.  Several  sources 
close  to  Daimler's  sale  ef- 
forts have  said  that  Magna 
could  form  a  joint  bid  with 
a  private  equity  player. 
One  Magna  executive  says 
Cerberus  Capital  Manage- 
ment—the New  York  firm 
that  bought  51%  of  GM's 
GMAC  finance  arm  and  is  a 
Chrysler  bidder— could  be 
one  such  partner.  A  part- 
ner like  Cerberus  could 
raise  money  and  take  a 
majority  stake.  Magna 
could  run  the  plants  and 
build  the  cars,  which  it  already  does  on 
a  smaller  scale. 

For  Stronach,  who  started  building 
his  empire  in  the  Fifties,  running  a 
company  the  size  of  Chrysler  "would  be 
a  natural  progression,"  says  KeyBanc's 
Hoselton.  ■ 
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The  Corporation  Boutiques 

What  Do  35-Year-Old 
Women  Want? 

As  other  stores  stumble,  Bloomie's  Quotation 
boutiques  are  going  after  these  busy  shoppers 


i 


BY  ELIZABETH  WOYKE 

BLOOMINGDALE'S  INC.  IS 
pursuing  "yummy  mom- 
mies." That's  what  the  chain 
has  dubbed  the  stylish  35- 
to-45-year-olds  it's  courting 
with  a  store-within-a-store 
boutique  called  Quotation.  These  women 
may  have  gone  up  a  size  post-baby  but 
are  adamant  that  motherhood  is  not  syn- 
onymous with  looking  matronly. 

Other  retailers  have  tried  and  failed 
to  win  over  this  elusive  demographic.  In 
January,  Gymboree  Corp.,  known  for  its 
children's  clothing,  shuttered  Janeville, 
its  brand  for  women  in  their  mid-30s 
and  older.  Soon  after, 
Gap  Inc.  announced  it 
would  close  its  Forth  & 
Towne  division,  which 
targeted  a  similar 
shopper.  And  Ameri- 
can Eagle  Outfitters 
is  retooling  the  wom- 
en's line  at  Martin  + 
Osa,  its  six-month-old 
chain  for  the  25-to-40 
crowd. 

Why  does  Bloom- 
ingdale's  think  it  can  prosper  where  so 
many  have  floundered?  The  company  says 
it's  homing  in  on  a  slimmer  slice  of  the 
market:  affluent,  suburban,  casual  yet  fash- 
ionable moms.  It's  moving  aggressively, 
going  from  six  boutiques  in  mid-2006  to 
16  today,  and  into  all  32  of  its  outlets  by 
2008  or  '09.  Analysts  approve  of  the  tighter 
focus:  "With  Forth  &  Towne  and  Janeville, 
you  didn't  know  who  was  buying  these 
clothes  and  what  for,"  says  Adrienne  Ten- 
nant,  a  retail  analyst  at  Friedman,  Billings, 
Ramsey  Group  Inc.  "They  didn't  have  an 
obvious  reason  for  being." 

Liz  Jones,  a  Bloomingdale's  divisional 
merchandise  manager,  and  Erica  Ruff, 
a  buyer,  say  they  know  exactly  what  the 
Quotation  woman  wants.  They've  lived 
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inside  her  head  since  spring  of  2005 
when  Frank  Doroff,  Bloomingdale's  se 
nior  executive  vice-president,  asked  then 
to  create  a  boutique  that  would  appeal  tc 
the  stylish  mothers  in  his  Westchestei 
County  (N.Y.)  hometown.  With  inpu 
from  the  marketing  and  research  depart 
ments,  they  discovered  a  customer  whc 
considered  the  store's  classic  sportswea 
brands  (Jones  New  York,  Calvin  Klein 
too  formal  and  found  its  contemporary 
sportswear  (Juicy  Couture,  Marc  b; 
Marc  Jacobs)  too  young.  She  shopped  a 
Bloomie's  for  her  family  but  favored  bou 
tiques  for  herself.  She  wasn't  a  clothes 
horse  but  wanted  clothes  that  lookei 
:^^^^—mmi  pretty  and  feminine 

with  a  little  flair  and 
forgiving  fit. 

The  boutiques'  de 
partment  store  loci 
tion  should  appeal  t 
moms  looking  for  one 

VARIETY  Prices  range  J 
from  $500  for  this 
embroidered  jacket 
to  $25  for  a  tank  top 

stop  shopping,  says  Tony  Gao,  a  marke 
ing  professor  at  Northeastern  Universit 
While  the  look  is  sleek,  with  walls  fe; 
turing  quotes  from  Diana  Vreeland  an 
Katharine  Hepburn,  convenience  is  ke 
The  clothes,  chosen  from  20  independei 
designers  and  a  private  label  line,  are  a 
ranged  with  scenarios  in  mind— soco 
practice,  a  parent-teacher  conference,  cc 
fee  with  friends,  or  couples'  night  out. 

So  far,  Doroff  says  Quotation's  doi 
ble-digit  sales  growth  has  "far  exceeds 
our  plans."  He  would  not  share  specii 
figures  or  profit  numbers.  But  with  spa 
on  Bloomie's  busy  women's  sportswe 
floor  at  a  premium,  Quotation  mu 
keep  proving  itself  or  risk  being  kick 
out  of  the  nest.  ■ 
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Entertainment  Television 


As  the  World 
Wide  Web  Turns 

Can  producing  soap  operas  for  online  viewers 
breathe  new  life  into  daytime  programming? 


BY  TOM  LOWRY 

IN  LATE  FEBRUARY,  CBS  launched 
a  Web-only  soap  opera  called  LA. 
Diaries  it  hopes  will  attract  young 
women.  The  nine  episodes  are 
streamed  for  about  six  minutes  a 
pop  on  the  network's  innertube. 
com  site.  The  action  centers  on 
Amber,  an  existing  character  on  The 
Young  &  the  Restless,  and  on  Alison,  a 
new  character  who  emerged  from  the 
cyberspace  soap  on  Mar.  21  to  play  an 
actual  role  on  TV  in  As  the  World  Turns. 
If  s  a  fresh  approach  to  creating  buzz  for 
a  TV  staple,  and  other  network  executives 
will  be  watching  closely.  Rival  networks 
are  trying  to  get  kids  to  watch  old  daytime 
melodramas  such  as  General  Hospital  and 
Days  of  Our  Lives,  shows  their  mothers  or 
grandmothers  might  have  watched. 

Few  genres  have  demonstrated  more 
staying  power  than  the  soap  opera.  More 
than  half  a  century  after  first  airing  along- 
side the  detergent  commercials  that  gave 


them  their  name,  soaps  still  captivate 
millions  of  mostly  women  fans.  No  matter 
how  preposterous  the  dialogue  or  cheesy 
the  plot  lines,  soaps  have,  in  modern 
parlance,  a  "stickiness"  that  many  prime- 
time  dramas  can  only  hope  to  achieve. 

Characters  like  newspaper  publisher 
Victoria  Lord  Davidson  of  One  Life  to 
Live  (who  made  her  debut  on  the  show 
in  1968)  have  been  on  the  tube  for 
so  long  that  they  can  seem 
k    like  old  friends.   "I  feel 
I    really   know   them," 
says  Antonella  Cahill, 
a   40-year-old    Phila- 
delphia secretary  and 
soap  fan  who  named 
one   daughter   after 
the   scheming   Nik- 
ki  Newman  of  The 

LA.  DIARIES 

CBS  streams 
the  drama  on  its 
innertube.com 
Web  site 
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Young  &  the  Restless  and  the  other  after 
General  Hospital's  Tiffany  Hill  (who  mar-  ; 
ried  and  left  beloved  Port  Charles  years  « 
ago).  Even  better,  as  far  as  soap  fans  are 
concerned,  the  networks  don't  stint  on 
new  episodes;  last  year,  ABC  rolled  out 
251  new  General  Hospital  episodes  vs.  23 
new  Desperate  Housewives  shows. 

But  even  as  the  shows'  stars  age  grace- 
fully (cue  makeup,  soft  focus,  and  cosmetic 
surgery),  there  is  no  hiding  the  graying  of 
their  fans.  There  are  new  plot  devices  and 
characters— a  teen  girl's  right  to  choose,  for 
one— calculated  to  appeal  to  young  women. 
Even  so,  most  soap  devotees  are  well  over 
50.  Meanwhile,  over  the  past  decade,  view- 
ership  has  fallen  35%,  to  30  million  viewers 
a  day.  Hence  the  networks'  eagerness  to  re- 
imagine  the  soaps  for  a  new  generation. 

It  goes  without  saying  that  the  Wet 
is  where  the  action  is,  but  so  far  the  net- 
works haven't  been  able  to  win  the  digita 
rights  to  put  them  on  their  own  sites 
Until  ABC,  NBC,  and  CBS  hammer  out  i 
deal  with  the  production  companies  tha 
make  the  soaps,  few  will  be  available  t( 
download  or  stream.  There's  plenty  o 
upside  in  getting  the  deals  done.  Medi: 
consultant  Tom  Wolzien  figures  then 
are  more  than  20  million  women  in  th 
workplace  with  broadband  access.  S«i 
streaming  shows  live  to  computers  coul< 
double  the  potentia 
audience  for  soaps 
If  you  got  just  5%  c 
those  working  worn 
en  to  watch,  Wolzie 
calculates,  the  net 
works  could  reap  an  extra  $230  millio 
a  year  in  advertising. 

In  the  meantime,  the  networks  are  tali 
ing  baby  steps  online.  SoapNet,  the  Wa 
Disney  Co.-owned  channel  that  show 
soaps  at  night  for  working  women,  spoi 
sors  online  soap  fantasy  leagues.  Pa- 
ticipants  rack  up  points  when  character 
they  have  picked  for  their  team  take  o 
their  shirts,  say,  or  switch  the  paternit 
test  results.  Still,  the  players  number  le; ' 
than  30,000.  The  channel  is  also  askir 
college  kids  to  create  their  own  soaj 
and  put  them  to  the  vote  at  soapnet.cor 
Even  CBS's  Guiding  Light  is  getting 
on  the  act,  podcasting  the  show,  whi< 
began  life  on  radio  in  1937. 

If  the  soap  opera  is  to  be  around  f 
another  half-century,  the  networks  w 
have  to  make  converts  of  a  generate 
with  a  thousand  more  entertainme 
choices  than  their  grandmothers.  "T! 
constant,"  says  Barbara  Bloom,  seni 
vice-president  for  daytime  programmii  te 
at  CBS,  "is  making  viewers  always  ft  [Ugs. 
emotionally  involved  in  the  story." 


AVID  FAN  Cahill 
named  both  her 
daughters  for 
soap  characters 
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:iTech  Developments  to  Watch 
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I  INNOVATIONS 


Of  neural  sound 
waves  and  raging 
hormones 

»Every  day,  millions  of 

people  undergo  medical 
procedures  requiring 
anesthesia.  Yet  the 
mechanism  that  produces 
this  somnolent  state 
is  unknown.  Physicists 
Thomas  Heimburg  and 
H  Andrew  Jackson  at  the 
University  of  Copenhagen 
have  presented  evidence 
for  a  radical  explanation: 
sound  waves.  Their  research, 
a  if  correct,  challenges  the 
t  conventional  wisdom  that 
o  nerves  are  switched  on  or 
lii  off  by  electrical  currents. 
3i  "The  information  that  is 


encoded  in  the  nerve  pulse 
a)  comes  from  electrical  energy, 
la  but  the  way  it  is  carried, 
%  we  believe,  is  by  pressure 
ioi  waves  such  as  sound,"  says 
Pajjackson. 

^Here's  another  neural 

snigma:  the  cause  of 
up/iolent  mood  swings  among 
le;eenagers.  Researchers  at 
.ijjSUNY  Downstate  Medical 
enter  propose  in  Nature 
Meuroscience  that  a 

hormone  called  THP,  which 

iiciormally  has  a  tranquilizing 

jffect,  reverses  its  role  in 

jjdolescence  and  triggers 
«  anxiety.  The  hormone 

[interacts  with  a  brain 

receptor  called  GABA-A, 

Hvhich  is  associated  with 
:Iui  elaxed  states  and  is  the 
garget  of  many  sedative 

feirugs.  -Kerry  Capell 
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MATERIALS  SCIENCE 

MORE THAN JUST 
A  PRETTY  CARAPACE 


DESIGNERS  of  sensors  and 
other  electronic  parts  have 
found  a  rich  source  of 
inspiration:  microscopic  sea 
creatures  called  diatoms. 
Scientists  say  there  may  be 
100,000  different  species  of 
these  tiny  plankton,  which 
are  encased  in  intricate 
silicon-dioxide  shells.  The 
profusion  of  shapes  drew 
the  attention  of  Kenneth 
H.  Sandhage,  professor  of 
materials  science  at  Georgia 
Institute  of  Technology,  who 


has  already  used  one  diatom 
as  the  basis  for  a  new  class 
of  gas  sensor  to  detect  the 
pollutant  nitric  oxide. 
Diatoms  have  many 
attractive  traits  beyond 
their  innate  beauty.  The 
shells  are  porous  and  have 
a  lot  of  surface  area,  and 
can  be  converted  to  silicon, 
the  base  material  for  most 
semiconductors.  Best  of  all, 
diatoms  self-assemble,  so  if 
you  find  or  breed  a  shape  you 
like,  nature  can  do  the  rest. 


MEDICINE 

TRIMMING 
AWAY 
SICK  CELLS 

GASTRIC  REFLUX,  caused  by 
stomach  acid  backing  up 
into  the  esophagus,  afflicts 
millions  of  adults.  About  10% 
of  chronic  sufferers  go  on  to 
develop  Barrett's  esophagus, 
a  condition  that  can  turn  into 
esophageal  cancer,  which 
killed  14,000  in  the  U.S.  last 
year.  To  avoid  that,  doctors 
sometimes  have  to  burn  away 
tissue  with  lasers  or  remove 
part  of  the  esophagus. 


BARRX  Medical,  a  private 
company  in  Sunnyvale, 
Calif.,  has  a  better  way  to 
remove  diseased  cells.  Its 
HALO90  system  consists 
of  a  tiny  electrode  attached 
to  the  tip  of  an  endoscope, 
which  allows  the  doctor 
to  focus  heat  precisely  on 
the  diseased  tissue.  On  the 
market  since  last  year,  the 
device  is  racking  up  positive 
clinical  data,  some  of  which 
will  be  released  in  May.  It 
shows  a  98%  cure  rate  after 
3  years,  according  to  BARRX. 
The  procedure  takes  less  than 
26  minutes  to  perform  on  an 
outpatient  basis. 

-Catherine  Arnst 


MEDICAL 
TECHNOLOGY 

WHEN  STENTS 
DON'T  MAKE 
SENSE 

STENTS  USED  TO  prop  open 
arteries  are  known  to  cause 
blood  clots  and  heart  attacks 
in  some  patients.  There 
are  other  problems:  They 
are  often  misplaced  in  the 
blood  vessel.  And  because 
doctors  lack  the  means  to 
examine  plaque  on  the  walls 
of  arteries,  they  end  up  using 
stents  on  patients  who  might 
not  need  them.  What's  more, 
standard  angiograms  peer 
into  arteries  from  the  outside, 
so  all  blood  vessels  narrowed 
by  plaque  look  pretty  much 
the  same.  As  a  result,  doctors 
simply  insert  stents  at  the 
narrow  points. 

Volcano,  a  medical- 
device  maker,  tackles  these 
problems  with  a  tiny  catheter 
that  has  64  ultrasound 
transducers.  The  devices 
bounces  sound  waves  off 
the  artery  walls  from  within, 
showing  details  angiograms 
don't  reveal.  This  system 


can  distinguish  among  eight 
different  kinds  of  plaque, 
only  some  of  which  are  likely 
to  rupture  and  cause  heart 
attacks. 

Volcano  is  also  able  to 
measure  pressure  differences 
in  the  vessel,  showing  how 
much  a  particular  narrowing 
is  affecting  blood  flow.  If  both 
of  those  technologies  were 
widely  used,  the  company 
contends,  doctors  would  stint 
on  stents.  -John  Carey 
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Entrepreneurs  Home  Front 


Flying 
Back 

To  Life 

A  reservist's  tour  of 
duty  left  his  chopper 
business  on  the  brink 


BY  JEREMY  D.  QUITTNER 

JEFFREY  LINSCOTT,  44, 
a  helicopter  pilot  with  22 
years  of  military  service,  is 
renowned  for  his  ability  to 
fry  over  tricky  terrain.  Mi- 
chael Jackson,  director  of 
the  Plate  Boundary  Ob- 
servatory, relies  on  Linscott's  Portland 
(Ore.)  company,  JL  Aviation,  to  lower  and 
retrieve  sensitive  instruments  near  Mt. 
St.  Helens.  Linscott  "has  one  of  the  best 
feels  for  air  flow  over  mountains  I  have 
ever  seen,"  says  Jackson.  "He  is  a  bit  of  a 
Zen  master." 

But  for  Linscott,  salvaging  his  busi- 
ness after  his  most  recent  tour  of  duty 
with  the  U.S.  Air  Force  Reserves  has  been 
anything  but  easy.  When  he  was  called 
up  in  2002  his  helicopter  service  had 
eight  employees  and  $770,000  in  rev- 
enues. Then  Linscott  spent  eight  months 
stationed  in  Gulfport,  Miss.,  where  he 
lost  even  once-a-day  contact  with  his 


employees,  never  mind  his 


B  U  S  I  N  E 


clients  and  vendors.  He  re 
turned  to  a  business  close 
to  ruin.  His  employees  had  JMt  ( 
quit,  he  was  down  to  one 
helicopter  from  three,  and  eight  months' 
revenues  amounted  to  only  $35,000.  Yet 
he  still  owed  $40,000  a  month  to  credi- 
tors. Meanwhile,  his  wife  had  left  him. 
Says  Linscott:  "I  was  destroyed." 

About  55,000  reservists  and  National 
Guard  are  self-employed,  and  about  twice 
as  many  work  for  small  companies,  ac- 
cording to  a  May,  2005,  Congressional 
Budget  Office  report.  And,  like  Linscott's, 
their  deployments  give  rise  to  a  host  of 
troubles,  from  the  loss  of  revenues  to 
permanent  shutdowns.  "No  one  is  there 


to  help  [soldier-entrepreneurs]  figure  out 
how  to  maintain  their  business  when  they 
are  gone,"  says  Paul  Rieckhoff,  executive 
director  of  Iraq  &  Afghanistan  Veterans  of 
America,  a  New  York  lobbying  group.  Scott 
Denniston,  director  of  the  Office  of  Small 
and  Disadvantaged  Business  Utilization 
and  the  Center  for  Veterans  Enterprise  for 
the  Veterans  Affairs  Dept.,  says  that  while 
some  services  are  available,  most  National 
Guard  members  and  reservists  don't  know 
about  them.  He  says  the  Small  Business 
Administration  is  working  with  the  De- 
fense Dept.  to  get  information  to  soldiers 
before  they  are  deployed,  not  after. 

Linscott  could  have  used  it.  A  Black 

Hawk  pilot,  he  completed  about  60  tours 

c  c  W  r  c  u     ofduty>  including  combat  in 

the  Gulf  War.  After  working 

for  another  aviation  sendee, 

he  started  his  own.  His  first 

clients  were  local  sheriffs' 

offices  that  wanted  to  fly  reconnaissance 

to  stamp  out  marijuana  growers. 

Unlike  employees  of  larger  compa- 
nies, Linscott  had  few  choices,  and  no 
safety  net,  when  it  came  to  his  absence. 
"You  can't  be  the  president  of  a  helicop- 
ter service  and  be  on  active  duty  simul- 
taneously," says  Linscott.  "I  can't  run  JL 
Aviation  from  afar."  He  asked  another 
pilot  and  his  director  of  aircraft  mainte- 
nance to  run  the  business.  But  the  com- 
pany became  embroiled  in  a  costly  legal 
fight  over  a  turbine,  grounding  one  heli- 


copter. (A  judge  later  ruled  in  Linscottl 
favor.)  A  second  leased  craft  had  to  11 
returned  because  Linscott  wasn't  the  I 
to  fry  it.  "We  did  not  have  the  capacij 
for  new  customers,"  Linscott  says. 

While  still  on  base,  Linscott  saw  a  spj 
on  CNN  about  the  SBA's  Military  Reservl 
Economic  Injury  Disaster  Loans.  Linsccl 
was  told  to  apply  through  a  disaster  recc  I 
ery  center  in  San  Diego,  which  requirJ 
bank  statements,  tax  returns,  and  writt' 
statements  from  accountants  and  creel 
tors— things  Linscott  could  not  gathl 
from  Mississippi.  Back  in  Portland,  in  t| 
summer  of  2003,  a  counselor  with  t| 
Service  Corps  of  Retired  Executives  help  I 
Linscott  assemble  a  new  business  plf 
and  loan  documentation.  It  took  sixtel 
months  for  Linscott  to  receive  $472,00C  J 

Rebuilding  began  with  the  purchaj 
of  a  new  turbine.  Linscott's  stable 
regular  customers  was  down  to  4 1 
from  2,000,  so  he  worked  the  phones  | 
bring  in  jobs.  He  also  chased  more  co 
mercial  work,  flying  photographers  w 
need  aerial  views  of  natural  wond(| 
such  as  the  Columbia  River  Gorge,  a 
catering  to  guys  who  want  to  propc 
to  their  girlfriends  thousands  of  feet  i 
Revenues  are  climbing,  and  Linscc 
now  retired  from  the  Reserves,  hot 
soon  to  have  a  third  helicopter  and 
increase  staff  from  four  to  eight.  Si 
Linscott:  "Three  years  later,  we  hjj 
almost  recovered."  ■ 
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Your  future  customers  in  Beijing  are  closer  than  you  think. 

I  FedEx  has  all  the  tools  you  need  to  make  international  shipping  easy.  FedEx  Express 
iships  to  more  than  220  countries  and  territories  worldwide,  including  over  200 
icities  in  China.  And  whatever  your  shipping  needs  are,  FedEx  has  a  solution  that 
'lets  you  focus  on  the  things  that  really  matter  —  like  growing  your  business.  For 
jmore  information,  go  to  fedex.com.  Relax,  it's  FedEx.® 
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Feedback  I  The  WelchWay 

Unions:  .The 
Great  Divide 

Our  columnists  raised  an  issue  of  urgency  to 
business— and  set  off  a  spirited  debate 

ON  MAR.  1,  THE  HOUSE  PASSED  the  Employee  Free  Choice  Act,  a  bill  that 
would  change  the  rules  of  labor  elections  by  replacing  the  secret  ballot 
with  "card  check,"  a  system  allowing  for  union  certification  if  a  majority 
of  workers  simply  signs  up.  In  their  Mar.  12  WelchWay  column,  "The 
unemployment  act,"  Jack  and  Suzy  Welch  noted  that  the  bill  had  been 
flying  under  the  public  radar  and  blasted  it  as  an  insidious  threat  to  U.S. 
competitiveness.  That  set  off  a  deluge  of  letters  and  e-mails.  On  at  least  one 
point,  the  Welches  were  unassailably  correct:  Many  readers  were  unaware 
of  the  bill  and  thanked  Jack  and  Suzy  for  bringing  it  to  their  attention. 


»  Sorry,  Jack  and  Suzy,  but  your  anti- 
union mindset  hasn't  moved  much  past 
1912.  Unless  you  have  been  living  in  a 
cave  (or  the  penthouse  suite),  employers 
introduced  "intimidation,"  as  you  fear 
unions  will,  long  ago. 

As  for  the  bloated  economy  of  the 
1970s  and  1980s  being  the  fault  of 
labor,  that  was  as  much  a  collapse 
in  managerial  leadership  as  well  as 
the  work  ethic.  Remember,  it  was  the 
design  engineering  committee  that 
gave  us  the  fabulous  Vega,  Pinto,  and 
Maverick— not  the  American  union 
worker. 

Need  more  reassurance  that  unions 
won't  kill  our  economy?  Look  at 
Southwest  and  Delta  Air  Lines.  One 
is  a  robust  business,  the  other  is  in 
bankruptcy.  Guess  which  company  is 
heavily  unionized  and  which  is  not? 

Steve  Filson 
Danville,  Calif. 


Obama  Edwards  (our  tripartite  future 
President)  has  vowed  to  pass  it. 

Peter  A.  List 

Founder  &  CEO 

KultureLLC 

Fairfield,  N.J. 


»  As  a  former  union  activist  who 
has  been  helping  companies  fight  off 
unionization  attempts,  I  have  been 
attempting  to  draw  attention  for  nearly 
two  years  to  the  devastating  impact  that 
the  EFCA  will  have  on  U.S.  companies 
and  their  workers.  Unfortunately, 
business  has  been  late  on  this  one 
and  still  seems  to  be  missing  the  boat. 
Although  President  Bush  has  vowed  a 
veto,  a  congressman  I  met  with  recendy 
stated  matter  of  factly  that  the  EFCA  is 
not  going  to  go  away.  In  fact,  Hillary 
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» In  an  era  when.manufacturers,  trying 
to  meet  the  ever-lower  price  demands 
of  Wal-Mart  and  other  big-box  stores, 
jettison  their  entire  workforce  and 
move  production  overseas,  if  s  patently 
nonsensical  to  blame  unions  for  the 
collapse  of  U.S.  industry.  American 
businesses  plot  their  own  downturn 
when  they  sacrifice  their  workers:  By 
cutting  off  employees  from  a  source  of 
steady  income,  they  amputate  their  own 
consumers'  buying  power.  That,  in  turn, 
leads  to  demand  for  even  lower  prices 
(from  the  now  unemployed  workers),  and 
the  business  declines  even  more. 

If  corporations  truly  perceived  their 
workforce  as  the  corporation— as  the 
assets  that  allow  it  to  invest  in  itself  and 
continue  to  prosper— the  resurgence 
of  unionism  wouldn't  be  occurring.  Yet 
because  the  execs  in  those  corporations 


spresi 
kecui 


look  at  workers  as  costs,  they  consider 
them  expendable.  The  Welches  would 
have  corporations  treat  workers  like 
livestock,  thinning  the  herd  whenever 
weather  turns  bad.  If  senior  executives 
think  the  only  way  to  make  companies 
more  efficient  and  more  productive  is 
with  layoffs,  automation,  and  offshoring. 
it's  time  to  send  those  perk-addicted  self- 
preservationists  back  to  B-school. 

Peter  Altschm 
Santa  Monica,  Cat'  * 
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» I  enjoyed  "The  unemployment  act" 
and  agree  with  you  on  the  danger  to 
competitiveness.  I  also  agree  that  the 
secret  ballot  is  a  critical  component  of  f|  ^a 
democracy  as  it  mitigates  the  probabil 
of  retribution.  I  have  always  wondered!  ^an 
why  the  secret  ballot  was  not  applied  t 
shareholder  votes.  I  would  be  interests 
in  your  thoughts  on  why  the  secret 
ballot  should  not  extend  to  proxy  votir 
Scott  Newqu 
West  Palm  Beach,  F '  fy'Jac 

»  For  a  response  to  the  Welches' 
central  contention  that  raising  union 


Pretty  soon,  if  enough  business  leaders 
and  legislators  don't  stand  up,  it  may 
well  be:  Hello  again,  unions.  So  long, 
American  competitiveness 

—from  "The  unemployment ai 


pasi ; 


•yondtli 


presentation  in  this  country  from 
le  current  basement  levels  will  cause 
lass  unemployment,  BusinessWeek 
eaders  need  only  look  north.  Card- 
heck  representation  exists  nationally 
l  Canada,  where  the  soup  lines  are  not 
xacdy  overflowing. 

Chris  Kutalik 
Detroit 


,1 '  I  strongly  agree  with  you,  but  I  believe 

■jj  ur  future  is  dependent  on  the  "core" 
f  each  individual  American.  And  we 
ave  seen  this  core  degrade  on  all  levels, 
rom  the  employee  to  the  manager  to 
ie  owner,  we  have  seen  more  and  more 
reed  and  selfishness.  The  proverbial 

,jj|what  is  in  it  for  me"  scenario.  Once 
e  abandon  this  mindset,  there  will  be 
revitalizing  of  America.  But  we  may 

jJave  to  take  a  little  bit  of  a  beating  first. 

Joel  Watson 
Fort  Worth 

Hey  Jack,  we've  got  you  scheduled  to 
H  in  sewing  machine  #13  when  you  get  to 
ell.  By  the  way,  that's  in  a  nonunion  shop. 
Ron  Ritsema 
Allegan,  Mich. 


Take  a  look  at  all  the 
shuttered  factories  [of  the 
Lehigh  Valley].  Steel— like 
coal,  autos,  and  so  many 
other  industries  in  the 
global  economy— paid 
the  inevitable  price  of 
unionization  run  amok 
— from  "The  imen^Ioymentact>> 


our  productivity  has  skyrocketed  as 
we  found  continuously  better  ways 
to  do  things,  vastly  increasing  the 
size  of  the  proverbial  pie.  The  pie  is 
indeed  very  dynamic.  Unfortunately, 
the  view  of  unions  is  that  the  size  of 
the  pie  is  fixed,  and  it  is  just  a  question 
about  how  to  divide  it  up.  If  unions 
had  had  their  way  200  years  ago,  the 
vast  majority  of  us  would  probably 
still  be  living  in  what  today  would  be 
considered  squalor. 

Chris  Waldorf 
Redmond,  Wash. 


Ultimately,  the  wealth  of  a  society  is 
etermined  by  its  productivity.  Over 
ie  past  200  years  much  of  humanity 
is  experienced  increases  in  our 
andard  of  living  and  wealth  well 
;yond  the  wildest  dreams  of  what 
jl/en  kings  could  imagine.  The  reason: 


»  The  Welches  should  be  worried  about 
efforts  to  make  unionization  easier.  The 
economy  that  so  richly  rewards  them 
and  a  few  others  is  one  in  which  unions 
are  much  less  of  a  force.  The  rest  of  us, 
however,  need  to  remain  concerned 
about  "the  twin  deficits,  low-cost  Chinese 
manufacturing,  and  intellectual  property 


piracy."  These  things,  not  labor  unions, 
threaten  our  middle-class  way  of  life. 

Richard  A.  Levins 

Professor  Emeritus  of  Applied  Economics 

University  of  Minnesota 

Minneapolis 


»  Thank  you  for  expressing  the  urgency 
for  business  owners  in  this  disastrous 
legislative  effort.  I  am  a  management- 
side  labor  attorney  who  has  been 
warning  employers  for  months  to  pay 
attention  and  speak  up. 

Seth  Borden 
New  York 


»  To  blame  the  demands  of  union 
workers  for  the  demise  of  some 
companies  is  a  shot  at  the  wrong  target. 
Was  it  union  demands  or  corporate  greed 
that  hurt  or  destroyed  the  likes  of  Enron, 
Worldcom,  Adelphia,  Tyco,  and  others? 
Were  they  union  workers  or  company 
executives  on  perp  parade  in  handcuffs? 

Fred  Mussel 
Emmaus,  Pa. 


»  Thank  you  Mr.  Welch  for  the  heads-up 
on  this  major  proposed  legislation.  Its 
potential  impact  is  enormous,  yet  this 
is  the  first  I  (and  I'm  sure  many  others) 
have  heard  of  it.  There  should  be  open 
congressional  hearings  on  this  matter, 
with  competent  experts  testifying. 

Paul  D.Johnson 
Bethesda,  Md. 


»  One  problem  with  the  Welches' 
Lehigh  Valley  example  is  that  the 
decline  of  the  American  steel  industry 
had  more  to  do  with  cheap  imports 
(and  a  strong  dollar)  than  with  the 
unions  or  the  age  of  the  plants.  And 
steelmakers'  wages  are  less  important 
than  the  Welches  might  like  to  think. 
(The  U.S.  still  imports  more  steel  from 
the  European  Union  than  from  China, 
for  example.)  Another  problem  is  their 
assertion  that  the  current  election 
system  works  well.  Alas,  companies 
intimidate  pro-union  employees  with 
ruthless  abandon. 

I  would  shrug  off  the  wrong- 
headedness  of  this  column  if  Mr. 
Welch  did  not  have  the  stature  in  the 
business  world  that  he  does.  Surely  he 
remembers  that  when  he  was  running 
General  Electric,  there  were  hundreds 
of  thousands  of  unionized  workers.  Was 
GE  hobbled  by  its  union  employees? 
Were  they  all  freeloaders,  demanding 
"two  people  for  every  job"?  I  think  not. 
Tim  Francis-Wright 
Medford,  Mass. 
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ExecutiveLife  I  Working  Out  With 


Fitness  as  a 
Balance  Sheet 

Cycling  is  a  challenge— and  a  stress  reliever— for 
ex-hedge  fund  star  Tiger  Williams.  BY  ADAM  ASTON 


DAVID  "TIGER"  WILLIAMS  is  practically  upside  down, 
legs  curled  overhead,  working  out  the  kinks  in  his 
back  before  a  hilly  late-winter  ride  with  his  buddy 
George  Hincapie.  Even  from  this  inglorious,  if  im- 
pressively limber,  position,  Williams  is  talking  a 
mile  a  minute.  5  He's  razzing  George  about  being  fat. 
Famous  for  assisting  Lance  Armstrong  rack  up  seven 
Tour  de  France  victories,  Hincapie,  34,  is  now  the  Discovery  Channel 
Pro  Cycling  Team's  most  decorated  U.S.  rider  and  is  at  the  peak  of  his 
own  career.  At  6  ft.  3  in.  and  160  lb.,  Hincapie  is  hardly  overweight.  He 
has  endless  legs  and  a  rail-thin  torso,  the  quintessential  cyclist5 s  phy- 
sique. !!  Williams,  who  just  turned  45,  does  not.  His  frame  is  stockier, 
better  suited  for  the  hockey  rinks  he  grew  up  playing  on  than  any  bike 


race.  (Williams  got  his  nickname  as 
a  teen,  when  friends  dubbed  him 
Tiger  after  David  James  "Tiger"  , 
Williams,  the  NHL's  most  pe- 
nalized player  ever.)  Yet  while 
maybe  not  a  natural  for  cycling, 
Williams  has  taken  to  it  with  gusto. 
He  trains  intensely,  and  when  racing  he 
is  often  among  the  top  finishers  in  his 
age  category.  Williams'  commitment  ex- 
tends off-road,  too.  Along  with  Lance 
Armstrong  and  technology  investment 
banker  Thomas  Weisel,  he's  one  of  15 
co-owners  of  Team  Discovery's  parent, 
Tailwind  Sports,  and  a  top  fund-raiser 
for  Livestrong.org,  Armstrong's  cancer 
research  foundation.  "I've  made  some  of 
my  dearest  friends  and  business  associ- 
ates through  cycling,"  he  says. 

When  not  in  spandex,  Williams  is  bet- 
ter known  as  the  founder  of  Williams 
Trading  and  former  head  of  U.S.  eq- 
uity trading  at  Tiger  Management, 
Julian  Robertson's  trailblazing  hedge 
fund.  With  a  staff  full  of  ex-collegiate 

74  I  BusinessWeek  I  April  2.  2007 


and  pro  athletes,  Williams'  firm  pro- 
vides white-glove  trading  services 
to  hedge  funds,  family  trusts,  and 
other  well-connected  investors. 

The    business    demands    long 
hours  and  frequent  travel.  Cycling 

is  his  antidote  to  the  physical  and 
mental  stresses  that  entails.  Year-round, 
he  maintains  a  15-hour-a-week  riding 
habit,  racking  up  some  10,000  miles  a 
year.  At  up  to  1,000  calories  per  hour, 
the  benefits  are  clear:  "Fitness  is  like  a 
balance  sheet,"  he  says.  "Ifs  calories  in 
minus  calories  out.  The  more  you  ride, 
the  more  you  can  eat." 

Williams  caught  the  cycling  bug  at  27 
after  knee  surgery  to  correct  a  skiing  in- 
jury. Ke  was  surprised  to  find  that  cycling 
offered  the  intensity  he  craved,  with  fewer 
aches  and  pains.  In  the  ever-changing  dy- 
namics of  the  peloton— the  main  pack  of 
riders  in  a  race— he  discovered  that  cycling 
poses  endless  tactical  challenges  along 
with  adrenaline  galore.  "I  enjoy  it— espe- 
cially racing— more  as  an  intellectual  ac- 


Stretch  Out 
Your  Ride 

Do  each  stretch  three  times  or 
more  before  and  after  the  ride, 
holding  the  position  for  a  count 
of  30.  If  anything  hurts,  back  off. 


Oback 

Lying  on  top  of  a 
hard  foam  roller, 
slide  up  and  down 
so  the  roller  moves 
along  your  spine. 
Focus  on  areas 
that  feel  tight. 

©LOWER  BACK 

Lying  on  your  back, 
fully  extend  one 
leg,  then  pull  the 
opposite  knee  up 
tightly  into  your 
chest.  Reverse  legs 
and  repeat  a  few 
times  before  pulling 
both  legs  up  to  the 
chest  and  holding. 

0  HIPS 

Still  on  your  back, 
bend  one  knee  and 
rotate  it  across  your 
torso  so  your  body 
twists.  Repeat  with 
the  other  knee. 

O UPPER BACK 

Lying  flat  with 
legs  together  and 
straight  out,  raise 
them  over  your 
head  with  feet 
behind  you.  The 
goal  is  to  get  your 
knees  to  touch  the 
floor  just  above 
'loulder 


©  HAMSTRIN4 

Sitting  with  oc 
leg  straight,  t 
other  bent  sc 
knee  is  flat  oi- 
ground  and  tit 
foot  is  flush  v.  «< 
the  opposite; 
thigh,  lean ' 
and  reach 
toes.  Reve 
sides  and  ■ 


O  PELVIS 

Sitting  up  w ' 
a  straight  b 
spread  your 
into  a  "V."  Lt 
forward,  low 
head  and  ch 
the  floor.  Wil 
straight  out. 
rock  forward: 
backward  sec 
feel  the  stretl, 
your  back,  h 
and  hamstri 


©  QUADS 

Standing  up 
grab  your  rij 
ankle  withy 
right  hand 
behind  you. 
Gently  pullir 
up  and  into 
your  thigh,  \ 
forward  fror 
pelvis  to  str 
"  e  quads.  F 


tivity  than  a  raw  physical  effort,"  he  says. 
Cycling's  mellower  side  has  its  ap- 
peal, too.  In  recent  years,  Williams  has 
entertained  clients  at  the  Amgen  Tour 
of  California.  And  he  has  ridden  Tour  de 
France  routes  with  his  girlfriend,  Caro- 
line Hildreth.  "You  can  climb  from  lush 
green  farmlands  up  to  the  moonscape 
pinnacles  of  Alpine  peaks,"  he  says,  be- 
fore watching  Hincapie  and  teammates 
race  the  same  route  the  following  day. 

LIFELONG  PURSUIT 

CYCLISTS  DO  RISK  injury,  of  course,  even 
if  riding  avoids  the  pounding  of  running 
and  the  hard  hits  of  contact  sports.  Re- 
petitive motion  injuries,  which  can  occur 
when  muscles  and  tendons  grow  tight 
and  inflexible  from  overuse,  can  strike  a 
cyclist  in  the  knees,  hamstrings,  or  back 
To  avoid  these,  and  manage  old  sports  in- 
juries to  his  back  and  knee,  Williams  aims 
to  stay  limber. 

He  recommends  15  minutes  of  stretch- 
ing before  and  after  a  ride.  To  counteract 
the  effects  of  being  hunched  over  while 
pedaling,  Williams  focuses  on  his  back, 
starting  with  a  foam  roller  and  a  number 
of  spine-bending  moves.  Then  he  does 
floor-based  stretches  to  open  up  his  hips, 
pelvis,  quads,  and  hamstrings  (table). 

Following  their  heart-hammering  ride, 

Williams  is  back  in  Hincapie's  kitchen  in 

Greenville,  S.C.,  nibbling  on  rice  crackers 

and  guzzling  Diet  Cokes.  With  a  nod  to 

Ricardo  Hincapie,  George's  62-year-old 

dad— an  ex-racer  who  spun 

comfortably    through    the 

morning's     ride— Williams 

points  out  that  few  other 

aerobic  sports  can  be  done 

as  intensely  into  old  age. 

It's  America's  youth, 
though,  that  worry  him. 
Working  with  cycling  de- 
votee Robin  Williams  and 
Wal-Mart  Stores  Chair- 
man Rob  Walton,  Tiger 
raises  money  for  USA  Cy- 
cling to  help  groom  future 
pros  and  Olympians.  He 
would  like  to  set  up  train- 
ing and  racing  programs 
for  kids.  "We're  racing  an 
epidemic  of  childhood  dia- 
betes and  obesity,"  he  notes. 
"What  better  way  to  reverse 
this  tide  and  discover  the 
next  Armstrong?"  ■ 


BusinessWeek  .coin 


ONLINE:  To  see  a  slide  show  of 
Tiger  Williams'  workout,  go  to 
www.businessweek.com/extras. 
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BY  JONATHAN  SCHWARTZ 


A  Passion  for 
The  Standards 
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^f  THE  AUDIENCE  at  the  Algonquin  Hotels  Oak  Room,  one  of  New 
York's  premier  cabarets,  falls  to  silence  when  Maude  Maggart 
w  starts  to  sing  from  the  Great  American  Songbook.  She  becomes 
the  words  and  respects  the  melody  to  the  note.  Richard  Rodgers, 
Jerome  Kern,  Jimmy  Van  Heusen,  and  many  of  the  other  iconic  composers 
who  created  these  melodies  would  be  proud.  She  is,  note  for  note,  a  faithfufim 
messenger  of  the  great  stuff.  JMaggart's  real  name  is  Amber,  but  she  cho; 


Hi' 


icl 


Maude  for  the  alliteration  and  because 
it's  a  name  that  evokes  the  era  in  which 
many  of  the  songs  she  sings  were  writ- 
ten. At  32,  she  still  looks  like  a  girl.  But 
the  woman  emerges  on  stage  when  she 
sings  and,  to  a  degree,  when  she  speaks. 
For  Maude  Maggart,  the  songs  are  life  it- 
self, the  reason  for  being  alive,  for  falling 
in  love,  for  risking  everything  with  a  man 
who  has  touched  her  heart. 

Believe  me,  she  has  done  her  home- 
work. She  has  learned  by  re- 
search and  discipline  and  by 
channeling  the  wisdom  of  her 
guides,  singers  Andrea  Marco- 
vicci  and  Michael  Feinstein. 

Maggart  has  recorded  four 
wonderful  albums,  but  she  is 
someone  you  must  see  perform 
in  person.  Her  physical  beauty, 
her  brave  presence,  looking  so 
vulnerable  in  front  of  the  audi- 
ence, is  not  captured  on  CDs. 
Her  ethereal  and  frequently 
agonizing  vibrato  can  be  re- 
ceived by  some  as  irritating  on 
a  disk,  but  for  me  the  beauty 
of  her  singing  overcomes  the 
difficulties. 

The  songs  she  chooses  are 
crafted  with  intelligence  and  tal- 
ent. No  false  rhymes,  like  home 
and  alone.  Instead:  "You  are  the 
promised  lass  of  springtime,  that 
makes  the  lonely  winter  seem 
long/You  are  the  breathless 
hush  of  evening,  that  trembles 
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on  the  brink  of  a  lovely  song." 

That,  by  Oscar  Hammerstein 

for  a  melody  by  Jerome  Kern, 

is  sung  on  the  new  Live  album, 

which  is  drawn  from  performances  at  the 

Oak  Room  and  the  Gardenia,  a  cabaret 

venue  in  West  Hollywood. 

You  should  know  something  else 
about  Maggart:  Her  sister,  three  years 
younger,  is  Fiona  Apple,  a  contem- 
porary singer/songwriter  whose  meta- 


MAUDE MAGGART 
Live 

SMAX  PRODUCTIONS 


phor-filled  songs  have  read  point 
a  larger  audience  than  M 
gait's.    "She    is    my    closjil 
friend,"  Maude  told  me.  ":  ■ 

is  my  truest  confidante." 

The  truest  confidante,  in  her  own  son  ' 

speaks  clearly,  if  often  startlingly,  of  i ;;;; 

sexual  freedom.  Maude  embraces  the  s^  ,; 

attitude  but  acknowledges  that  the  vdtyt 

in  the  American  Songbook  often  pis 


05Ju 


women  in  submissive  roles,  roles  that 
rejects.  Still,  she  sings  those  songs  pass 
ately,  with  abandon,  and  dresses  prov 
tively  to  underscore  her  statement. 

Two  sisters,  venturing  forth  with 
tirely  different  musical  aspirations.  I 
unusual  and  interesting.  Amber,  as  si 
called  by  intimates,  will  carry  her  sc 
all  over  the  world.  No  nostalgist  (des 
her  stage  name),  Maggart  is  a  remark 
anomaly,  making  the  standards  seem  i  04^ 
they  were  written  yesterday.  Her  a  -j  points.  ~ 
ence  is  widening,  pleased  to  receive 
country's  great  musical  gift  to  the  wc  |  $$•  -. 
the  American  Songbook. 

Contemplate  the  words:  "My  ft  - 
valentine/Sweet  comic  valentine/  ;• 
make  me  smile  with  my  heart/Your  1  v. 
are    laughable,    unphotographabk  ^ 


you're  my  favorite  work  of  art." 
Rodgers.  Hart.  Maggart. 
Can  you  beat  it?  ■ 

Jonathan  Schwartz  hosts  High  Standard 
a  channel  on  XM  Satellite  Radio,  as  well  z 
weekend  shows  on  WNYC-FM,  a  New  Yorl 
public  radio  station. 
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Parker  on  Wine 


BY  ROBERT  PARKER 


Old  Aussie  Vines, 
New  Tricks 


THE  EARLY  1990s,  David  Powell  of  Torbreck  Vintners  discovered  many 
Id  and  neglected  vineyards  in  Australia's  Barossa  Valley.  While 
ley  yield  less  fruit  than  newer  ones,  the  old  vines  produce  more 
Dncentrated  flavors.  Powell  helped  growers  nurse  those  vineyards 
ack  to  health,  and  they  now  produce  shiraz  and  grenache  for  Torbreck 

ines.  Here  are  some  of  the  current  releases: 


Woodcutters  Shiraz 
ints.  Blackberry,  raspberry,  cherry, 
rice,  and  peppery  aromas  emanate  from 
ll-bodied,  opulent,  voluptuously  textured 

lasting  superb  purity,  length,  and 
,ity,  this  beauty  simply  delivers  more 
«4n  I  expected.  Woodcutters  radically  changes 
i  s's  opinion  of  what  can  be  purchased  for 
1 5  low  price.  It  should  drink  well  for  seven 
i  tight  years.  $20 

I 

t  05  Juveniles 

a  joints.  This  tank-fermented  and  aged 
4<d  of  grenache  (60%),  shiraz  (20%), 
taro  (20%)  is  made  from  40-  to  150- 
vines.  Provengal-like  notes  of  pepper, 
e,  sweet  cherries,  and  black  currants 
: <£p  from  the  glass.  With  superb  fruit  as 
a  las  purity  and  no  hard  edges,  it  can  be 
a  >yed  over  the  next  two  to  four  years.  $25 

a  04  The  Steading 

- 1  joints.  This  Chateauneuf-du-Pape-styled 
j*  ring  is  a  blend  (60%  grenache,  20% 
:« jrvedre,  and  20%  shiraz)  aged  for  22 

iths  in  old  wood.  Its  deep  plum/ruby  color  is 
r  iompanied  by  a  big,  rich  bouquet  of  resinous 
a«  forest  scents  interwoven  with  kirsch, 
clpberries,  pepper,  and  spice.  Full-bodied, 
USE,  heady,  complex,  and  nuanced,  it  should 

|k  well  for  7  to  10  years.  $35 

04  The  Struie 

)oints.  This  100%  old-vine  shiraz  is  an 
.•.■sic  bouquet  of  blackberries  and  other  sweet 
•fills.  It  is  a  full-bodied,  powerful,  rich  red  with 


great  purity  as  well  as  focus,  intensity,  and  a 
blockbuster  finish  that  lasts  nearly  a  minute. 
It  will  be  even  better  with  two  to  three  more 
years  of  aging  in  the  bottle  and  should  last 
for  two  decades.  $50 

2004  Descendant 

98  points.  This  oak-aged  blend  of  92% 

shiraz  and  8%  viognier  offers 
up  notes  of  blackberries, 
ink,  sweet  truffles,  and 
acacia  flowers.  There 
are  1,000  cases  of 
this  full-bodied,  intense, 
rich  blockbuster. 
A/     It  will  drink  well  for  10  to  15 
fffl      years.  $105 

*    2003  RunRig 

99  points.  The  grapes  for  the 
estate's  flagship  cuvee  come  from 
eight  separate  Barossa  vineyards 
that  range  from  94  to  158  years  old. 
This  sensational  inky,  purple-tinged 
shiraz  has  a  touch  of  viognier.  It  exhibits  a 
sweet  nose  of  blackberries,  blueberries, 
lychee  nuts,  smoked  meats,  and  a  hint  of 
apricots.  Elegant  yet  superpowerful,  rich, 
concentrated,  and  long,  it  is  a  tour  de  force 
in  winemaking  and  should  drink  well  for  20 
or  25  years.  $225  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 


K  rated  from  96-100  are  extraordinary;  90-95.  excellent;  80-89,  above  average  to  very  good.  For  more  Parser  picks,  go  to  businessweek.com/extras. 
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Winners  Come  in 
All  Shapes  and  Sizes 

Meet  the  champs  of  the  2007  Standard  &  Poor's/BusinessWeek  Excellence  ir 
Fund  Management  Awards.  BY  LAUREN  YOUNG  AND  AARON  PRESSMAN 
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THERE  ARE  MORE  THAN  6,000  mutual  funds,  but,  hey, 
how  many  can  you  name?  Chances  are  the  ones  you 
know  are  offered  by  giants  such  as  Fidelity,  T.  Rowe 
Price,  and  Vanguard.  J  The  biggies  have  some  fine 
funds,  but  excellence  is  not  a  matter  of  size.  Scores  of 
outstanding  funds  run  by  small  investment  manage- 
ment outfits  fly  below  the  radar.  Ever  heard  of  Keeley 
Small  Cap  Value?  What  about  Kinetics  Paradigm?  They're  both 
among  our  24  winners  of  this  year's  Standard  &  Poor's/ Business- 
Week Excellence  in  Fund  Management  Awards.  "Year  after  year  we 
unearth  these  tiny  gems,"  says  Phil  Edwards,  S&P's  managing  direc- 
tor of  funds  research.  (Standard  &  Poor's,  like  BusinessWeek,  is  a  unit 
of  The  McGraw-Hill  Companies.) 

To  find  our  winners,  we  start  with  the 
830  funds  rated  A  or  B+  in  their  catego- 
ries for  the  five  years  ending  on  Dec.  31, 
2006,  in  the  BusinessWeek  Mutual  Fund 
Scoreboard  (BW— Jan.  22).  Our  highest 
ratings  don't  necessarily  go  to  the  funds 
that  racked  up  the  biggest  numbers.  What 
counts  are  the  risk-adjusted  returns. 

To  be  considered  for  the  award,  a  fund 
must  have  assets  of  at  least  $100  million, 
a  manager  with  at  least  five  years'  ten- 
ure, and  a  minimum  investment  of  less 
than  $26,000.  It  should  also  be  open  to 
new  investors.  Once  a  fund  clears  those 
hurdles,  S&P  analysts  conduct  in-depth, 
face-to-face  interviews  with  managers  to 
quiz  them  on  investment  practices. 

In  the  four  years  since  we  started  these 
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awards,  our  Best  Managers  have  lived 
up  to  their  billing.  The  average  stock 
fund  finalist  beat  the  Standard  &  Poor's 
500-stock  index  by  5-6  percentage  points 
annually.  (That's  two  years  of  gang- 
buster  stock  fund  performance,  and  two 
years  when  our  stock  funds  were  within 
a  hair's  breadth  of  the  index.)  Among 
bonds,  our  finalists  handily  beat  the 
Lehman  Brothers  Aggregate  Bond  Index 
in  three  of  the  four  years. 

On  the  pages  that  follow  you'll  discover 
the  secrets  that  made  four  of  the  smaller 
fund  companies  successful  and  a  chart  of 
all  24  finalists.  For  more  information  on 
the  other  20,  plus  a  slide  show,  free  S&P 
reports,  and  updates  on  our  previous  win- 
ners, go  to  businessweek.com/extras. 
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EELEY  SMALL  CAP 
ALUEFUND 

!o  JOHN  KEELEY  JR.,  stockpicking 
more  than  a  job.  It's  an  obsession. 

'.  have  very  few  other  interests,  and 
don't  even  consider  it  work,"  says 

ie  66-year-old  manager  of  the  Keeley 
nail  Cap  Value  Fund.  "I  intend  to 
iss  on  to  my  eternal  reward  slumped 
'er  a  Quotron  terminal."  Thirty  years 
ter  starting  his  own  research  firm  and 
-  years  after  the  launch  of  his  mutual 
nd,  Keeley  remains  as  excited  as  ever 
>out  finding  overlooked  and  under- 

;>preciated  investments.  During  the 
ist  10  years  his  fund  has  outperformed 

|e  Standard  &  Poor's  500-stock  index 

I'  more  than  eight  percentage  points 

knually,  on  average. 

f  Marketing  isn't  Keeley's  forte,  how- 
er,  and  his  tiny  business  struggled 
obscurity,  despite  his  investment 
owess.  In  2002,  almost  10  years  after 
e  fund  opened,  it  had  grown  to  just 
>5  million  in  assets,  so  Keeley  de- 
led to  bring  in  one  of  his  sons  who'd 
Drked  in  marketing  at  a  brokerage 
m.  A  second  son,  also  with  marketing 
perience,  joined  in  2005.  The  young- 
Keeleys  started  spreading  the  news, 
d  made  an  extra  effort  to  attend  the 
lde  shows  that  cater  to  investment 
visers.  Now  the  fund  weighs  in  at 
■  billion. 


Keeley  gets  his  edge 
by  shopping  for  stocks  in 
the  inefficient  corners  of 
the  market,  particularly 
spin-offs,  restructurings, 
and  companies  emerging 
from  bankruptcy.  Wall 
Street  typically  doesn't 
follow  such  outfits  or  in- 
clude them  in  indexes.  So 
how  does  Keeley  uncover 
these  properties?  "They're 
pretty  much  in  the  newspaper,"  he  says. 
"But  no  one's  doing  a  lot  of  analysis  on 
them,  so  it's  just  a  question  of  how  hard 


JOHN  KEELEY  JR. 


could 
says. 


be 


you  want  to  work  on  your 
own." 

Look  at  Chapar- 
ral Steel,  spun  off  from 
concrete  company  Texas 
Industries  in  2005.  At  the 
time,  the  stock,  with  a 
book  value  of  $24,  was 
trading  for  less  than  $15. 
Now  it's  over  $50.  "It 
didn't  take  a  rocket  sci- 
entist to  figure  out  that 
good   situation,"    Keeley 


This  spring  will  likely  present  a  bevy 
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of  opportunities  for  deep -value  inves- 
tors. That's  because  three  big  compa- 
nies—Tyco International,  American 
Standard,  and  Temple-Inland— are 
splitting  up  divisions  and  spinning 
them  off  to  shareholders.  Keeley  should 
have  plenty  to  keep  him  at  his  desk. 

KINETICS  PARADIGM  FUND 

UNLIKE  SOME  OF  THE  other  smaller 
fund  companies  on  our  list,  Kinetics 
Asset  Management  is  no  stranger  to  the 
limelight.  Kinetics  Internet  Fund,  which 
opened  in  1996,  was  one  of  the  first 
Web-oriented  portfolios.  The  fund  had 
a  gripping  story:  Its  young  manager, 
Ryan  Jacob,  ran  the  business  out  of  his 
mother's  garage.  Amid  the  tech  run  up, 
assets  swelled  to  as  high  as  $1.5  billion 
as  the  portfolio  gained  216%  in  1999. 
Then  the  bubble  burst,  and  the  fund  lost 
its  luster. 

All  of  the  hype  and  subsequent  bad 
publicity  made  Kinetics'  co-founder  Pe- 
ter Doyle  press-shy.  In  a  recent  and  rare 
telephone  interview  from  his  Sleepy 
Hollow  (N.Y.)  office,  he  told  Business- 
Week: "We  have  the  reputation  of  being 
technology  investors,  but  that  is  not 
who  we  are.  We  have  done  so  many 
things  right." 

The  first  is  performance.  Kinetics 
Paradigm  earned  a  20.3%  average  an- 
nual return  for  the  2002-2006  period. 
That's  nearly  15  percentage  points  bet- 
ter than  the  Standard  &  Poor's  500- 
stock  index.  (The  Internet  Fund,  which 
has  a  new  manager,  gained  an  average 
6.2%  during  the  same  period,  while  the 
firm's  other  three  funds  are  outpacing 
their  peers.) 

Right  now,  Paradigm's  $2.8  billion 
portfolio,  which  has  a  wide  berth  to  in- 
vest in  large-,  mid-,  or  small-cap  stocks, 
is  loaded  with  securities  exchanges  and 
other  investment-related  financial  plays. 


"If  you  believe  stocks,  bonds,  and  real 
estate  are  good  investments . . .  why  not 
own  the  gateways  and  the  gatekeep- 
ers?" says  Doyle.  The  largest  current 
holding  is  the  NYSE  Group,  which  owns 
the  New  York  Stock  Exchange  and  is 
unloved  by  Wall  Street. 

Kinetics'  contrarian  ways  caught  the 
eye  of  fund  analysts  at  S&P.  Doyle's 
anti-herd  mentality  helped  him  estab- 
lish credibility  with  Dino  Macaluso, 
a  financial  consultant  in  Albany,  N.Y. 
During  a  sales  pitch  in  late  2001,  Doyle 
told  Macaluso  and  his  colleagues  that 
Cisco  Systems  would  soon  trade  in  the 
single  digits  and  other  tech  companies 
would  experience  a  serious  correction. 
"Most  people  in  this  business  paint  a 
happy  scenario,"  Macaluso  says.  "The 
fact  that  Kinetics  marches  to  a  different 
beat  is  refreshing." 

THORNBURGCORE 
GROWTH  FUND 

IT'S  CALLED  the  Thorn- 
burg  Core  Growth  Fund, 
all  right,  but  manager  Al- 
exander Motola  has  his 
own  ideas  about  what  con- 
stitutes a  growth  company. 
It's  not  just  about  buying 
companies  with  rocketing 
revenues  and  earnings.  In- 
deed, some  of  the  fund's 
top  stocks,  like  DirecTV 
and  Hertz  Global  Hold- 
ings, are  just  as  likely  to  show  up  in  the 
portfolios  of  value  funds.  "We  have  a 
pretty  flexible  approach  to  growth,"  says 
Motola.  "To  us,  a  growth  stock  is  one 
that's  promising  but  where  there  may  be 
some  material  misperception  about  the 
company's  earnings  potential." 

Actually,  it's  not  that  different  from 
the  approach  of  Legg  Mason  Value 
Trust  manager  Bill  Miller  (a  five-time 
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winner  of  the  fund  manager  award)  1 
value  investing,  which  includes  stocl 
like  Amazon.com  and  eBay.  Motola  wt 
attracted  to  Hertz,  for  example,  whe 
criticism  about  the  company's  quic 
return  to  being  a  public  company  after 
2005  leveraged  buyout  distracted  inve 
tors  from  the  car  rental  giant's  stror  I 
growth  prospects.  "This  ownership 
extremely  motivated  now  to  move  tl 
stock  price  up,"  he  says,  noting  that  tl 
LBO  firms  that  took  it  private— Clayto  I 
Dubilier  &  Rice,  The  Carlyle  Grou 
and  Merrill  Lynch  Global  Private  E 
uity— still  own  a  significant  chunk  of  tl 
company's  shares. 

He's  also  willing  to  venture  beyoi 
U.S.  borders.  Shares  of  Copa  Holding  | 
which  owns  a  Panamanian  carrier  calli 
Copa  Airlines,  were  languishing  in  ti 
mid-20s  last  year  on  concerns  abo 
high  fuel  costs  and  a  tricky  takeover  o 
Colombian  competitor.  But  Motola  si 
the  company  was  able  to  maintain  opt 
ating  margins  amidst 
of  the  pressure.  The  sto 
has  more  than  doubl 
since. 

Motola's  wide-rangi 
philosophy  has  rewai 
ed  shareholders  with 
average  gain  of  14% 
nually  over  the  past  f 
years,  nearly  double  t 
average  gain  in  the  S 
500.  Thornburg  is  bas 
in  Santa  Fe,  N.M.,  far  frc 
the  daily  grind  of  major  financial  cente 
If  the  markets  get  too  chaotic,  Mot 
calms  down  by  slipping  out  of  his  off 
"When  you  can  look  up  at  an  8,000-f 
peak,  it's  more  conducive  to  keeping  yi 
sanity,"  he  says. 

Thornburg's  assets  under  mana 
ment  just  about  doubled  last  year, 
$35  billion,  but  it's  still  a  small  comp; 
for  the  $10  trillion  fund  industry.  ( 


Googling  for  Green  Investors 


Tiny  companies  such  as 
Stratton  Management 
(page  82)  may  not 
have  a  clue  about 
promoting  their  funds.  Then 
there's  Fred  Alger  Management, 
which  is  taking  a  Web  2.0 
approach. 

Most  of  Alger's  funds  are  sold 
through  financial  advisers,  so 
the  New  York  fund  company  was 


not  accustomed  to  dealing  with 
do-it-yourself  investors— the 
target  audience  for  its  new 
Spectra  Green  Fund,  launched  in 
January.  Working  with  Google, 
Alger  devised  several  hundred 
search  terms  that  track  Spectra 
Green's  mission.  Those  include 
"green  investing"  and  "global 
warming." 
Google's  auction  process  lets 


advertisers  buy  the  sponsored 
links  that  show  up  on  the  top 
and  right  side  of  the  page.  Costs 
can  really  vary:  On  some  days  a 
search  word  can  cost  as  little  as 
\0<t  or  as  high  as  $65  per  click. 
What  Alger  quickly  learned 
is  that  key  words  like  "mutual 
fund"  are  too  broad  and  pricey. 
The  best  bet  is  to  keep  search 
terms  narrow— "alternative 


fuels"  delivered  a  high  12% 
click-through  rate  in  mid- 
February.  "The  sweet  spot  is 
finding  a  word  that  is  niche 
enough  so  that  it  doesn't  burn 
a  hole  in  your  pocket,  yet  it  say 
exactly  what  you  are,"  says  Ale 
Bernstein,  Alger's  vice-preside 
of  marketing.  While  Alger  won'* 
say  how  much  it  is  spending  w 
Google,  the  tab  is  expected  to 
be  seven  figures.  So  far,  the  fur 
has  brought  in  $6  million  from 
green  investors.    -Lauren  You 
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ii  Days  passed. 
Weeks  passed. 

And  then  I  saw  it: 
the  light. 


Drawing  me  in 
with  the  promise  of  discipli 
focus  and  maybe  an 
international  fund  or  t\ 
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Look  for  the  right  lighthouse:  Van  Kampen  Investments. 

And  join  the  millions  who've  already  been  drawn  to  our 
consistency  and  long-term  track  record.  Ask  your  financial     y^  m 
advisor,  call  1  800  421  9098  or  visit  us  at  vankampen.com 


KAMPEN 

INVESTMENTS 


ast  performance  is  not  a  guarantee  of  future  results.  Please  consider  the  investment  objectives,  risks,  charges 
nd  expenses  of  the  fund  carefully  before  investing.  The  prospectus  contains  this  and  other  information 
bout  the  fund.  To  obtain  a  prospectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com 
lease  read  the  prospectus  carefully  before  investing.  ©  2006  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06  (C) 
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advantage  of  their  size  is  that  there's  no 
pressure  to  develop  lots  of  new  funds 
covering  hot  investment  areas.  "Every 
fund  here  is  started  by  the  investment  de- 
partment, not  marketing,"  says  Motola. 
That's  why  after  25  years,  Thornburg 
runs  only  six  stock  funds. 

STRATTON  SMALL-CAP 
VALUE  FUND 

STRATTON  Management,  which  runs 
the  award -winning  Stratton  Small- Cap 
Value  fund,  is  the  smallest  fund  company 
on  our  list.  Perhaps  that' s  because  mar- 
keting isn't  a  priority:  The  company's 
bare-bones  Web  site  looks  as  if  it  were 
designed  in  1996,  a  millennium  ago  in 
Internet  time.  "We  are  not  proactive," 
concedes  Gerald  Van  Horn,  co-manager 
of  the  Stratton  Small-Cap  Value  fund. 
"We  have  no  marketing  budget." 

Indeed,  when  Robert  Nelson,  vice- 


president  at  1st  Source  in 
South  Bend,  Ind.,  was  re- 
searching small-company 
funds  for  his  clients  a  year 
ago,  he  called  Stratton  for 
information.  Nelson  ex- 
pected to  be  zapped  fund 
reports  electronically,  but 
some  printouts  arrived 
later  via  U.S.  mail.  "That 
really  caught  my  eye— no 
one  mails  anything  any- 
more," Nelson  says. 

Stratton's  outreach  methods  are  fusty, 
but  the  Plymouth  Meeting  (Pa.)  fund's 
returns  are  anything  but.  The  total  return 
for  the  five  years  ended  Dec.  31,  2006,  is 
16.7%.  Stratton  earns  a  place  on  the  list, 
too,  because  it  is  still  open  to  new  inves- 
tors. Many  top  small-cap  value  funds  are 
closed. 

With  a  relatively  modest  $750  million 
in  the  small-cap  portfolio,  Van  Horn 


GERALD  VAN  HORN 


says  he  has  no  trouble  pu 
ting  new  money  to  worl 
With  the  help  of  compute 
screens— his  investmei 
methods  are  21st  cei 
tury— Van  Horn  tries  1 
identify  unloved,  unde 
valued  stocks.  Stratton 
small  size  means  mo: 
personal  service,  too.  Ha^ 
a  question  about  a  stoc 
or  strategy?  Van  Hoi 
and  the  company's  otb 

investment  professionals  actually  tal 

shareholder  calls.  II 


liiismessncc'k  .com 


ONLINE:  For  more  on  all  24  winning  funds,  plus  - 
slide  show,  free  S&P  reports,  and  other  fund-pic 
mg  tools,  go  to  www.businessweek.com/extras. 

TELEVISION:  For  more  on  this  year's  award- 
winning  fund  managers,  watch  our  weekly 
TV  show,  BusinessWeek  Weekend. 


In  the  Winner's  Circle 

FUND  /  SYMBOL 

CATEGORY 

MANAGER(S) 

AVERAGE  ANNUAL 
TOTAL  RETURN" 

AMERICAN  CENTURY  VISTA  T WCVX 

Mid-cap  Growth 

Glenn  Fogle 

9.2%       1 

DODGE  &  COX  INCOME*  DODIX 

Intermediate  Bond  (Gen.) 

Team  Managed 

5.5 

DODGE  &  COX  INTL.  STOCK  DODFX 

Foreign 

Team  Managed 

20.8         j 

EATON  VANCE  INCOME  BOSTON  A  EVIBX 

High-yield  Bond 

T.  Huggins/M.  Weilheimer 

10.5          | 

EATON  VANCE  NATL.  MUNICIPALS  A  EANAX 

Municipal  National  Long 

Thomas  Metzhold 

8.9 

FIDELITY  SHORT-TERM  BOND  FSHBX 

Short  Bond  (Gen.) 

Andrew  Dudley 

3.8 

FIRST  AMERICAN  REAL  ESTATE  A#  FREAX 

Real  Estate 

J.  Wenker/J.  Rosenberg 

25.8 

GOLDMAN  SACHS  HIGH  YIELD  A  GSHAX 

High-yield  Bond 

A.  Jessop/D.  Gordon/R.  Cignarella 

10.7 

GROWTH  FUND  OF  AMERICA  A*  AGTHX 

Large-cap  Growth 

Team  Managed 

8.0 

h 

HARBOR  BOND  INSTITUTIONAL  HABDX 

Intermediate  Bond  (Gen.) 

William  Gross 

5.5 

JULIUS  BAER  TOTAL  RETURN  BJBGX 

Intermediate  Bond  (Gen.) 

R.  Pell/D.  Quiqley 

7.2 

KEELEY  SMALL  CAP  VALUE  KSCVX 

Small-cap  Value 

John  Keeley  Jr. 

18.7 

ft 

KINETICS  PARADIGM  WWNPX 

All  Cap 

P.  Doyle/M.  Stahl 

20.4 

LEGG  MASON  VALUE  TRUST  P*  LMVTX 

Large-cap  Blend 

W.  Miller/M.  Gay 

7.8 

1M 

MANAGERS  BOND*  MGFIX 

Intermediate  Bond  (Gen.) 

Daniel  Fuss 

7.4 

n% 

METROPOLITAN  WEST  TOTAL  RETURN  M  M WTRX 

Intermediate  Bond  (Gen.) 

T  Rivelle/S.  Kane/L.  Landmann 

5.5 

RSVALUEARSVAX 

Mid-cap  Value 

D.  Kelley/A.  Pilara  Jr.Vj.  Wolf 

23.1 

SSGA  INTERNATIONAL  STOCK  SELECTION  SSAIX 

Foreign 

C.Scholl/D.  Rosenfeld 

17.9 

STRATTON  SMALL-CAP  VALUE  STSCX 

Small-cap  Value 

J.  Stratton/G.  Van  Horn 

16.7 

T.  ROWE  PRICE  GROWTH  STOCK*  PRGFX 

Large-cap  Growth 

Robert  Smith 

6.2 

TCW  TOTAL  RETURN  BOND  1*  TGLMX 

Intermediate  Govt. 

P.  Barach/J.  Gundlach 

5.5       | 

TEMPLETON  GLOBAL  BOND  A*  TPINX 

International  Bond 

Michael  Hasenstab 

12.9 

la 

jMclik 

THORNBURG  CORE  GROWTH  A  THCGX 

All  Cap 

Alex  Motola 

13.9 

WESTCORE  MIDCO  GROWTH  WTMGX 

Mid-cap  Growth 

William  Chester 

8.9 

'  Previous  winner    "Appreciation  plus  reinvestment  of  dividends  and  capital  gains  tefor 

>  taxes  Jan  1.  2002-Dec  31.  2006    Data:  St. 

ndard  &  Poor's 
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imes  the  best  place  for  an  investoi 
middle  of  the  road. 


^  ill,    -T 


The  middle  of  the  road  is  usually  a  dangerous  place.  It's  for  people  who  can't  make  decisions.  So  they  straddle  the 
_  e  because  they  don't  know  which  way  to  turn.  The  world  of  investing  is  the  exact  opposite.  Here,  the  middle  ground 


f\DY 


is  a  place  between  Large  and  Small  Caps.  A  balance  between  risk  and  reward.  That's  why  there's 
the  MidCap  SPDR.    It's  an  ETF  which  gathers  together  the  precise  middle  of  the  market.  And  lets  you 


y,  hold  and  sell  it  just  like  a  stock.  Interested?  Then  stop  hopping  around  and  visit  midcapspdr.com.  Find  out  why 

1 

many  investors  have  become  middlemen. 


State  Street  Global  Advisors 

Precise  in  a  world  that  isn't? 

■■saw  Before  investing,  carefully  consider  the  funds'  investment  objectives, 
^TATT*  ^TT?F"PT  ^  risks,  charges  and  expenses.  To  obtain  a  prospectus,  which  contains  this 
k-Jl/IJ.  J-  .J11VL.L1         AjgMCAS  an(j  otner  important  information,  call  1.866.787.2257.  Read  it  carefully. 

i  trade  like  stocks,  are  subject  to  investment  risk,  including  short  selling  and  margin  account  maintenance,  and  will  fluctuate  in  market  value. 

SPDR,"  S&P  MidCap  40(T '  and  MidCap  SPDRrv  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.  ("McGraw-Hill")  and  are  used  under  license  from  McGraw-Hill.  No  financial 
tct  offered  by  State  Street  Global  Advisors,  a  division  of  State  Street  Bank  and  Trust  Company,  or  its  affiliates  is  sponsored,  endorsed,  sold  or  promoted  by  McGraw-Hill. 
S  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 
30110 
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BY  GENE  G.  MARCIAL 

A  THRIVING  OIL  PATCH  MAY  BOOST  SALES  FOR  DRESSER-RAND  GEAR,  i 
ADVANCED  LIFE  SCIENCES  HAS  A  PROMISING  DRUG  NEARLY  READY 


THE  PENTAGON  RELIES  ON  POWER  FROM  ULTRALIFE  BATTERIES. 


CATCHING 
MORE  EYES 

STOCK  PRICE  (DOLLARS) 


AUG.  7.  06        MAR.  21.  '07 
Data:  Bloomberg  Financial  Markets 


Bubbling  Up  at  Dresser 

WITH  INFRASTRUCTURE  SPENDING  in  the  oil-and- 
gas  industry  starting  to  rise,  Dresser-Rand  Group 
(DRC),  a  leading  maker  of  large  compressors, 
turbines,  and  control  systems,  is  catching  the  eye  of  investors 
Its  stock  has  spiraled  from  18  in  early 
October  to  27.94  on  Mar.  21.  Dresser 
is  benefiting  from  the  large  projects 
worldwide  of  major  oil-and-gas 
companies,  says  Robert  Starbuck  of 
Schroder  Investment  Management, 
which  owns  shares.  Its  financials 
have  been  solid,  but  "the  growth  part 
of  the  story  has  yet  to  kick  in,"  says 
David  Anderson  of  UBS,  who  has  a 
"buy"  rating.  (UBS  has  done  banking 
for  Dresser.)  Increased  spending 
for  floating  platforms,  refineries, 
pipelines,  and  liquefied  natural  gas  plants,  he  adds,  has 
boosted  demand  through  the  end  of  the  decade.  Compressors 
are  "critical  long-lead  items"  in  refinery  and  upstream 
projects,  and  prices  are  starting  to  reflect  this,  says  Ole  Storer 
of  Morgan  Stanley,  which  has  done  banking  for  Dresser.  He 
rates  the  stock  "overweight,"  with  a  12-month  target  of  35. 
Storer  projects  earnings  of  $1.67  a  share  for  2007,  $2.20  for 
2008,  and  $2.63  for  2009.  CEO  Vincent  Volpe  says  many  of 
Dresser's  clients  have  announced  higher  capital  spending 
budgets  for  2007.  Dresser  has  alliances  with  such  big  clients 
as  Marathon  Oil,  Shell  Chemicals,  ExxonMobil,  and  Chevron. 

Advanced  Life  Sciences 
Is  Advancing  on  Anthrax 

INVESTORS  WHO  STUCK  with  Advanced  Life  Sciences 
(ADLS)  even  after  it  delayed  completion  of  Phase  3  clinical 
trials  on  cethromycin  felt  rewarded  when  the  Food  &  Drug 
Administration  granted  it  "Orphan  Drug"  designation.  Such 
status  is  given  to  drugs  that  offer  potential  therapeutic  value 
in  treating  rare  diseases— those  affecting  fewer  than  200,000 
Americans— and  grants  it  seven  years  of  market  exclusivity 
once  approved.  Cethromycin  is  a  treatment  for  anthrax  and 
"community  acquired  pneumonia."  Some  analysts  also  stayed 
bullish  despite  the  three-month  delay.  President  John  Flavin 
says  the  results  will  now  be  out  in  the  second  quarter.  The 
delay  was  disappointing  because  it  pushed  back  the  fifing  for 
a  new  drug  application,  "but  it's  a  prudent  approach"  to  get 
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DELAYED 
PROGRESS 

STOCK  PRICE  (DOLLARS; 


AUG.  7,  '06        MAR.  21.  '0 
Data:  Bloomberg  Financial  Ma' 


the  best  study  and  results  possible, 
says  Angela  Larson  of  Susquehanna 
Financial  Group,  who  is  "positive" 
on  the  stock.  The  trials  started  in 
December  with  1,000  patients  in  16 
countries.  The  U.S.  Army  Medical 
Research  Institute  of  Infectious 
Diseases  is  collaborating  with 
Advanced  Life  on  cethromycin.  Ilya 
Kravets  of  Rodman  &  Renshaw  rates 
the  stock,  now  at  2.40,  "outperform," 
with  a  12-month  target  of  5. 

A  Fresh  Charge  for 
Ultralife  Batteries? 

ULTRALIFE  BATTERIES  (ULBI)  posted  record  sales 
in  the  fourth  quarter,  but  it's  still  in  the  red,  partly 
because  of  a  recent  acquisition.  Its  stock  has  tumble: 
from  13  on  Oct.  17  to  9.44  on  Mar.  21.  But  that  makes  the 
stock  more  undervalued  in  the  eyes  of  investment  firm  Gra; 
Brothers,  which  has  steadily  been  buying  shares  since  last 
year,  accumulating  a  30%  stake.  Ultralife  makes  a  line  of 
lithium  batteries  that  are  used  by  various  industries  and 
military  organizations  worldwide. 
Ultralife's  lightweight  and  long-lasting 
BA-5390  supplies  power  for  about 
60  different  devices  used  by  the  U.S. 
military  and  its  allies  in  Afghanistan, 
Iraq,  and  elsewhere.  About  50%  of 
the  company's  revenues  in  2007  are 
expected  to  come  from  the  Defense 
Dept.  Grace's  strategy  is  to  buy 
companies  it  figures  are  undervalued. 
Many  of  them  end  up  being  acquired. 
Grace  declined  comment.  One  fund 
manager  close  to  Grace  figures  the 
stock  is  worth  twice  its  price.  Ultralife  could  be  acquired, 
like  other  outfits  Grace  invested  in,  he  says.  Mark  Grzyim 
of  Needham  says  Ultralife's  business  remains  solid  and  se 
it  earning  40<t  a  share  in  2007  on  sales  of  $120  million  vs. 
year's  $70.5  million.  He  rates  it  a  buy,  with  a  target  of  14. 


ssWcck  .com 


ONLINE:  Gene  Marcel's  Inside  Wall  Street  is  posted  at  businessweek.cor 

investor  at  5  p.m.  EST  on  the  magazine's  publication  day.  usually  Thursd, 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  tti 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investm 
banking  or  other  financial  relationships  with  them. 
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RETIREMENT 

SONATA 


Call  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses, 
Jjt  and  other  information.  Read  and  consider  it  carefully  before  investing. Target  Retirement 
Funds  are  subject  to  the  risks  associated  with  their  underlying  funds.  Diversification  does 
not  ensure  a  profit  or  protect  against  a  loss  in  a  declining  market. 

©2007The  Vanguard  Group,  Inc.  All  rrghts  reserved.  Vanguard  Marketing  Corporation,  Distributor 
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STOCKS 


S&P  500 

MAR.    SEPT.    MAR.    MAR.  15-21 


-1440 

f  1435.0 


1M 


COMMENTARY 

What  a  week:  The  market 
started  rising  in  anticipation  of 
positive  news  from  the  Federal 
Reserve,  and  then  it  took 
off  after  the  Fed  announced 
a  more  neutral  position  on 
monetary  policy  and  held  its 
target  interest  rate  steady  on 
Mar.  21.  Private  equity  deals 
for  Affiliate  Computer  Services 
and  ServiceMaster  also  helped 
drive  prices  up. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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52-WEEK  TOTAL  RETURN 
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U.S.  MARKETS 

MAR  21 

WEEK 

YEAR  TO 

DATE 

ANGE 
LAST  12 

MONTHS 

S&P  500 

1435.0 

3.5 

1.2 

10.6 

Dow  Jones  Industrials 

12.447.5 

2.6 

-0.1 

10.8 

NASDAQ  Composite 

2455.9 

3.5 

1.7 

7.0 

S&PMidCap400 
S&PSmallCap600 
DJ  Wilsfiire  5000 

SECTORS 


851.5 
413.7 

14,481.5 


3.5 
4.0 

3.5 


5.9 
3.4 

1.9 


9.8 
8.3 

11.0 


London  (FT-SE 100) 

6256.8 

Paris  (CAC  40) 

5502.2 

Frankfurt  (DAX) 

6712.1 

Tokyo  (NIKKEI  225) 

17.163.2 

Hong  Kong  (Hang  Seng) 

19,516.4 

BusinessWeek  50* 

811.5 

3.6 

1.6 

5.9 

BW  Info  Tech  100" 

449.1 

4.8 

0,4 

14  5 

S&P/Cftigroup  Growth 

656.2 

3.1 

0.6 

7.1 

S&P/Citigroup  Value 

7778 

3.8 

1.8 

14.2 

S&P  Energy 

451.5 

2.8 

-0.9 

14.9 

S&P  Financials 

489.9 

4,6 

-11 

11.0 

S&P  REIT 

208.9 

2.8 

5.0 

20.7 

S&P  Transportation 

2677 

25 

15 

-1.7 

S&P  Utilities 

201.7 

4.3 

8.1 

26.5 

GSTI  Internet 

204.8 

4.0 

2.6 

8.9 

PSE  Technology 

897.9 

2.8 

2.6 

3.3 
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GLOBAL  MARKETS  mar  21 

S&P  Euro  Plus  (U.S.  Dollar)       2026.4 
London  (FT-SE  100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (S&P/TSX  Composite)  13,155.6 
Mexico  City  (IPC)  28  319  6 

FUNDAMENTALS  mar  .20 

S&P  500  Dividend  Yield  1.85% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  172 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.1 

First  Call  Earnings  Revision*  0  24% 


TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  NYSE  Sell/buy  ratio 


MAR  20 

WEEK  AGO      YEAR; 

1351.9 

1348.9    Positivi 

70.0% 

63.0%     Neutra 

1.11 

1.14    Positiw  ■ 

6.39 

6.72  Negative  1 

BEST-PERFORMING 
GROUPS 

LAST  12 

Tires  &  Rubber 

17.0 

Tires  &  Rubber               115  3 

Gas  Utilities 

9.5 

Divsfd.  Metals  &  Mining     59  8 

Power  &  Energy  Traders 

9.5 

Steel                              54.2 

Oil  &  Gas  Refining 

70 

Power  &  Energy  Traders     42  9 

Constr.  &  Engineering 

6.2 

Constr.  Materials             40.3 

WORST-PERFORMING  l5,T 


GROUPS 

MONTH  °/t 

Homebuilding 

-12.8 

Homebuilding 

Motorcycles 

-12.5 

Distillers  &  Vintners 

Automobiles 

-10.9 

Electric  Mfg.  Svcs. 

Distillers  &  Vintners 

-10,4 

Photographic  Products 

Specialized  REIT's 

-10.2 

Airlines 
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MON1  I 

-2'C 

> 
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EQUITY  FUND  CATEGORIES 


4WEEK  TOTAL  RETURN 
LEADERS 

% 

52-WEEK  TOTAL  RETURN 
LEADERS 

% 

Utilities  «■■■■ 

1.2 

Pacific/Asia  ex- Japan 

27.7 

Natural  Resources 

0.9 

Utilities 

275 

International  Hybrid 

-1.5 

Latin  America 

26.1 

Domestic  Hybrid 

LAGGARDS 

-16 

Real  Estate 

LAGGARDS 

23,0 

Real  Estate 

-5.9 

Japan 

-1.1 

Financial 

-5.3 

Health 

0.1 

Latin  America 

-4.9 

Technology 

3.0 

Health 

-4,2 

Small-cap  Growth 

3,9 

INTEREST  RATES 

KEY  RATES  mar ,21 

Money  Market  Funds  4.86% 

90-Day  Treasury  Bills  5.04 

2-Year  Treasury  Notes  4.53 

10-Year  Treasury  Notes  4.54 

30-Year  Treasury  Bonds  4.72 

30-Year  Fixed  Mortgage  f  6.03 


WEEK  AGO      YEA! 
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EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

DreXn.  NASDAQ  100  Bear  iSk 
DireXn.  Sm.  Cap  Bear  2.5X 
Rydex  Dynamic  Dow  30  H 
ProFunds  USh.  Dow  30  Inv. 

LAGGARDS 

Shares  DJ  US.  HomeConstr. 
SPORS&PHomebulaersETF  -116 
ProFunds  Real  Est.  Inv.  -11.4 
ProFunds  UrtraEmrg.  Mkts.    -10  6 


9,4 


8.3 


-14.6 


52-WEEK  TOTAL  RETURN                      % 
LEADERS  

Dreyfus  Prem.Grtr.  China  A  55.1 

Old  Mut.Clay  Finlay  Ch.  A  490 

E.I.I.  Int.  Property  Instl  46.3 

Oberweis  China  Opport.  46  3 

LAGGARDS 

DireXn.  Emrg.  Mkts.  Short  -38.0 
DireXn.  Dev.  Mkts.  Bear  2X  -26  6 
American  Heritage  Grth.  -25.0 
SPORS&PHornehuictersETF   -22.9 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 

^^^^^^^^^^^^^  10-YR.BON0 

General  Obligations  3.72% 


30-YR.f 

4.( 


SSta 

iW. 

(Harp 
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Taxable  Equivalent 


5.31 


Insured  Revenue  Bonds 


Taxable  Equivalent 


5.51 


THE  WEEK  AHEAD 


NEW  HOME  SALES  Monday,  Mar. 
26, 10  a.m.  EDT »  New  home 
sales  probably  inched  up  to  an 
annual  rate  of  1  million  units  in 
February,  after  tumbling  to  a 
rate  of  0.94  million  in  January, 
according  to  the  median  forecast 
of  economists  polled  by  Action 
Economics. 

CONSUMER  CONFIDENCE 
Tuesday,  Mar.  27, 10  a.m.,  EDT  » 
The  Conference  Board's  March 
consumer  confidence  index  is 


forecast  to  have  pulled  back  to 
108.5,  after  hitting  a  five-and-a- 
half  year  high  of  112.5  in  February. 
DURABLE  GOODS  ORDERS 
Wednesday,  Mar.  28,  8:30  a.m., 
EOT  »  February  durable  goods 
orders  most  likely  rebounded 
somewhat,  with  a  3%  increase.  In 
January,  there  was  a  broad-based 
8.7%  plunge  in  orders. 
PERSONAL  INCOME  Friday,  Mar.  30, 
8:30  a.m.,  EDT  »  Personal  income 
probably  made  a  modest  gain  of 


0.3%  in  February,  after  a  1%  jump' 
in  January.  Consumer  spending  is 
expected  to  have  climbed  0.4%, 
following  a  solid  0.5%  increase  in 
the  previous  month. 
CONSTRUCTION  SPENDING  Friday, 
Mar.  30, 10  a.m.  EDT  »  Building 
outlays  in  February  probably 
registered  a  second  straight 
monthly  decline  with  a  0.5%  fall. 
The  contraction  in  spending  will 
most  likely  be  concentrated  in  the 
residential  sector. 


The  BusinessWeek  production  i 
improved  to  291.8  for  the  week 
ended  Mar.  10,  an  8.3  %  gain  frc 
year  ago.  Before  calculation  of  I 
four-week  moving  average,  the 
index  held  steady  at  290.9. 


BusinessWeek  .coin 


For  the  BW50.  more  mvestmer 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras 
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Company  Index 

lis  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
ference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
imes.  Companies  listed  only  in  tables  are  not  included. 


(DIS)68 

JAmro(ABN)28,45 
js  Group  44 
las  46 

anced  Life  Sciences 
>DLS)84 
n34 

:ate(ALL)14 
•rican  Eagle  Outfitters 
,EO)66 

irican  Standard  (ASD) 
J 

irican  Technology 
•search  42 
Ho  Management  90 
fle(AAPL)22 
us  Capital  45 


Capital  34. 90 
I  of  America  (BAC)  6 
lays(BCS)18,25, 
1,45 

RX  Medical  69 
12 

Stearns  (BSC)  34 
kstoneGroup28,90 
Muster  (BBI)  28 
iingdale's(FD)66 

'ater  Associates  34 
■oup(BT)45 
iry  Schweppes 
IG)45 
irce44 
Klein  66 
il  Group  56 
irkRx(CMX)28,90 
le  Group  9, 45, 78 
ifour45 
;sa  Shapiro  65 
e  Harlan  90 
rpillar(CAT)46 
f(BOT)28 
;CBS)68 
irview  Partners  34 
irus  Capital  65 
irral  Steel  78 
■on(CVX)84 
igo  Mercantile 
V  :hange  28 
tian  &  Timbers  56 
oup  (C)28,34, 90 
onDubilier&Rice78 
Channel  (CC)  62 
x(CLX)46 
IX)  12 
:ola(K0)12 
Capital  45 
ist(CMCSA)62 
lonwealth  Edison  89 
ilidated  Edison 
1)89 

loldings(CPA)78 
ive  Artists  Agency  64 
Suisse  (CS)  28 
3VS)28 


erChrysler(DCX)10, 

65 

vigators  34 


Dell  (DELL)  42 
Delta  Air  Lines  (DALRQ)  72 
Deutsche  Bank  (DB)  45 
DirecTV  (DTV)  78 
Dow  Jones  (DJ)  90 
Draft  FCB  28 
Dresser-Rand  (DRC)  84 


Electronic  Arts  (ERTS)  46 
eMarketer24 
Endpoint  Technologies  42 
Equity  Office  Properties  90 
ESPN(DIS)62 
Eton  Park  Capital  34 
Evercore  Partners  (EVR)  34 
Evolution  Securities  46 
Express  Scripts  (ESRX) 

28.90 
ExxonMobil  (XOM)  84, 90 


Fannie  Mae  (FNM)36 
Fidelity  Investments  45, 78 
First  American  Loan 

Performance  14 
First  Choice  Holidays  45 
1st  Source  78 
Ford  (F)  10. 46 
Forest  Laboratories  (FRX)  9 
Founder  Technology  42 
Fox  (NWS)  62 
FRCH  Design  44 
Fred  Alger  80 
Friedman  Billings  Ramsey 

(FBR)66 


G,H 

Gap  (GPS)  66 
Gartner  (IT)  46 
GE(GE)46,72,90 
Gesture  Studios  46 
Getty  Images  12 
GM(GM)10,28,65 
Goldman  Sachs  (GS)  25 
Google  (GOOG)  24, 30, 

46.80 
Grace  Brothers  84 
Gymboree(GYMB)66 
Halliburton  (HAL)  12 
Heidrick  &  Sti  jggles  56 
Hermes  45 
Hertz  Global  (HTZ)  78 
Hewlett-Packard  (HPQ) 

42,56 
Hilton  Hotels  (HLT)  9 
Home  Depot  (HD)  9, 72 
House  of  Moves  46 
HSBC(HBC)28 
HuntScanlon56 


I.  J 

IBM  (IBM)  42 

IDC  42 

IMG64 

ING(ING)28 

Intel  (INTC)  46 

Interpublic  Group  (IPG)  24 

ISS45 

J.D.  Power  (MHP)  65 

JL  Aviation  70 


Jones  New  York  66 
Jon  Peddie  Research  46 
JPMorgan  Chase  (JPM)  25. 

28.34 
Juicy  Couture  66 


K.L 

KBR12 

Keeley  Small  Cap  Value 

Fund(KSCUX)78 
KeyBanc(KEY)65 
Kinetics  Paradigm  Fund  78 
KKR45 
Kleiner  Perkins  Caufield  & 

Byers56 
Knight  Vinke  45 
Legg  Mason  (LM)  78 
Lehman  Brothers  (LEH) 

25,78 
Lenovo(LNVGY)30,42 
Libertas  Capital  46 
Lionsgate(LGF)22 
Lockheed  Martin  (LMT)  46 
LSE45 


M,N 

Magna  International 

(MGA)65 
Marc  Jacobs  66 
McDonald's  (MCD)  12 
McGraw-Hill  (MHP)  14, 78 
MediaComl4 
Medstory30 
Merrill  Lynch  (MER)  28, 

45,78 
MFS  Investments 
Microsoft  (MSFT)  30. 90 
MobiTV24 
Monster  Media  46 
Morgan  Stanley  (MS)  84 
Motion  Analysis  46 
Motorola  (MOT)  28, 56 
NBC  Universal  24, 68 
Needham84 
Nestle  (NSRGY)  62 
Neven  Vision  (GOOG)  46 
Nielsen//NetRatings30 
Nike(NKE)64 
Nintendo  (NTDOY)  46 
Nissan  (NSANY)  28, 46 
NPD46 
NYSE(NYX)34,78 


0,P 

Obvious  40 
OMD  Digital  24 
Oracle  (ORCL)  56 
Oxford  Metrics  46 
Palm  (PALM)  28 
Paramount  (VIA)  22 
Piper  Jaffray  (PJC)  30 
Power-One  (PWER)  9 
Pratt  &  Whitney  46 
Procter  &  Gamble  (PG)  24, 
45.62 


Q,R 

Quadrangle  Group  34 
Renault-Nissan  28 
Reuters  (RTRSY)  12 
Rodman  &Renshaw  84 


S&P(MHP)14,78 
Sanford  C.Bernstein 

(AB)30 
Satellier44 

Schroder  Investment  84 
Scooptl2 

SFX  Sports  Group  62 
Shell  Chemicals  (RDS)  84 
Siemens(SI)46 
Sirius(SIRI)24 
Socialtext  40 
Sony(SNE)24 
Soros  Fund  Management  12 
Southern  California  Edison 

89 
Southwest  (LUV)  72 
Spectra  Green  Fund  80 
StarcomUSA14 
Stratton  Management  80 
Sun(SUNW)56 
Susquehanna  Financial  84 


Taconic  Capital  34 
Tailwind  Sports  74 
Target  (TGT)  46 
TCI  45 

Tellme  Networks  30 
Temple-Inland  (TIN)  78 
Texas  Industries  (TXI)  78 
Texas  Pacific  90 
Thomson  Financial  (TOC) 

12 
Thornburg  Core  Growth 

Fund  78 
T-Mobile(DT)62 
Torbreck  Vitners  77 
Toyota  (TM)  10, 46 
Trian45 

T.Rowe  Price  (TROW)  78 
TUI45 

Twitter.com  40 
Tyco(TYC)72,78 


u.v 

UBS  (UBS)25, 34,84 

Ultralife  Batteries  (ULBI)  84 

Unilever  45 

Vail  Resorts  (MTN)  18 

Vanguard  78 

Virgin  Group  28 

VNU45 

Volcano  69 


W 

Wachovia  Securities 

(WB)90 
Wal-Mart  (WMT)  28, 72, 74 
Walt  Disney  (DIS)  22, 46 
William  Morris  Agency  62 
Williams  Trading  74 
WMG62 


X,Y 

XM  Satellite  (XMSR)  24 
Yahoo!(YHO0)12,30 
Yole  Development  46 
YouTube(GO0G)22,30 


April  2,  2007  I  BusinessWeek  I  87 


It's  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  March  24  and  25: 

Mortgage  Advice:  Get  tips 
from  industry  experts  on  buying 
or  refinancing  a  home  in  the 
current  soft  housing  market. 

Mutual  Fund  Awards:  Our 

annual  List  of  top-performing 
funds  —  and  their  managers 
—  from  small-cap  to  growth. 

Car-Buying  Vacations:  Head 
overseas  to  purchase  a  new 
vehicle,  take  a  tour  of  Europe, 
and  save  money  in  the  process. 

High-Tech  Vending:  The  latest 
vending  machines  let  you  pay 
with  plastic  for  upscale  items 
from  Cabernet  to  iPods. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Find  your  local  station  and  airtime  by 

zip  code  at  businessweekweekend.com 
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IdeasBooks 


Invention  Deficit  Disorder 

THE  WIZARD  OF  MENLO  PARK  How  Thomas  Alva  Edison  Invented  the  Modern  World 

By  Randall  Stross;  Crown;  376pp;  $24.95 


Consolidated  Edison,  Commonwealth 
Edison,  Southern  California  Edison: 
From  the  large  number  of  corporate 
entities  bearing  the  legendary  inventor's 
name,  one  might  deduce  that  Thomas 
Alva  Edison  became  fabulously  wealthy. 
Not  so.  In  spite  of  his  unrivaled  fame,  he 
was  such  a  business  failure  that  he  once 

contemplated  giving  up  inventing  and  came 
to  depend  on  large  loans  from  his  friend 
Henry  Ford.  A  son,  Thomas  Jr.,  was  provoked 
to  bitter  complaint:  "You  should  have  been... 
a  millionaire  10  times  over  if  you  knew  how 
to  handle  your  own  achievements." 

The  lack  of  monetary  success  was  strongly 
linked  to  two  Edison  habits:  First,  he 
repeatedly  refocused  on  new  projects  before 
older  ones  reached  commercial  fruition. 
Then,  relentlessly  pursued  by  admirers,  the 
Dean  of  Inventors  proved  easily  distracted 
by  celebrity.  "He  was  glad  to  hold  forth  on 
any  topic,  such  as  the  relationship  of  diet  to 
national  destiny,"  writes  biographer  Randall 
Stross.  "Pontificating  on  demand ...  came  to 
supplant  the  actual  work  of  inventing." 

Edison's  fame  and  how  he  managed  it 
is  a  primary  theme  in  Stross'  The  Wizard 
ofMenlo  Park:  How  Thomas  Alva  Edison 
Invented  the  Modern  World.  The  inventor  has 
inspired  dozens  of  biographies,  including 
Neil  Baldwin's  much  lauded  1995  Edison:  Inventing  the 
Century.  But  the  new  book,  written  by  a  columnist  for  The 
New  York  Times,  is  both  enjoyable  and  perceptive.  Especially 
noteworthy  is  its  debunking  of  Edison  mythology  and  its 
focus  on  the  inventor's  true— and  surprisingly  limited- 
achievements  and  failure  to  capitalize  fully  on  even  those. 

Stross  passes  quickly  over  Edison's  youth,  including  his 
early  work  as  a  telegraph  operator.  A  decision  in  1869  at  age 
22  to  become  a  full-time  inventor  led  him  to  seek  to  improve 
Alexander  Graham  Bell's  rudimentary  telephone.  And  in 
1877,  while  tinkering  with  the  phone,  Edison  had  the  idea  for 
one  of  his  greatest  inventions:  the  phonograph,  initially  little 
more  than  a  needle  soldered  to  a  phone  diaphragm  and  set 
up  to  transfer  voice  vibrations  onto  wax  paper. 

That  year,  a  demonstration  of  an  early  version  of  the 
apparatus  to  the  editors  of  Scientific  American  ignited  a  frenzy. 
"This  was  stop-the-presses  news,"  says  Stross,  describing 
how  the  journal  delayed  publication  so  it  could  squeeze  in 
an  illustrated  story  on  the  gizmo.  "Edison  would  never  again 
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enjoy  the  sweetness  of  anonymous  obscurity."  Before  long, 
was  transformed  into  a  "mythic  inventor  hero." 

However,  in  what  would  become  a  pattern,  the  publicity 
created  consumer  demand  that  went  unmet.  "Edison  simpl 
could  not  muster  the  focus  to  complete  [the  phonograph's] 
development,"  and  he  allowed  the  effort  to  lie  fallow  for 
10  years.  He  flitted  from  project  to  project,  promising  a 
revolutionary  hearing  aid,  a  giant  megaphone,  and  finally, 
in  1878,  a  reliable,  long-burning  incandescent  lightbulb. 
(Several  designs  for  such  lights  already  existed,  but  none 
worked  well.)  Once  more  employing  a  coup  de  theatre,  Edis 
wowed  members  of  the  press  with  what  Stross  terms  "shan 
demonstrations,"  briefly  exhibiting  far-fron 
perfect  bulbs.  The  displays  proved  valuable 
as  investor  bait.  In  fact,  Edison  and  his  staf 
were  a  year  away  from  developing  a  truly 
durable  filament  and  three  years  away  frorr 
commercial  introduction  of  an  electric  ligh 
Over  several  years,  his  company  labored 
to  wire  an  entire  Manhattan  neighborhood 
That  project  succeeded  with  a  dramatic 
throwing  of  the  switch  in  1882.  But  there  w 
no  equally  dramatic  payoff:  After  a  year,  on 
455  customers  had  signed  up.  Nor  did  Edis 
triumph  with  the  phonograph,  to  which  he 
returned  in  the  late  1880s. 

Edison's  final  noteworthy  invention  wou 
be  the  kinetoscope,  a  motion  picture  mach: 
he  unveiled  in  1891.  It  consisted  of  a  woodo 
console  with  a  peephole  through  which  on 
viewed  a  very  brief  film.  But  the  inventor  st ; 
little  commercial  potential.  IrJ 
Stross'  view,  the  workaholic 
Edison  persistently  failed  to 
see  "the  limitless  business 
opportunities  made  possible 
by  the  commercialization  of 
fun."  In  the  end,  a  projection 
machine  invented  by  others  \ 
marketed  under  his  name,  "t 
one  asset  that  he  possessed  tl 
HIS  inVentlOnS     remained  valuable." 
^^^^^^^^^  Edison  applied  for  his  fina 

patent  in  1931,  the  year  of  his 
death,  bringing  his  personal 
total  to  1,093.  It  was  a  seemingly  vast  accomplishment,  ev< 
if  most  of  the  patents  involved  minor  variations  on  previoi 
ones.  But  his  estate,  first  valued  at  $12  million,  was  ultima 
determined  to  be  worth  only  $1.5  million.  (In  contrast,  Foi 
net  worth  was  estimated  some  years  earlier  at  $2  billion.) 
wasn't  chicken  feed— but  hardly  the  riches  that  might  hav 
been  won  by  the  Man  Who  Defeated  Darkness.  ■ 

-By  Hardy  Gr 


Edison  flitted 
from  project 
to  project  and 
often  railed  to 
capitalize  on 
inventions 
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IdeasOutsideShot 


BY  JOHN  K.  CASTLE 


Private  Equity  Paranoia 

Some  market  commentators  say  the  eye-catching  growth  of  the  private 
equity  business  may  have  oversaturated  U.S.  capital  markets,  potentially 
harming  investors  and  increasing  the  risk  of  business  failures,  which  could 
trigger  a  recession.  Various  reasons  are  offered  for  these  woeful  predictions. 
One  is  that  intense  demand  from  buyout  funds  may  push  equity  prices  to 


unsustainable  levels,  which  could  result  in  a  collapse  that 
would  adversely  affect  pension  funds,  foundations,  and 
academic  endowments,  as  well  as  individual  investors.  Others 
worry  that  shifting  huge  portions  of  the  corporate  landscape 
into  private  hands,  loading  formerly  strong  companies  with 
excess  debt,  heightens  the  risk  that  those  companies  will 
fail.  Yet  another  fear  is  the  destruction  of  shareholder  value, 
as  buyout  funds  team  with  corporate  management  to  take 
companies  private,  reaping  large  payouts  at  the  expense  of 
the  former  public  shareholders. 

I  think  that  gloom-and-doom  scenario  is  dead  wrong,  and 
that  the  private  equity  business  still  has  plenty  of  room  to  grow 
without  upending  our  economy.  True,  private 
equity  investment  has  grown  dramatically,  even 
exponentially,  over  the  last  five  years.  Blackstone 
Group  raised  $15.6  billion  last  year,  then  added 
$5  billion  through  a  rights  offering  this  year. 
Texas  Pacific  Group  raised  $15.2  billion  in  2006, 
while  Apollo  Management  and  Bain  Capital 
raised  $10.1  billion  and  $10  billion,  respectively. 


Forget  the 
gloomy 
predictions. 
The  market 
still  has 


BLACKSTONE'S  RECENT  $39  BILLION  acquisition  of 

Equity  Office  Properties  Trust  showed  that  few    pleiltV  Ol 

deals  are  too  large  for  this  new  breed  of  investor. 
Now  if  reports  that  Blackstone— which  made  its 
name  taking  public  companies  private— is  plan- 
ning to  take  itself  public  prove  true,  few  could 
deny  that  private  equity  is  primed  to  become  a  fix- 
ture of  the  financial  landscape.  Yet  while  the  sums  amassed  by 
private  equity  players  aren't  inconsequential,  they  don't  signal 
an  industry  out  of  control.  Nor  do  they  tell  the  whole  story. 

U.S.  private  equity  firms  raised  a  record  $215.4  billion 
in  2006,  according  to  the  Dow  Jones  Private  Equity  Analyst 
newsletter.  Since  2000,  private  equity  investors— mainly 
pension  funds,  endowments,  and  other  institutional 
investors,  along  with  some  individuals— have  committed 
$555  billion  to  private  equity  funds,  with  $322  billion  of  it 
still  to  be  invested,  according  to  Wachovia  Securities.  But  the 
numbers,  big  as  they  are,  must  be  kept  in  perspective. 


For  example,  that  $322  billion  in  private  equity  capital  is  ju.il 
slighdy  more  than  the  equity  market  capitalization  of  Microsof 
($302  billion)  and  less  than  that  of  ExxonMobil  ($425  billion)  | 
and  General  Electric  ($379  billion).  Of  course  private  equity 
funds  typically  leverage  their  equity  capital  with  debt,  so  the 
total  purchasing  power  of  private  equity's  $322  billion  might  1 1 
as  much  as  $800  billion.  That  roughly  equals  the  total  enterpr  I 
value— market  equity  capitalization  plus  debt,  minus  cash— oil 
GE  ($748  billion)  and  ahead  of  No.2  Citigroup  ($698  billion).  I 
In  other  words,  the  private  equity  business  has  about  the  same| 
economic  muscle  as  GE's  Jefflmmelt  or  Citi's  Chuck  Prince. 
Indeed,  the  $322  billion  in  private  equity  is  equivalent 
to  about  1.6%  of  the  $20.1  trillion  in  total 
equity  value  of  all  the  companies  traded  on  thiii 
principal  U.S.  exchanges.  Private  equity's  piec  | 
of  the  pie  is  even  smaller  measured  against 
the  $54.1  trillion  net  worth  of  U.S.  households] 
and  nonprofit  organizations— the  individuals 
and  entities  that  ultimately  own  all  financial, 
real  estate,  and  other  assets.  While  not  exactly  J 
chump  change,  the  buying  power  of  available 
private  equity  money  pales  by  comparison. 

Private  equity  acquisition  prices  have 
indeed  increased  as  the  economy  recovered 


rOOITl  TO  grOW    from  recession,  rising  from  6.1  times  EBITDA 

(earnings  before  interest,  taxes,  depreciation,  a 
amortization:  a  common  measure  of  underlyir 
earning  power)  in  2001  to  8.6  times  in  2006  fc 
large  deals.  Debt  financing  has  made  up  most  of  the  differer 
with  equity's  share  modestly  declining.  But  acquisition 
multiples  paid  by  public  companies  remain  higher  than  tho 
paid  by  private  equity  acquirers,  frequently  exceeding  10 
times  EBITDA  in  such  deals  as  Express  Scripts'  acquisition  ( 
Caremark  Rx  (13.2  times).  This  certainly  doesn't  suggest  th 
private  equity  funds  are  overpaying,  nor  that  growth  in  priv 
equity  is  propelling  valuations  generally  to  unsustainable 
levels.  Instead  I  believe  private  equity  can  profitably— and 
safely— expand  for  many  years  to  come 


Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 


John  K.  Castle  is  chairman  and  chief  executive  of  Castle 
Harlan  Inc.,  a  private  equity  firm. 
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YOU'RE  STILL 
WORKING. 
IS  YOUR 
RETIREMENT 
ACCOUNT? 


E  Hraordinary 


E  (-TRADE 


TRANSFER 
YOUR  401  (k) 

Into  a  rollover  IRA 

No  fees 

No  minimums 


Get  started  with  50 
commission-free  trades 


®&m 


Click  Call  Visit 


(800)  998-8490 
etrade.com/retirement 


-inancial  Advisors  provide  recommendations  on  mutual  funds,  bonds,  preferred  stocks,  closed-end  funds,  structured  products-including  equity  linked  CDs,  and  asset  allocation. 

tomers  are  required  to  complete  additional  forms  and  documentation  in  order  to  receive  such  services.  Different  commission  structures  may  apply  and  in  some  cases  may  be  less 

nore  than  the  rates  posted  on  the  website. 

:ommission-free  trade  offer  applies  to  new  E*TRADE  Securities  Traditional,  Roth,  or  Rollover  IRAs.  Not  eligible  are  investment  club,  business  trust,  custodial,  or  other  retirement 

ounts,  E'TRADE  Bank  accounts,  and  any  accounts  not  identified  as  valid.  Excludes  current  E'TRADE  Securities  customers,  E*TRADE  FINANCIAL  Corp.  associates,  and  non-U.S. 

dents.  The  new  account  holder  will  receive  a  maximum  of  50  free  trade  commissions  for  stock  or  options  trades  executed  within  30  days  of  the  opening  of  the  new  account.  You  will 

the  standard  commission  rate  on  all  trades  at  the  time  of  the  trades  (plus  all  applicable  options  contract  fees)  and  your  account  will  be  credited  the  standard  commission  rate  per 

:k  or  options  trade  within  eight  weeks  of  qualifying  (excluding  options  contract  fees).  Accounts  must  be  opened  by  December  31, 2007  to  qualify  for  this  offer. 

urities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 

tern  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 

?007  E'TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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BY  JACK  AND  SUZY  WELCH 


Fear  of  Flying  High 


My  problem  may  not  seem  like  a  problem  to  you,  but  it  has 
me  completely  panicked.  My  last  project  was  considered  a 
"huge"  success,  and  as  a  result  I  was  promoted  up  three  rungs 
to  run  a  department.  I  know  I  don't  have  the  experience  or  the 
knowledge  to  be  doing  this  job.  What  should  I  do? 

-Anonymous,  Hartford 

You're  right,  we  don't  often  get  letters  from  people  who  are 
worried  about  rising  too  fast.  In  fact,  the  vast  majority  of 
job-related  laments  we  receive  are  from  people  bursting 
with  frustration  over  the  sloth-like  pace  of  their  ascent.  But 
don't  take  that  to  mean  you're  alone.  Hardly!  There  isn't 
a  good  manager  in  the  world— even  one  who  has  been  in 
the  job  for  years— who  doesn't  have  a  daily  panic  attack 
about  the  load  of  stuff  he  doesn't  know  but  should,  the 
confounding  challenges  ahead,  and  the  sheer  impossibility 
of  getting  it  all  done. 

So,  congratulations.  You've  stumbled  upon  one  of  the 
best-kept  secrets  about  work.  Getting  promoted  is  a  double- 
edged  sword:  thrilling,  yes,  but  terrifying.  Everyone  is 
calling  you  with  hearty  congratulations  and  slapping  your 
back,  saying  you  deserved  it.  And  you're  smiling  away  and 
thanking  them,  but  inside  you're  feeling  a 
lot  less  jovial  than  you  look.  It  doesn't  matter 
whether  it's  your  first  managerial  stint  or 
the  culmination  of  your  career,  with  a  seat  in 
the  corner  office.  You  are  the  only  one  who 
understands  how  little  you  actually  know 
about  the  new  job,  especially  when  compared 
with  those  big,  bold  expectations  your  bosses 
keep  mentioning.  Whatever  happened,  you 
want  to  scream,  to  the  perfectly  logical  idea  of 
a  grace  period? 

You  don't  scream,  of  course.  After  all, 
you've  been  told  that  leaders  need  to  appear 
calm  and  in  control,  and  that's  true.  Leaders 
should  look  and  act  like  leaders  for  the  sake  of 
their  people's  respect  and  confidence  and  the 
organization's  momentum.  But  being  a  leader  doesn't  mean 
you  can't  ask  questions;  good  leaders  are,  by  definition, 
voracious  learners,  relentlessly  probing  the  people  around 
them  for  ideas  and  insight.  They  are  voracious  relationship 
builders,  too,  really  getting  to  know  everyone  in  the 
business  who  can  open  their  eyes  to  the  "who,  what,  and 
when"  of  the  job.  Obviously,  you  don't  ever  want  to  seem 
clueless,  and  we  can't  imagine  you  would,  given  your 
past  success.  You  want  to  appear  deeply  inquisitive  about 
every  aspect  of  your  business  and  passionate  about  what 
your  people  think  it  will  take  to  win.  Those  traits  won't 
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You've 
discovered  a 
secret  about 
success:  Being 
promoted  is 
thrilling— and 
terrifying 


undermine  your  authority.  They'll  enlarge  it. 

Are  we  asking  you  to  fake  it?  No— we're  asking  you  to 
reinvent  your  self-perception  according  to  reality.  Right 
now  you  feel  like  virtually  every  new  leader.  Do  you  think 
that  a  President  feels  anything  different  making  the  leap 
from,  say,  running  a  little  Southern  state  to  having  his 
finger  on  the  nuclear  trigger?  Being  in  charge  of  somethii 
new  starts  the  game  all  over  again,  no  matter  what  you'v< 
done  before. 

Take  your  case.  You're  probably  looking  around  at  your 
team  and  wondering:  "When  will  they  realize  I  just  had 
one  little  project  that  went  well?"  You're  probably  sitting 
in  meetings  listening  to  rapid-fire  conversation  about 
products  and  customers  that  are  filled  with  so  many  new 
names  and  buzzwords  that  they  might  as  well  be  in  Urdu 
You're  probably  reading  e-mails  from  your  boss  about  the 
next  quarter's  results,  and  you  don't  even  know  your  cum 
cash  flow  yet. 

ALL  THIS  MAY  MAKE  you  want  to  dub  yourself  "not  ready." 
We're  saying,  dub  yourself  "normal."  Sure,  you  will 
eventually  come  to  know  more  about  your  job.  There  will 
even  be  days— say,  six  months  or  a  year  from 
now— when  you  feel  on  top  of  it  all.  But 
business  today  changes  too  fast  and  has  too 
many  variables  for  any  manager  to  ever  havi 
the  sustained  sense  of  security  you  yearn  for. 
Indeed,  part  of  being  a  leader  circa  2007  is 
being  able  to  live  with  an  uh-oh  feeling  in  yo 
stomach  all  the  time. 

Don't  let  that  panic  you  more.  Instead, 
consider  the  proposition  that  continually 
feeling  a  bit  overwhelmed  and  underinforme 
is  a  positive  thing,  for  both  you  and  your 
business.  Everyone  knows  that  too  much 
confidence  can  lead  to  arrogance  and  a  kind 
"that' s  how  we  do  it  around  here"  inertia.  Tl 
flip  side  is  an  insatiable  hunger  for  new  idea: 
and  better  ways  to  do  things— a  hunger  that  makes  you  fig 
like  hell  to  win. 

Look,  we're  not  telling  you  to  enjoy  yourself  right  now. 
Having  walked  in  your  shoes,  we  feel  your  knees  knocking 
But  don't  turn  and  run.  Make  peace  with  your  panic.  It  goi 
with  the  job.  ■ 

Jack  andSuzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  the, 
afthewelchway@businessweek.com.  For  their  weekly podcc 
go  to  www.businessweek.com/search/poacasting.htm. 
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Challenge  #4: 

Deliver  business  intelligence  that  inspires  everyone,  even  your  CEO. 


Solution: 

Hyperion — your  management  system  for  the  global  enterprise. 

Here's  the  paradox:  If  you  give  every  department  the  Bl  they  want,  nobody 
gets  the  Bl  they  really  need.  So  how  do  you  transform  Bl  into  a  strategic  tool 
that  guides  the  enterprise  at  every  level?  Only  Hyperion®  System™  9  BI+" 
lets  you  produce,  manage  and  deliver  strategic  Bl  that  integrates  your 
financial  and  operational  data.  The  result:  information-rich  reports  that 
allow  management  to  more  accurately  predict  the  future.  More  insights, 
fewer  reports.  Isn't  that  what  smart  Bl  is  all  about? 


FIND  OUT  HOW  TO  PUT  THE  BUSINESS 
IN  BUSINESS  INTELLIGENCE. 

Co  to  http://smartbi.hyperion.com 


#  Hyperion 

The  future  in  sight 


)  2007  Hyperion  Solutions  Corporation.  AM  rights  reserved.  "Hyperion,"  the  Hyperion  logo,  and  Hyperion's  product  names  are  trademarks  of  Hyperion.  References  to  other  companies  and  their 
products  use  trademarks  owned  by  the  respective  companies  and  are  for  reference  purpose  only. 
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The  #1  killer  of  teenagers 
doesn't  have  a  trigger. 


# 


IT  HAS  A  STEERING  WHEEL. 


Motor  vehicle  crashes  are  the  #1  cause  of  death  for 
teens  in  America.  They  take  nearly  6,000  lives  and 
injure  another  300,000  every  year.  Those  numbers 
remain  unacceptably  high,  despite  safer  cars,  better 
roads  and  decades  of  safe -driving  programs.  We  think 
it's  time  for  a  change. 

So  The  Allstate  Foundation  has  developed  a  new, 
nationwide  program:  "Keep  the  Drive."  It  mobilizes 
teens  to  become  safe-driving  activists  by  involving  them 
in  designing  a  new  safe-driving  program.  And  it  uses 
the  power  of  peer  influence  to  help  teens  think  and 
act  smarter  every  time  they  get  into  a  car  —  as  a  driver 
or  a  passenger. 

Peers  are  some  of  the  most  important  influences  in 
getting  teens  to  drive  more  safely.  "Keep  the  Drive" 


can  help  them  realize  that  smart  driving  is  the  key 
to  keeping  their  licenses,  their  cars,  their  friends 
and  their  futures. 

To  learn  more  about  this  issue  and  what  you  can  do  to 
help,  go  toAllstate.com/community 

If  you're  a  parent,  you'll  also  find  a  link  to  the  Allstate 
Parent-Teen  Driving  Contract.  Use  it  to  help  you  and 
your  teen  set  driving  limits  and  make  smarter  decisions 
on  the  road. 


It's  time  to  make  the  world  a  better  place  to  drive. 
That's  Allstate's  Stand 
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You're  in  good  hands. 
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Pitney  Bowes  mailstream  solutions 

use  satellite  imagery  to  let  you  see 

customers  in  unprecedented  detail. 


For  the  first  time,  business  can  see  the  big  picture  for  what  it  | 
a  composite  of  precise  demographic,  geographic  and  lifestyle  si 
of  its  customers.  Our  Geocoding  Solution  allows  insurers  to  anab 
on  a  house  by  house  basis,  so  they  can  structure  premiums  that  aci 
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ffering  levels  of  risk.  This  is  just  one  of  the  ways  Pitney  Bowes  is 
the  boundaries  of  mail  and  data  into  mailstream  solutions  that 
ng  many  Fortune  500  companies  stay  compliant,  competitive, 
table.  What's  next?  Visit  pb.com/whatsnext  and  see  for  yourself. 
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Some  think 
relaxing  moments, 

We  think 

hard-working 

money. 


Investment  Banking  •  Private  Banking  •  Asset  Manager™ 


We  look  at  things  from  a  different  perspective  -  for  the 
benefit  of  our  clients.  By  building  on  our  experience 
and  expertise  globally,  we  help  our  clients  realize  new 
opportunities.  This  has  been  our  ambition  since  1856. 
www.credit-suisse.com 


Thinking  New  Perspectives. 
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Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/07_15/online.htm. 


Keeping  It  All  in  the  Family 

For  family  businesses,  succession  is  always  an  issue.  But  with     il 
the  nation's  77  million  baby  boomers  edging  toward  retirement,  Jf 
family  businesses  are  confronting  a  major  demographic  shift,     ,  _ 
and  the  largest  generation  in  history  is  preparing  to  hand  over 
responsibility  to  the  kids.  That's  the  focus  of  our  BusinessWeek. cor 
Special  Report  on  Family-Owned  Business.  Some  ventures  are  adaptir 
to  suit  the  needs  of  the  younger  generation.  Others  are  teaching 
the  kids  to  pitch  in  from  Day  One.  Take  a  look  at  our  slide  show 


for  a  tour  of  Simple  Times  Farm  in  Grand  Blanc,  Mich.,  where 


c 


life  isn't  so  simple  but  the  seven-person  family  is  persevering      t|p* 
and  relishing  the  lifestyle.  Also,  go  behind  the  scenes  to  find  outt 
what  Martin  Guitar's  CEO  is  planning,  even  though  his  heir  apparent  is 
still  in  diapers.  Or  get  a  glimpse  of  the  family  behind  the  profitable 
photo-sharing  site  SmugMug.  This  clan  is  turning  the  traditional 
family-business  hierarchy  upside  down.  Finally,  tune  in  to  a  podcast 
with  Don  Schwerzler,  founder  of  the  Family  Business  Institute, 
who  talks  about  marrying  innovation  with  succession  planning. 
Go  to  www.businessweek.com/go/07/family  for  all  this  and  more. 
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BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Alternative  energy:  Biodiesel  I  Economy  checkup  with 
Michael  Mandel  I  Baseball  memorabilia  I  The  Write  Stuff:  Luxury  pens  I  Check  your  local  TV  listings  for 
program  dates  and  times.  For  video  clips,  go  to  www.businessweekweekend.com 
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Dn  the  human  network,  people  everywhere  are  experiencing 
new  kind  of  day.  Encyclopedias  update  themselves  every 
linute.  Movies  appear  wherever  there's  a  screen  handy  And 
phone  can  double  as  a  train  ticket  or  a  lift  ticket.  Welcome 
d  a  place  where  wikis,  collaborative  applications  and  social 
etworks  are  making  us  smarter,  better  and  faster.  Welcome 
)  a  network  where  anything  is  possible.  Because  when  we're 
Dgether,  we're  more  powerful  than  we  could  ever  be  apart, 
he  story  continues  at  cisco.com/humannetwork. 
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"To  paraphrase  Mark  Twain,  the 
rumors  ofVonage's  death  have 
been  greatly  exaggerated." 

-Vonage  CEO  Mike  Snyder  in  a  statement  issued  by 

the  company  after  its  stock  price  plummeted  in  the  wake 

of  Verizon's  patent  infringement  victory  against  it. 
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jM's  Big  Move  to  Small  Chevrolets 


HERE'S  SOMETHING  you  don't  often 
hear  from  General  Motors:  Small 
is  cool.  Yet  that'll  be  GM's  pitch 
Apr.  4  when  the  automaker  takes  the 
aps  off  a  trio  of  subcompact  cars  at 
:  New  York  Auto  Show.  These  Mini 
oper-size  cars  are  also  likely  to  carry 
ni  prices— less  than  $10,000. 
3M's  Chevrolet  unit  is  out  to  prove 
it  its  diminutive  cars,  called  the  Trax, 
:  Beat,  and  the  Groove,  can  be  as 
lish,  fuel-efficient,  and  playful  as  any 
ida  or  Toyota.  Chevy  also  wants  to 
pw  that  its  brand  stands  for  more  than 
t  gas-guzzling  monsters 
p  its  Suburban  SUVs.  Says 
Itn  Smith,  GM's  group  vice- 
tsident  for  global  strategy: 
's  time  to  do  something 
re  with  cars." 
These  little  guys  are  still 
cept  cars.  While  they  could 
sold  overseas  around  2010, 
ith  says  GM  will  decide 
ether  to  offer  them  in  the 
5.  based  in  part  on  reaction  at  the 
w  York  show.  GM  designed  the  cars 
Korea,  where  engineering  costs  are 
%  lower  than  in  the  U.S.,  and  would 
Id  them  in  low-cost  emerging- 
rket  factories. 

To  refocus  buyers,  GM  is  ramping  up 
an  ad  campaign  with  the  line, 


"People  Who  Love  Cars 
Love  Chevrolet."  While 
GM  will  still  hype  its 
trucks  with  country  music 
ads,  it  has  also  cut  a 
marketing  deal  with  young  rap  musician 
T.I.  to  reach  a  more  hip-hop  crowd. 
GM  isn't  the  only  U.S.  automaker 
eyeing  the  small-car  market.  Daimler- 
Chrysler's  Smart  Div.  plans  to  launch 
a  minicar  in  the  U.S.  next  year,  and 
Ford  will  bring  a  new  subcompact  to 
the  U.S.  in  two  years.  Still,  Detroit' s 


experience  with  small  cars  is  a  sorry 
tale.  Remember  the  AMC  Gremlin  and 
Ford  Pinto?  "Bringing  a  car  that  size  to 
the  U.S.  as  a  commodity  is  suicide,"  says 
James  Hall,  vice-president  at  research 
firm  AutoPacific.  "They  have  to  be  image 
cars  like  Mini  and  Scion." 

To  help  GM  gauge  whether  its  cars 
will  make  the  grade,  consumers  can 
soon  vote  for  their  favorite  mini  at 
www.vote4chevrolet.com.  With  enough 
interest,  these  little  Chevys  could  be 
rolling  in  the  U.S.  of  A.        -David  Welch 


THE  BIG  PICTURE 

LOOK  WHO'S 

WIRED 

FOR  GROWTH 


OLD  EUROPE?  Not  when  it  comes  to  tech.  Europe  blew  away  the  U.S.  and 
Asia  in  the  World  Economic  Forum's  sixth  annual  Networked  Readiness  Index. 
The  just-out  2006  results  ranked  122  countries  on  their  ability  to  make  use 
of  info  tech  to  promote  economic  growth.  Denmark  came  in  first,  climbing 
from  third  place  in  2005  and  bumping  the  U.S.  from  its  top  post  all  the  way 
down  to  seventh  place.  China  was  buried  in  the  pack,  falling  from  50th  to 
59th  place.  Here  are  the  top  10  nations: 
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Finland     i  Switzerland    Netherlands 
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l5  rankings  Data:  Networked  Readiness  Index  from  the  Global  Information  Technology  Report, 
l/orld  Economic  Forum  in  cooperation  with  INSEAD:  67  variables  examined 
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BLEAK 

HOUSING 

NEWS 

Here's  another  reason  to 
get  antsy  about  real  estate. 
Banks  and  investors  in  the 
mortgage-backed  securities 
industry  are  increasingly 
worried  that  the  troubles  in 
the  subprime  market  will 
spread  to  higher-quality  home 
loans.  In  a  survey  of  expected 
attendees  at  the  upcoming 
Spring  ABS  Show  (for  asset 
backed  securitization), 
some  87%  of  respondents 
said  recent  subprime  woes 
would  have  at  least  a  "partial 
impact"  on  the  performance 
of  the  broader  market  for 
mortgages  and  mortgage- 
backed  securities. 

More  than  50%  of  the 
loan  issuers  and  mortgage 
investors  surveyed  expect 
the  ABX  index,  a  benchmark 
for  subprime  performance, 
will  trend  lower  in  April. 
Addingto  the  pessimism, 
about  two-thirds  say  they 
don't  view  the  current  sell- 
off  as  a  buying  opportunity, 
and  about  three-quarters 
said  they  expect  median 
home  prices  to  decline  for 
the  rest  of  the  year.  About 
half  felt  proposals  to  tighten 
subprime  lending  standards 
could  help  shore  up  the 
market.     -Elizabeth  Woyke 
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HIGH-TECH  TIPPLE 

BORDEAUX  GOES  TO  THE  LAB 

WINE  EXPORTS  from  France's  Bordeaux  region  ended  a 
five-year  decline  in  2006,  growing  23%,  to  $1.5  billion.  But 
not  all  that  wine  tastes  like  classic  Bordeaux.  To  counter 
the  rise  of  New  World  wines,  many  of  the  region's  6,000 
producers  are  abandoning  age-old  production  methods. 
Now  they  send  samples  to  labs  that  analyze  everything 
from  alcohol  and  sugar  content  to  trace  elements  such  ass 
iron  and  calcium. 

Armed  with  such  data,  oenologists  help  growers  adjust 
flavors  to  today's  tastes.  "The  wine  being  made  in  Bordeaux 
now  is  nothing  like  the  wine  that  was  made  20  years  ago," 
says  one  of  those  chemists,  Jean-Philippe  Gervais. 

The  idea  is  to  make  wine  that's  lighter  and  fruitier  than 
earthy  Bordeaux.  "It  used  to  be  the  client  who  adapted  to 
Bordeaux.  Now,  it's  the  reverse,"  says  Marc  Lurton,  whose 
Chateau  Reynier  has  nearly  doubled  exports  since  2000  by 
introducing  new  blends  sold  mainly  in  the  U.S.  and  Britain. 
Working  with  the  region's  Grezillac  Oenological  Center, 
Lurton  has  changed  the  way  he  grows  grapes.  He  lets  vines 
grow  taller  so  grapes  get  more  sun,  increasing  their  sugar 
content.  And  he  heats  his  grapes  briefly  before  crushing 
them,  for  what  he  calls  a  "  rounder"  flavor.    -  Carol  Matlack 


IMPORT/EXPORT 

SMOG 

ACROSS THE 
WATERS 

WORLD  TRADE  gets  the  blame 
for  all  sorts  of  ills,  from  the 
loss  of  well-paying  factory 
jobs  in  the  U.S.  to  the  rise 
of  sweatshops  in  China  and 
other  developing  nations. 
Now  add  global  warming  to 
the  list. 


The  more  than  90,000 
commercial  vessels 
crisscrossing  the  oceans 
produce  more  carbon 
dioxide  than  all  but  10  of  the 
39  industrialized  nations 
originally  included  in  the 
Kyoto  Protocol,  says  a  study 
by  the  International  Council 
on  Clean  Transportation.  That 
includes  the  Netherlands, 
Poland,  and  Spain.  This 
massive  global  flotilla  also 
emits  more  sulfur  dioxide 
than  all  the  cars,  trucks,  and 


SEA  SMOKE 

Ships  spew 
clouds  of  C02 


buses  on  the  planet,  and  a 
sixth  of  all  the  nitrogen  oxici 
pumped  into  the  atmosphe) 
says  the  study. 

The  outsize  emissions  at 
sea  reflect  the  limitations 
of  world  politics.  While 
national  governments  havei 
forced  giant  reductions  in 
discharges  from  vehicles 
and  smokestacks,  the 
U.N.'s  International  Maritime 
Organization  has  maintainec 
looser  limits  on  ships,  in  pa 
because  139  countries  are 
involved  in  craftini' 
controls.  Some  fue 
burned  in  ships,  fc 
instance,  contains 
27,000  parts  per 
million  of  sulfur 
on  average.  In  the 
U.S.,  diesel  fuel 
cannot  have  more 
than  15  parts  per 
million.  The  IMO 
plans  to  take  up  n< 
pollution  standarc 
at  a  midsummer 


meeting. 

-Michael  Arnd  P]H 
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ECO  TRENDS 

ENGLAND'S  GREENER  AND  PLEASANT  LAND 


THINK  OF  THEM  as 

personal  eco-trainers. 
So-called  carbon 
coaches  are  helping 
Britons  who  want 
to  learn  how  to  live 
greener.  For  a  fee  of 
$300  to  $600,  advisers 
assess  a  family's  energy 
usage  and  recommend 
ways  to  reduce  it— 
everything  from  adding 
insulation  and  using 
halogen  bulbs  to  installing 
a  rooftop  system  to  recycle 
rainwater. 

Business  is  booming 
for  the  dozen  or  so  green 
advisers,  most  of  them  based 
in  the  south  of  England, 
where  they  largely  serve 
cash-rich,  time-strapped 
customers.  "I've  had  so 


many  calls  from  interested 
clients  I  haven't  even  had 
to  do  any  marketing,"  says 
Donnachadh  McCarthy, 
founder  of  London's 
3  Acorns  Eco-Auditing  and 
author  of  Saving  the  Planet 
Without  Costing  the  Earth. 
McCarthy,  who  says  he 
conducts  at  least  two  home 


BOOMER  ANGST 

MORE  ACHES  AND  PAINS 
FORTHEOVER-50s 

BABY  BOOMERS  creeping  up  to  retirement  age  think 
they  are  in  poorer  health  than  their  counterparts 
viewed  themselves  12  years  earlier,  according  to  a 
new  study.  The  boomers  surveyed,  aged  51  to  56  in 
2004,  reported  that  they  were  having  more  difficulty 
with  a  range  of  everyday  physical  tasks  than  did 
the  earlier  group,  as  well  as  more  pain,  chronic 
ailments,  and  psychiatric  problems. 

Only  half  of  those  in  the  2004  group  rated  their 
health  as  "excellent"  or  "very  good."  By  contrast, 
in  the  1992  survey,  57%  reported  above-average  or 
excellent  health.  The  findings,  published  by  the  National 
Bureau  of  Economic  Research,  are  from  a  continuing 
study  that  intends  to  survey  20,000  people  every  two 
years  through  mid-century. 

Lead  author  Beth  J.  Soldo,  director  of  the 
University  of  Pennsylvania's  Population  Aging 
Research  Center,  says  the  results  run  counter  to 
the  conventional  wisdom  that  the  Baby  Boom 
generation,  born  between  1946  and  1964,  would 
retire  in  robust  health.  One  big  factor:  high  rates  of 
obesity  in  the  U.S.  Still,  the  results  may  be  skewed  by 
the  unrealistic  view  some  boomers  hold  of  their  aging 
bodies.  Says  Soldo:  "Once  their  health  falls  short  of 
expectations,  they  take  notice."  -Catherine  Arnst 
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audits  a  week,  is  also  getting 
requests  from  companies. 
Green  coaching  is  about 
to  get  a  boost  from  London 
Mayor  Ken  Livingstone's 
Green  Homes  program,  which 
will  roll  out  later  this  year 
across  the  capital  as  part  of 
a  wider  initiative  to  combat 
climate  change.  The  new 
service,  announced  on  Feb. 
28,  will  sell  home  energy 
makeover  tips  to  Londoners 
for  about  $400  a  session. 
There  seems  to  be  more  than 
enough  eco-demand  to  go 
around.  Former  engineer 
Dave  Hampton,  who  runs 
Carbon  Coach,  based  in  the 
Thames-side  town  of  Marlow, 
is  planning  to  set  up  a  side 
business  in  training  others 
for  the  trade.    -Kerry  Capell 


OFFICE  LIFE 

WANTED: 
A CLUTTER 
CUTTER 

WORKERS  in  cramped 
cubicles  aren't  the  only 
ones  making  do  with  less  | 
in  the  corporate  world.  A 
survey  by  office  furniture 
maker  Steelcase  found 
that  30%  of  white-collar 
workers  still  have  private 
offices,  but  even  for  them, 
the  four  walls  are  closing 
in.  The  poll  of  9,300 
workers  revealed  that  the 
typical  private  office  has 
shrunk  from  16  by  20  feet 
a  few  years  ago  to  a  more 
common  8  by  10  today. 

Has  that  brought  about 
better  organization  of 
space?  Hardly.  The  study 
found  that  most  of  us 
make  our  offices  even 
more  cramped  by  piling 
papers,  rather  than  filing 
them.  Our  drawers  and 
cabinets  store  snacks, 
shoes,  or  nothing  at  all. 
Sound  familiar? 

Better  design  could 
come  to  the  rescue. 
Steelcase  thinks  today's 
smaller  offices  would 
benefit  from  dual- 
purpose  furniture— a 
file  cabinet-chair  combo 
on  wheels,  for  instance. 
Extra  outlets  for  laptop- 
wielding  visitors  would 
also  help,  as  would 
bigger  work  surfaces  tha 
give  people  more  options 
for  personalizing  their 
space.      -Elizabeth  Woyh 
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10-Year  Corporate  Average  Fuel  Economy 


30.1  mpg 


verage 


Industry  Average 
24.8  mpg 


The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker/  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology  And,  our 
ultimate  goal,  a  cleaner  environment. 


'Based  upon  the  average  sales-weighted  i  ,1011906   201''  a  ssenger  car  and 

light-truck  fleets  sold  in  the  U.S.,  based  nda.com 


The  Power  of  Dreams 


upfront 


ANALYZE  THIS 


BY  KERRY  J.  SULKOWICZ,  M.D. 


The  Psychology  of  the  Deal 


I  work  in  the  investment  business  and  want 
to  understand  more  about  the  psychology 
of  making  deals.  I  notice  that  even 
seasoned  negotiators,  who  have  a  knack 
for  figuring  out  what  makes  a  person  tick, 
sometimes  get  it  wrong.  Can  someone  with 
psychological  training  analyze  a  target  at  a 
distance  to  provide  an  edge  in  talks? 

-A.G.  Newmyer  III, 
Palm  Beach  Gardens,  Fla. 

THE  ANSWER,  in  my  view,  is  yes.  My 
colleagues  and  I  have  been  helping  clients 
develop  psychological  profiles  of  executives 
involved  in  high-stakes  mergers-and- 
acquisitions  talks  and  other  negotiations 
for  many  years.  We  find  that  having  an 
understanding  of  the  mind  of  the  person 
sitting  across  the  table  can  make  all  the 
difference. 

Business  talks  are  essentially  psycho- 
logical processes.  Nobody  ever  says  yes 
to  the  first  offer.  Why?  Not  just  because  it's 
bad  business  but  because  to  do  so  would 
show  weakness  and  submission,  intolerable 
feelings  for  most  people.  When  seasoned 
negotiators  "get  it  wrong,"  it's  often  because 
they've  miscalculated  the  other  party's 
emotional  attachment  to  what  they're  giving 


up,  whether  that's  something  they  own  or 
money  itself.  Or  they  assume  their  approach 
will  lower  the  other  party's  resistance  to 
saying  yes,  when  in  fact  it  increases  it. 

Applying  dynamic  insights,  provided  at  a 
distance  by  a  trained  clinician,  can  unlock 
even  the  thorniest  of  business  interactions. 
An  analogous  situation  is  that  of  a  patient 
who  describes  his  wife  to  his  psychoanalyst. 
The  analyst  may 
never  meet  the 
wife,  but  as  the 
analyst  speaks  with 
the  husband,  they 
jointly  develop  an 
understanding  of 
what  makes  the  wife 
tick,  and  this,  in  turn, 
can  help  the  husband 
relate  to  her  better. 

Now  substitute 
CEO  A  for  the  husband  and  CEO  B  (the 
potential  acquiree)  for  the  wife.  CEO  A  has 
various  interactions  with  CEO  B  in  meetings,  at 
industry  events,  on  the  golf  course,  or  through 
phone  and  e-mail  contact.  In  discussing 
those  interactions  with  me,  we  can  figure 
out  how  CEO  A  can  better  size  up  CEO  B.  The 
psychological  portrait  that  emerges,  while 


inevitably  imperfect,  is  often  good  enough  tc  j 
make  a  difference  in  negotiations. 

Your  question  touches  on  an  interesting 
controversy:  Psychiatrists  got  into  trouble 
when  one  of  them  made  a  damning  diagno ! 
from  afar  of  Barry  Goldwater  during  the  19iJ 
Presidential  race,  deeming  him  unfit  for  off  | 
because  of  what  was  considered  his  paran> 
behavior.  The  subsequent  backlash  causec| 
the  pendulum  to 
swing  too  far  in  tl| 
other  direction, 
with  shrinks 
avoiding  such  bo  I 
pronouncements!! 
ever  since. 

That's  too  bad] 
A  psychoanalytic 
assessment,  eve| 
of  someone  you'vl 
never  met,  hasai 
positive  role  to  play  not  just  in  personal  \m\ 
but  also  in  business  dealings  and  even  in 
helping  to  choose  a  President. 

Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst  and\ 
founder  of  the  Boswell  Group,  advises  executd 
on  psychological  aspects  of  business.  Send  h  I 
questions  at  analyzethis@businessweek.com\ 


QUESTION  OF  THE  WEEK 

Do  people  really  want  to  watch  TV  on  their  cell  phones  or  other  handheld  devices? 


"In  doctors'  offices,  buses,  cars,  or 
waiting  in  line,  mobile  media  is  the 
perfect  solution.  People  will  pay 
not  to  be  bored  out  of  their  skulls. 
So  the  content  is  more  valuable  to 
producers  there  than  on  traditional 
Internet  delivery." 

Mark  Cuban,  president  and 
olHDNet 


14  I  BusinessWeek  I  April  9,  2007 


"I'm  convinced  some  people 
would  marry  their  cell  phones  if 
they  could,  so  TV  is  just  the  next 
logical  extension.  Still  the  majority 
will— or  should— shun  this 
innovation.  Diminished  screen, 
diminished  returns."^ 

Matt  Roush.  television 
critic.  TV  Guide 


M   t 
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"People  will  pay  for  access.  The 
appetite  for  media  is  growing 
exponentially,  and  that  means 
it  will  be  consumed  on  multiple 
screens  at  times  and  places 
the  industry  never  thought  of 
reaching  the  consumer." 

Jason  Hirschhorn,  president,  Sling  Media 
Entertainment  Group 
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Lunesta 

^ -^(eszopiclone)c 


It's  what  you've  been  craving.  Peaceful  sleep  without  a  struggle.  That's  what  i, 2 and 3 mg tablets 

Lunesta®  is  all  about:  helping  most  people  fall 'asleep  quickly,  and  stay  asleep  all  through  the  night.  It's  not  only 
i-narcotic,  it's  approved  for  long-titttjrjusc.  So  you  can  feel  comfortable  taking  it  night  after  night.  Talk  to  your 
Dctor  first  before  using  sleep  aids,  for  extended  periods.  Tonight,  just  close  your  eyes,  and  leave  the  rest. to  Lunesta. 
Find  out  how  to  improve  your  sleep  habits  at  www.lunesta.com.  Or  call  1-800-Lunesta. 

'ORTANT  SAFETY  INFORMATION;  .1  i'Nista  works  quickly,  and  'should  be  taken  right  before  bed.  Be  sure  you  have  at  least 
r  hours  to  devote  to  sleep  before bejtoniing  active',  llntilyou  know  how  you'll  react  to  prescription  Lunf.sta,  you  should  not  drive 
perate  machinery.  Do  not  use  alcohol  v>  hile  taking  b.s'i  >  1  \.  Most  sleep  medicines  carry  some  risk  of  dependency.  Side  effects  may 
ide  unpleasant  taste,  hl^^^^Mtowsiness  and  dizziness.  See  important  patient  information  on  the  next  page. 


Lunesta 


(eszopiclone)G 

1,2  AND  3  MG  TABLETS 


Please  read  this  summary  of  information  about  LUNESTA 
before  you  talk  to  your  doctor  or  start  using  LUNESTA.  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  If 
you  have  any  questions  about  LUNESTA  tablets,  be  sure  to 
ask  your  doctor  or  pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems, 
such  as  difficulty  in  falling  asleep,  difficulty  in  maintaining 
sleep  during  the  night,  and  waking  up  too  early  in  the  morning. 
Most  people  with  insomnia  have  more  than  one  of  these 
problems.  You  should  take  LUNESTA  immediately  before 
going  to  bed  because  of  the  risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  1 0  days  up  to  2  weeks.  If  your 
insomnia  does  not  improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine. 
However,  you  should  not  use  these  medicines  for  long  periods 
without  talking  with  your  doctor  about  the  risks  and  benefits 
of  prolonged  use. 

Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 

To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA  or 
any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause 
drowsiness  and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by 
your  doctor.  Never  change  your  dose  without  talking 
to  your  doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 

Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine. 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  taken  while  traveling,  such 
as  during  an  airplane  flight  and  the  person  wakes  up  before 
the  effect  of  the  medicine  is  gone.  This  has  been  called 
"traveler's  amnesia."  Memory  problems  have  been 
reported  rarely  by  patients  taking  LUNESTA  in  clinical 
studies.  In  most  cases,  memory  problems  can  be  avoided  if 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 

Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than  a 
few  weeks,  they  may  lose  their  effectiveness  in  helping  you 
sleep.  This  is  known  as  "tolerance."  Development  of  tolerance 
to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally 
not  necessary.  Some  people,  though,  have  chronic  sleep 
problems  that  may  require  more  prolonged  use  of  sleep 
medicine.  If  your  sleep  problems  continue,  consult  your  doctor, 
who  will  determine  whether  other  measures  are  needed  to 
overcome  your  sleep  problems. 

Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to 
avoid  withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have  a 
higher  chance  of  becoming  addicted  to  sleep  medicines.  This 
possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 

Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the  medicine  has 
been  used  for  only  a  week  or  two.  In  mild  cases,  withdrawal 
symptoms  may  include  unpleasant  feelings.  In  more  severe 
cases,  abdominal  and  muscle  cramps,  vomiting,  sweating, 
shakiness,  and,  rarely,  seizures  may  occur.  These  more 
severe  withdrawal  symptoms  are  very  uncommon.  Although 
withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA, 
there  is,  nevertheless,  the  risk  of  such  events  in  association 
with  the  use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the  medicine. 
If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  its  own 
after  1  or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your 
own.  Always  follow  your  doctor's  directions. 

Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior.  These 
effects  are  not  common.  However,  they  have  included: 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 
such  as  a  person's  general  health,  the  use  of  other  medicines, 
and  which  sleep  medicine  is  being  used.  Clinical  experience 
with  LUNESTA  suggests  that  it  is  rarely  associated  with 
these  behavior  changes. 

It  is  also  important  to  realize  it  is  rarely  clear  whether  these 
behavior  changes  are  caused  by  the  medicine,  are  caused  by 
an  illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems 
that  do  not  improve  may  be  due  to  illnesses  that  were  present 
before  the  medicine  was  used.  If  you  or  your  family  notice 


any  changes  in  your  behavior,  or  if  you  have  any  unusua 
disturbing  thoughts,  call  your  doctor  immediately. 

Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  poter 
effects  in  the  unborn  baby  when  used  during  the  last  we 
of  pregnancy.  Be  sure  to  tell  your  doctor  if  you  are  pregn; 
if  you  are  planning  to  become  pregnant,  or  if  you  beco 
pregnant  while  taking  LUNESTA. 
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In  addition,  a  very  small  amount  of  LUNESTA  may  be  pres  < fm 

in  breast  milk  after  use  of  the  medication.  The  effects  of  v  U 

J  B* 

'turn" 


small  amounts  of  LUNESTA  on  an  infant  are  not  kno 
therefore,  as  with  all  other  prescription  sleep  medicines,  ]  m 
recommended  that  you  not  take  LUNESTA  if  you  are  brei ;  ■* 
feeding  a  baby.  1 1"5 

Safe  Use  Of  Sleep  Medicines  ,  * 

I FCWSE 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any  ot  ( ,M 
sleep  medicine,  you  should  observe  the  following  cautki  m 

1.  LUNESTA  is  a  prescription  medicine  and  should  B 
used  ONLY  as  directed  by  your  doctor.  Follow  y  m\ 
doctor's  instructions  about  how  to  take,  when  to  ti  i  w> 
and  how  long  to  take  LUNESTA.  I  ^] 

2.  Never  use  LUNESTA  or  any  other  sleep  medicine  * 
longer  than  directed  by  your  doctor.  { '^ 

3.  If  you  notice  any  unusual  and/or  disturbing  thouc 
or  behavior  during  treatment  with  LUNESTA  or    i 
other  sleep  medicine,  contact  your  doctor. 


4.  Tell  your  doctor  about  any  medicines  you  may 


m 

taking,  including  medicines  you  may  buy  withoi  »m 
prescription  and  herbal  preparations.  You  should  1 1  em 
tell  your  doctor  if  you  drink  alcohol.  DO  NOT  use  alci  (  sobect 
while  taking  LUNESTA  or  any  other  sleep  medicine  I  ™ 

5.  Do  not  take  LUNESTA  unless  you  are  able  to  get  1 1  J™ 
more  hours  of  sleep  before  you  must  be  active  ag,  i^ 

6.  Do  not  increase  the  prescribed  dose  of  LUNEST/mt .-■ 
any  other  sleep  medicine  unless  instructed  by  j  <  Ka* 
doctor.  ' !fe: 

7.  When  you  first  start  taking  LUNESTA  or  any  oj™ 
sleep  medicine,  until  you  know  whether  the  media  sta 
will  still  have  some  effect  on  you  the  next  day,  I  WjDm 
extreme  care  while  doing  anything  that  reqiti  '* 
complete  alertness,  such  as  driving  a  car,  opera: 


machinery,  or  piloting  an  aircraft. 
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8.  Be  aware  that  you  may  have  more  sleeping  probM  ma 
the  first  night  or  two  after  stopping  any  sleep  medic*  u 

9.  Be  sure  to  tell  your  doctor  if  you  are  pregnant  stei 
you  are  planning  to  become  pregnant,  if  you  been!  £' 
pregnant,  or  if  you  are  breastfeeding  a  baby  vu  wW 
taking  LUNESTA.  i  W:>' 
As  with  all  prescription  medicines,  never  sis'  w 
LUNESTA  or  any  other  sleep  medicine  with  anj '!'*■■ 
else.  Always  store  LUNESTA  or  any  other  sleep  medi ,  z, 
in  the  original  container  and  out  of  reach  of  child '  ,^; . 
Be  sure  to  tell  your  doctor  if  you  suffer  from  depress  i  mm 
LUNESTA  works  very  quickly.  You  should  only  /  *n«« 
LUNESTA  immediately  before  going  to  bed. 
For  LUNESTA  to  work  best,  you  should  not  take  it },  *^ 
or  immediately  after  a  high-fat,  heavy  meal. 
Some  people,  such  as  older  adults  (i.e.,  ages  65  I  mm 
over)  and  people  with  liver  disease,  should  start (|  *n>- 
the  lower  dose  (1  mg)  of  LUNESTA.  Your  doctor     ' 
choose  to  start  therapy  at  2  mg.  In  general,  at    ■■'„ 
under  age  65  should  be  treated  with  2  or  3  mg.     £.. 
Each  tablet  is  a  single  dose;  do  not  crush  or  btWrn 

the  tablet.  «t 

I  Mtv* 
Note:  This  summary  provides  important  information  at  Ww* 
LUNESTA.  If  you  would  like  more  information,  ask 
doctor  or  pharmacist  to  let  you  read  the  Prescri  "*Ti; 
Information  and  then  discuss  it  with  him  or  her. 
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The  future  of  India  lies  in 
the  hands  of  young  Indians 
who  are  willing  to  stand  up 
for  themselves  and . . .  shun 
corruption." 

-Srinivas  Balla 
Arlington,  Va. 


HANDICAPPING  INDIA'S  CHANCES 
IN  THE  GLOBAL  SWEEPSTAKES 

OH,  COME  ON!  It  is  time  for  Cricket 
World  Cup.  and  the  only  thing  on  my 
mind  and  the  minds  of  the  other  1  bil- 
lion-plus Indians  is  to  see  India  win, 
or  at  least  beat  Pakistan.  Nonetheless, 
"The  trouble  with  India"  (Cover  Story, 
Mar.  19)  points  out  some  of  the  harsh 
realities  of  India  among  many  other  good 
things  that  India  and  Indians  possess. 

Being  an  Indian  myself,  I  can  say  that 
if  there  is  one  word  that  best  describes 
the  Indian  way  of  living  it  is  "improvi- 
sation." It  is  through  this  process  that 
we  circumvent  all  the  pains  caused  by 
the  corruption  at  the  highest  level  of 
Indian  bureaucracy.  I  was  in  India  last 
year,  and  can  attest  that  the  future  of 
India  lies  in  the  hands  of  young  In- 
dians who  are  willing  to  stand  up  for 
themselves  and  freedom,  shun  corrup- 
tion and  other  maladies,  and  rise  up 
to  create  and  assimilate  opportunities 
on  the  basis  of  their  strong  intellectual 
capital. 

Making  comparisons  to  China  is  a 
fair  game.  But  here  is  my  point:  De- 
spite the  fancy  roads,  skyscrapers,  and 
wealth,  if  a  citizen  does  not  have  the 


right  to  stand  up  for  his  views  and 
rights  without  the  intervention  of  the 
People's  Republic  of  China,  what  kind 
of  life  is  that? 

-Srinivas  Balla 
Arlington,  Va. 

"THE  TROUBLE  WITH  INDIA"  featured 
a  chart  showing  how  India  stacks  up 
against  the  U.S.  and  China.  One  factor 
you  could  have  compared  is  the  num- 
ber of  years  each  has  spent  as  a  free 
country. 

When  India  gained  freedom  from 
British  rule  60  years  ago,  it  used  to  im- 
port even  the  smallest  things,  like  nails. 
Now  it  makes  its  own  supercomputers 
and  satellite  launch  vehicles.  I  am  con- 
fident that  India  will  soon  overcome  the 
issues  of  transportation,  poverty,  and 
hunger  that  it  is  facing.  I  would  like 
to  see  a  cover  story  comparing  India's 
achievements  vs.  those  of  other  major 
powers  just  60  years  after  earning  their 
freedom. 

-Lakhbir  Singh 
Herndon,  Va, 

CAPITALISM  WORKS  WELL  in  societies 
where  there  is  the  possibility  of  upward 
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mobility  and  individuals  at  every  station 
of  life  have  hope  for  a  better  tomorrow. 
China  faces  many  of  the  same  problems 
as  India,  but  China,  unlike  India,  can 
draw  from  and  build  on  cultural  tradi- 
tions that  include  egalitarian  ideals  and 
merit-based  opportunity.  I'm  confident 
that  I'll  see  cars  manufactured  in  Beijing 
tooling  around  San  Francisco  years  be- 
fore I  see  one  from  Delhi. 

-Mark  S.  Miller 
Richmond,  Calif. 

WHEN  I  RETURNED  to  India  after  a  10- 
year  absence,  it  was  truly  a  revelation. 
Cell  phones,  pagers,  computers,  and  all 
manner  of  electronic  gadgets  seemed  to 
be  everywhere.  Despite  a  sea  of  abject 
poverty  surrounding  islands  of  tremen- 
dous wealth,  a  newfound  confidence  and 
a  sense  of  hope  were  palpable  among 
young  people  everywhere. 

However,  until  the  system  is  trans- 
formed into  one  of  a  strict  meritocracy, 
and  until  the  culture  within  the  gov- 
ernment changes  from  one  where  ob- 
structionist policies  translate  into  larger 
bribes,  India's  infrastructure  will  con- 
tinue to  decay  and  the  country  will  be  rel- 
egated to  playing  second  fiddle  to  China. 


CORRECTIONS  &  CLARIFICATIONS 


"Overlooked  and  underpriced"  (Personal 
Finance,  Mar.  26)  incorrectly  stated  that 
Royal  Bank  ot  Scotland  perpetual  preferred 
stock  paid  cumulative  dividends.  Its 
dividends  are  noncumulative,  meaning  the 
company  could  skip  dividends  on  the  stock 
without  paying  them  back.  Although  most 
perpetual  preferred  stocks  have  cumulative 
dividends,  this  one  is  an  exception. 

BusinessWeek  misrepresented  the  comments 
of  Wade  Martin,  president  of  the  Dew  Action 
Sports  Tour,  in  "the  making  of  a  sports 


Then,  after  60  years  of  independence, 
India  could  not  blame  the  British  for  all 
her  misfortunes,  only  herself. 

-Arun  K.  Gadre 
Louisville 

AS  A  YOUNG,  middle-class  Indian,  I  am 
confident  in  my  abilities,  as  well  as  those 
of  my  fellow  young  Indians,  to  change 
the  current  situation.  India  is  in  a  posi- 
tion where  the  entire  world  may  love  us 
or  hate  us,  but  cannot  ignore  us. 

I  am  not  being  ambitious  when  I  say 


mogul"  (Sports  Biz,  Apr.  2).  Martin  did  not 
criticize  Wasserman  Media  Group's  planned 
entry  into  a  crowded  market  for  broadband 
distribution  of  extreme  sports  events  and 
should  have  been  quoted  as  saying:  "I  don't 
think  it  is  in  the  best  interests  of  the  industry 
to  have  multiple  sites."  Martin  said  he  expect; 
the  sites  to  consolidate. 

"A  Blueprint  from  India"  (Global  Business, 
Apr.  2)  incorrectly  spelled  the  name  of  a 
Cadforce  employee  in  Kolkata.  Her  name  is 
Aditi  Sengupta. 


that  although  we  may  not  be  on  top 
our  game  at  present,  we  will  be  in  til 
next  five  to  six  years. 

-Manu  Sharn 

Manager,  IBM  India  Li 
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DON'T  BASE  CLIMATE  CHANGE 
POLICY  ON  'SKY  IS  FALLING'  HYPE 

THE    CRITICISMS    OF   Jack    and    Sui^ 
Welch's  perspective  on  global  warmi]i 
("The  Welches  need  to  face  facts  abac's  r 
global  warming,"  Readers  Report,  M;f  ure  ol 


are,  in  my  opinion,  unjustified.  Welch's 
iscal's  Wager"  analogy,  coming  from  a 
business  guru,  is  clearly  a  green  light 
American  industry  to  "get  moving." 
lilarly,  we  should,  for  our  children's 
:e,  "err  on  the  side  of  caution."  The 
lches  simply  add:  "There's  no  reason 
i  can't  profit  from  it  at  the  same  time." 
hope  the  naysayers  of  the  world  can 
v  join  hands  with  others  of  like  mind 
discover  innovative  solutions  to  the 
at  challenge  that  lies  ahead. 

-James  Eggert 

Professor  Emeritus 

University  of  Wisconsin  at  Stout 

Colfax,  Wis. 

IMPORTANT  TO  base  public  policy  on 
ison  and  not  on  "sky  is  falling"  hype, 
the  extent  that  sides  are  chosen  and  is- 
s  are  politicized,  where  are  the  losers? 
at  we  know  to  date  about  the  results  of 
I  InterGovernmental  Panel  on  Climate 
mge  is  fragmentary  and  not  the  opin- 
of  "hundreds  of  scientists."  Rather,  it 
le  work  of  a  few  individuals:  scientists, 
eaucrats,  and  politicians  publishing 
equivalent  of  an  executive  summary. 
^et's  recognize  the  multidimensional 
ure  of  the  issues  in  this  sector  and  re- 


sist the  temptation  to  embrace  simplis- 
tic solutions  to  complicated  problems. 
-Richard  Fellenberg 
Mashpee,  Mass. 

SUBPRIME  LOANS:  REAL  ESTATE 
LAWYERS  NEED  TO  SPEAK  UP 

FOR  EVERY  SUBPRIME  loan  in  fore- 
closure, there  was  a  lawyer  at  the  table 
evidently  not  explaining  the  terms  to 
the  client  ("Who  will  get  shredded?" 
and  "Under  the  fed's  hammer,"  News  & 
Insights,  Mar.  19). 

Mortgage  brokers  and  banks  make 
more  money  on  subprime  loans  than 
with  prime  mortgages;  transaction  fees 
are  higher,  points  are  higher,  application 
fees,  processing  fees,  and  underwriting 
fees  are  all  higher.  Everyone  in  the  deal 
makes  extra  money  on  the  transaction 
but  the  lawyer.  There  is  more  money  to 
go  around,  paid  for  by  the  poorest  among 
us— those  who  are  excited  about  buying  a 
house  but  with  no  experience  and  knowl- 
edge of  what  the  fees  should  look  like. 

For  every  interview  I  read  with  a  bor- 
rower whose  loan  has  been  reset  and  is 
having  a  hard  time  making  the  payments 
or  is  in  foreclosure,  I  say,  where  was  your 
lawyer?  As  an  independent  adviser  with  no 


skin  in  the  deal  except  a  modest  fee,  I  ask, 
what  was  his  advice?  Did  he  explain  the 
loan's  terms  and  the  risks?  Did  he  review 
the  pre-approval,  the  good  faith  estimate, 
and  the  commitment?  Did  he  explain  all 
of  the  closing  costs,  fees,  and  charges,  and 
advise  his  client  about  the  mortgage  mar- 
ket, not  just  rates  but  terms  and  costs?  If  so, 
then,  let  the  buyer  (and  bank)  beware. 

-Martin  Novar 
New  York 
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BY  STEPHEN  H.  WILDSTROM 


Now  Playing:  Digital  Disarray 

Imagine  a  bookstore  that  sells  only  works  published  by  Random  House.  If 
you  want  a  HarperCollins  title,  you  have  to  go  to  the  store  down  the  street 
In  this  world,  you're  permitted  to  read  Penguin  books  either  on  the  train  c 
lying  in  bed,  but  Vintage  books  can  only  be  read  on  the  couch.  It's  absurd-] 
but  no  more  so  than  the  world  of  video  downloads  as  they  exist  today. 
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The  problem  is  that  the  quickly 
growing  stock  of  movies  and  "** 

shows  available  for  download  is 
scattered  among  an  assortment 
of  stores  including  Movielink, 
CinemaNow,  Google  Video,  and 
Amazon.com  Unbox,  as  well  as 
Apple's  iTunes  Store.  And  while 
there's  a  lot  of  overlap,  there's  also 
a  significant  amount  of  content 
exclusive  to  one  or  another  service.       J^-^?// 

This  has  happened  because  the 
digital- download  business  isn't 
like  any  other  sort  of  retailing. 
Any  bookstore  can  order  any  book 

in  print  from  its  publisher.  And  once  customers  buy  it,  they 
can  do  whatever  they  wish  with  it.  But  download  services 
must  negotiate  their  rights  studio  by  studio,  sometimes  tide 
by  tide.  And  the  deals  cover  not  only  which  movies  and  TV 
shows  are  available  but  also  what  sort  of  video  quality  can  be 
offered  at  what  price,  and,  in  excruciating  detail,  just  what 
consumers  can  do  with  the  video  they  have  bought  or  rented. 

CONSIDER  THE  RULES  covering  movies  purchased  from 
Movielink,  typically  for  $13.99  (different  rules  cover  rentals). 
You  can  watch  your  movie  as  often  as  you  want,  but  only  on 
a  Windows  PC.  Some  films  can  be  watched  on  up  to  three 
different  PCs;  others  can't.  You  can  make  a  backup  copy  to 
DVD,  but  you  must  copy  it  back  to  a  pc  to  view  it;  you  can't 
watch  it  on  a  standard  DVD  player.  And  there's  no  way  to 
watch  on  a  handheld  device.  Rival  CinemaNow  has  a  service 
that  lets  you  burn  a  movie  to  a  standard  DVD— but  it  only 
offers  112  tides.  Unbox  lets  you  watch  movies  on  up  to  two 
Windows  PCs  or  some  TiVo  video  recorders  (selected  titles 
only),  and  you  can  copy  the  film  to  a  handheld,  but  only  if  it 
runs  Microsoft  Windows  Mobile  Media  Center  software. 

This  is  insanity.  It's  no  wonder  none  of  these  download 
services  has  developed  any  real  traction  in  the  market.  (The 
tech-sawy  will  point  out  there  are  ways  to  obtain  content 
online  without  the  fuss  of  restrictions,  or  paying.  Yes,  but 
these  downloads  are  illegal,  as  is  extracting  video  from  copy- 
protected DVDs  that  you  own.) 
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However  you  do  it, 
downloading  movies  is  a  picnic 
compared  with  trying  to  watch 
them  on  a  big-screen  TV  in  your  | 
living  room.  Apple  TV,  which 
does  a  fine  job  with  the  limited 
content  available  from  the  iTune  \ 
Store,  is  the  best  product  yet  for  i 
getting  downloaded  content  to 
your  TV.  That' s  because  Apple, 
unlike  its  competitors,  negotiate  J 
with  studios  to  let  customers  stoJ 
copies  of  videos  on  their  systemsi| 
hard  drives.  Such  stored  video 
looks  much  better  than  video 
streamed  to  a  TV  over  a  networli 

Problems  like  these  usually 
improve  with  time.  But  if  s 
actually  becoming  harder  to  ge  | 
films  and  programs  to  the  TV, 
even  with  a  direct  connection 
to  a  computer.  At  the  behest  of  i[ 
film  studios,  Microsoft  added  al 
"feature"  to  Vista  that  degrade  J 
the  quality  of  copyrighted  HDT  j 
content  on  your  PC  unless  you  view  it  in  a  copy-guarded  w; 
approved  by  the  studios.  So  far,  no  Blu-ray  or  HD-DVD  dist  | 
has  encoded  this  feature,  but  it  is  available. 

The  common  thread  linking  these  issues  is  a  Hollywood] 
fear  of  piracy  so  overwhelming  that  the  studios  are  forgoinn 
big  revenue  opportunities.  Sooner  or  later  they  will  come 
to  their  senses  and  deliver  all  of  their  content  online  in 
ways  that  are  actually  convenient  for  consumers.  Until  thai  I 
happens,  the  downloaded  entertainment  revolution  is  goin  j 
to  remain  on  pause.  ■ 

E-mail:  tech&you@businessweek.i\ 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 
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Sman  hk  strategies  arive 
business.  That's  why  the 
Society  for  Human  Resource 
Management  is  proud 
to  sponsor  CEO  EXCHANGE 


IHANGE  is  a  series  of  candid  conversations  with  America's  most  successful 
leaders.  Hosted  by  veteran  broadcast  journalist  Jeff  Greenfield,  the  series  offers 
tally  open  and  thought-provoking  glimpse  inside  the  minds  of  today's  CEOs  on 
lat  range  from  leadership  lessons  to  personal  inspirations. 
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BY  JON  FINE 
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NewTube  Is  Just  the  Beginning 

Give  it  up  for  NBC  Universal  and  News  Corp.,  because  in  late  March  the 
two  old-media  titans  made  the  biggest  splash  for  a  nonexistent  product 
since  the  iPhone.  J  Of  course,  Steve  Jobs  has  a  couple  of  prototype  phones 
that  a  lucky  few  can  dandle.  News  Corp.  and  NBC  Universal  have  nothing 
to  show  for  their  ambitious  Web  video  destination  site  and  service  (not 


even  a  name,  so  I'll  call  it  NewTube),  aside  from 
syndication  agreements  with  Yahoo!,  Microsoft's 
MSN.com,  and  Time  Warner's  America  Online, 
along  with  a  fairly  detailed  business  brief.  Among 
other  things,  NewTube's  videos  can  be 
embedded  on  any  site,  YouTube-style.  But 
unlike  YouTube  thus  far,  they'll  come  with 
Big  Media-approved  copyright  protection 
and,  at  least  in  some  cases,  a  small  share  of 
ad  revenues. 

For  media  geeks,  NewTube  (its  executives, 
unsurprisingly,  prefer  the  clunkier  handles 
NewCo  or  NewSite)  is  big  news.  But  the 
venture,  expected  to  launch  this  summer, 
is  merely  one  of  myriad  developments 
that  will  remake  the  world  of  Web 
video  in  the  next  few  months.  Google 
is  expected  to  begin  rolling  out 
advertising  systems  for  YouTube 
this  summer.  This  spring,  News 
Corp.'s  MySpace  will  formally  push 
into  YouTube's  video-sharing  turf, 
launching  an  offering  that  insiders 
currently  call  MySpace  TV.  And 
top  executives  at  Time  Warner 
suddenly  sound  confident  that 
a  mutual  technical  solution  to 
copyright  issues  with  YouTube— 
the  subject  of  a  lawsuit  Viacom 
filed  in  mid-March— is  close  enough 
to  make  likely  a  content-licensing  deal.  (Spokespersons  for 
YouTube  and  other  companies  declined  to  discuss  potential 
deals  or  negotiations.)  Mingling  within  these  overlapping 
layers  of  competition  and  cooperation  is  the  suddenly  less 
remote  prospect  of  making  some  actual  money. 

A  COMPLEX  CROSS-COMPANY  PLAY  like  NewTube  comes 
with  a  dense  thicket  of  issues  to  hack  through.  Networks 
don't  own  many  of  their  TV  shows,  for  instance,  which  will 
make  divvying  up  those  revenues  an  interesting  negotiating 
experience.  Another  is  that  NewTube's  sales  force  will 
primarily  start  out  selling  pre-roll  ads,  which  run  before 
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CHOP  IT  UP? 

Users  won't 
share  bits  from 
The  Simpsons 
or  The  Office 


video  clips.  This  is  a  format  the 
freer-form  video-sharing  sites  haw) 
wisely  shunned  because  it  makes 
for  a  lousy  experience. 

While  NewTube  will  feature 
short  clips  from  established  show, 
at  launch  it  probably  won't  allow 
users  to  chop  up  and  share  favore 
bits  of,  for  instance,  The  Office— 
which  is  exactly  what  helped  YouTube 
explode.  (Although  it  will  allow  users  to 
create  mash-ups.)  On  a  conference  call  he 
in  the  wake  of  the  announcement,  NBC 
Universal  CEO  Jeff  Zucker  and  News  Cort 
^^^^  President  Peter  Chernin  said  NewTube 

will  leave  consumer-produced  video  to  the  YouTubes  of 
the  world— so  semipro  video  effluvia,  like  grainy  live  band 
footage,  will  be  more  or  less  absent  from  NewTube.  (Possibl 
exception:  NewTube  users'  parodies  of  programming  ahead 
featured  on  the  site.)  And  there  are  the  enormous  tasks  of 
making  the  technology  work  and  keeping  all  the  egos  in 
check.  But  that  NewTube's  videos  will  be  distributed  widely 
throughout  the  Web,  rather  than  being  locked  up  on  one 
central  site,  indicates  that  the  current  climate  has  already 
shrunk  some  heads  and  forced  TV  executives  to  embrace  les- 
controlled  means  of  distribution. 

At  press  time,  Google  and  YouTube  hadn't  signed  on 
as  distribution  partners  with  NewTube,  although  some 
seem  confident  they  will.  There  is  a  carrot  here:  shares  in 
ad  revenue  from  big  advertisers,  since  the  likes  of  General 
Motors  and  Intel  have  already  signed  on.  YouTube  might  w; 
to  feature  NewTube  clips,  since  they  would  net  it  additional 
monies.  In  a  perfect  world,  NewTube  offers  YouTube  a  carrot 
to  play  along  with  copyright  holders  on  the  sorts  of  issues 
that  outraged  the  Viacoms  of  the  world.  Perhaps  a  YouTube 
competitor  could  end  up  bringing  the  ur-video-sharing  site 
into  the  light.  Could,  that  is.  This  is  media  in  the  21st  century 
Any  predictions  must  be  framed  with  a  fistful  of  "ifs."  ■ 
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For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
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You  and  TSMC. 
The  Power  of  a  Winning  Partnership. 


Whether  you're  developing  innovative  new  products  or  seizing  opportunities  in 
existing  markets,  TSMC's  proven  approach  to  partnership  can  help  you  reduce  risk, 
accelerate  time-to-market,  and  improve  yields. 

Our  unique  brand  of  close  collaboration,  involving  multiple  levels  of  both  your 
and  our  organizations,  ensures  you  get  the  full  benefit  of  our  collective  experience- 
applied  across  a  broad  variety  of  technology  platforms,  including  0.13  micron, 
90nm,  and  65nm. 

And  as  the  world's  largest  foundry,  representing  50%  of  the  world's  capacity,  our 
state-of-the-art  facilities  are  100%  dedicated  to  our  customers.  Which  means,  our 
commitment  begins  with  our  integrated  design  support  and  ends  only  when  you 
achieve  business  success. 

Find  out  why  the  world's  leading  semiconductor  companies  trust  TSMC  with  their 
most  important  innovations.  Visit  www.tsmc.com 


The  Proven  Path  to  Success" 


Copyright  2007  Taiwan  Semiconductor  Manufacturing  Company  Ltd.  All  rights  reserved. 
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The  Real  Economic  Threat: 
Weak  Capital  Spending 

Corporate  caution  could  jeopardize  job  growth  and  consumer  outlays 
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U.S.  ECONOMY 


What's  the  biggest  threat  to  the  economy?  The 
lousing  slump,  right?  After  all,  therein  lies  the  greatest  potential  to 
ierail  consumer  spending.  Well,  think  again.  Amid  all  the  headlines 
ibout  builders'  woes,  sagging  home  prices,  and  shaky  subprime 
nortgages,  there's  some  trouble  brewing  in  another  sector,  perhaps 


nore  crucial  to  the  outlook:  capital  spending. 

Business  outlays  for  new  equipment  and  facilities 
lave  slowed  sharply  over  the  past  year.  That's  important 
>ecause  when  businesses  expand  their  operations  they 
lso  add  to  their  payrolls.  Job  growth  over  the  past  couple 
if  years  has  been  the  primary  support  under  consumer 
pending,  so  any  sharp  slowdown  in  capital  spending 
rould  most  likely  have  an  even  broader  impact  on 
onsumers  than  the  weakness  in  housing. 

Inflation-adjusted  expenditures  for  things  like 
omputers,  heavy  machinery,  factories,  and  warehouses 
rew  only  3.9%  per  quarter  during  the  final  three 
uarters  of  2006,  after  increases  averaging  8.2%  in  the 
revious  three  quarters.  Spending  in  the  final  quarter  of 
006  dropped  for  the  first  time  in  almost  four  years,  and 
aere's  more  weakness  to  come.  In  January  and  February, 
rders  for  capital  equipment  have  fallen  sharply,  putting 
lem  far  below  their  fourth-quarter  level  and  suggesting 
le  economy  will  struggle  to  reach  a  2%  growth  rate  in 
le  first  quarter. 

The  odd  feature  of  this  weaker  spending  pattern  is  that 
:  has  occurred  during  a  period  when  the  fundamental 
rivers  of  business  investment  have  been  generally 
trong.  Based  on  robust  earnings  and  record  profit 
largins,  the  prospective  returns  on  new  plants  and 
quipment  have  been  high,  even  as  investment  costs  have 
een  low.  The  cost  of  borrowing  in  the  credit  markets 

mains  relatively  cheap,  and  banks,  on  balance,  have 
ot  tightened  their  lending  standards  for  their  corporate 
ustomers.  Companies  also  sport  exceptionally  high 
vels  of  corporate  cash  and  solid  balance  sheets. 


HIS  DISCONNECT  between  the  ability  and  desire  of 
jmpanies  to  spend  appears  to  reflect  a  sharp  turn  toward 
lution  in  the  boardroom.  Companies  have  been  rocked 
y  one  uncertainty  after  another  since  2000,  including 
:cession,  corporate  scandals,  terrorist  attacks,  war,  and  a 
ipling  of  oil  prices.  The  latest  round  of  worries  began  last 
;ar  amid  growing  fear  that  the  housing  recession  would 
)read  to  the  rest  of  the  economy.  Those  concerns  have 
:en  reinforced  by  the  subprime  loan  debacle  and  another 
Dunce  in  the  price  of  oil  back  to  more  than  $60  per  barrel. 


A  SUDDEN  DOWNTREND 
IN  EQUIPMENT  ORDERS 

BILLIONS  OF  DOLLARS 


Even  before  the  big  stock  market  swoon  on  Feb.  27, 
which  was  related  to  the  subprime  mess,  the  general 
outlook  of  chief  executives  surveyed  by  the  Business 
Roundtable  was  relatively  subdued  compared  with  their 
attitudes  in  2005  and  early  2006.  Chief  financial  officers 
queried  by  Duke  University  offered  a  similar  take. 

After  Feb.  27,  attitudes  are  bound  to  have  soured.  The 
UBS  Index  of  Investor  Optimism  for  March  dropped 
to  its  lowest  level  in  six  months,  reflecting  diminished 
expectations  for  stock  prices  and  a  less  upbeat  inflation 
outlook.  Those  attitudes  were  driven  by  real  estate  woes 
and  a  nearly  20%  resurgence  in  gasoline  prices  since  late 
January.  Those  were  undoubtedly  factors  in  the  March 
drop  in  consumer  confidence  as  well. 

As  for  corporate  confidence,  one  of  the  best 
indicators  is  businesses'  willingness  to  plunk  down 

money  for  new 
equipment,  a  trend 
that  has  gone  south  in 
recent  months.  Orders 
for  capital  goods,  such 
as  machinery  and  high- 
tech  hardware  (outside 
of  defense  items  and 
commercial  aircraft), 
fell  1.2%  in  February, 
the  fourth  decline  in  the 
past  five  months.  The 
three-month  moving 
average  of  orders,  which 
gives  a  good  reading  of  the  trend,  has  dropped  sharply 
after  heading  almost  straight  up  for  about  two  years 
(chart).  The  longer  companies  keep  their  capital- 
spending  plans  on  hold,  the  more  vulnerable  the 
economy  will  be  to  other  downdrafts,  such  as  any  new 
surprises  from  the  housing  market. 

THE  CURRENT  SLOWDOWN  in  capital  spending  is 
actually  part  of  a  longer-term  hesitancy  on  the  part 
of  businesses  to  expand  their  plants  and  equipment. 
Throughout  this  five-year  expansion,  the  growth 
in  outlays  has  failed  to  match  the  pace  of  the  1990s 
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expansion,  even  prior  to  the  boom  late  in  the  decade. 

For  the  past  four  years,  the  real,  or  inflation-adjusted, 
stock  of  equipment  and  software  in  place  at  nonfinancial 
corporations  has  generally  not  grown  any  faster  than  that 
sector's  real  gross  domestic  product,  based  on  Federal 
Reserve  data  (chart).  That  suggests  the  4.4%  growth  rate 
in  equipment  outlays  in  2006,  the  slowest  in  three  years, 
has  been  insufficient  to  keep  up  with  the  rate  at  which  old 
computers  and  machines  are  wearing  out. 

Companies  aren't  wary  only  about  spending.  They 
also  seem  unwilling  to  borrow  for  anything  other  than 
financing  stock  buybacks  and  taking  their  businesses 
private.  Recent  Fed  data  show  that  nonfinancial 
corporations  last  year,  on  net,  retired  a  record  $602.1 
billion  in  equity.  In  the  fourth  quarter  alone,  they  set 
aside  $701.2  billion,  measured  at  an  annual  rate,  far  more 
than  the  additional  $604.6  billion  they  borrowed  in  the 
credit  markets.  Companies  seem  interested  in  cutting 
their  overall  cost  of  capital,  but  they  don't  seem  very 
hot  on  taking  advantage  of  cheaper  capital  to  invest  in 
expanding  their  operations. 

THE  ANSWER  TO  THIS  PARADOX  goes  back  to 

corporate  prudence,  and  the  heavy  demands  investors 
have  placed  on  companies  to  perform.  Capital-spending 
decisions  depend  most  crucially  on  prospects  for 
demand,  which  has  slowed  in  recent  quarters,  with  little 
to  suggest  a  pickup.  Recent  news  that  sales  of  new  single- 
family  homes  plunged  to  the  lowest  level  in  more  than  six 
years,  along  with  new  evidence  of  falling  house  prices, 
only  reinforces  the  perception  that  demand  is  softening. 


CONSUMER  DEBT 


ARE  BUSINESSES 
UNDERINVESTING? 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
REAL  STOCK  OF  EQUIPMENT  ;  I  1 
AND  SOFTWARE' 


Businesses  may  be  worried  that  the  profit  machine 
of  the  past  few  years  is  about  to  slow  down,  and  they 
could  be  right.  With  labor  markets  tightening  and 
productivity  slowing,  unit  costs  are  picking  up  speed 
relative  to  prices.  That  means  the  profit  margin  on  many 
goods  and  services  is  getting  squeezed,  a  factor  that 

could  hammer  earnings 
as  revenues  slow. 

That  might  already 
be  happening.  The 
ratio  of  negative  to 
positive  earnings  pre- 
announcements  for 
the  companies  in  the 
Standard  &  Poor's 
500-stock  index  for  the 
first  quarter  of  2007  is 
running  at  3.3,  according 
to  Thomson  Financial. 
That  is,  for  every  pre- 
announcement  by  a  company  saying  it  will  beat  its 
earnings  expectation,  more  than  three  companies  expect 
to  miss  their  projections.  That  reading  is  higher  than  at 
this  point  in  the  fourth- quarter  earnings  season,  and  it  is^| 
also  well  above  the  historical  average  of  2.0. 

So  don't  get  too  fixated  on  every  dire  headline  about 
the  housing  recession.  The  key  to  the  staying  power  of 
this  economic  expansion  will  be  the  spending  decisions 
of  U.S.  businesses,  and  in  coming  months  they  will  need 
plenty  of  convincing  that  the  economy  is  on  solid  ground! 
before  they  commit  to  parting  with  their  money.  ■ 
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Borrowing  Like  There's  No  Tomorrow 


CONSUMERS  ARE  piling  up 

credit-card  debt  at  the  fastest  pace 
in  years,  and  the  housing  downturn 
may  be  the  reason.  If  households 
continue  to  rely  on  credit  cards,  it 
could  leave  them  more  financially 
vulnerable  to  any  further  economic 
slowdown. 

In  January,  revolving  credit,  made 
up  largely  of  credit- card  debt,  was 
up  $52.7  billion,  or 
6.4%  from  a  year  ago. 
Consumers  haven't 
racked  up  revolving 
debt  at  such  a  clip 
since  late  2001.  And 
the  pace  looks  set  to 
quicken  in  February. 
A  large  chunk  of 
the  $6.8  billion 
increase  expected  by 
economists  likely  will 
be  in  the  form  of  new 
credit- card  debt,  as 


CONSUMERS  PULL 
OUT  THE  PLASTIC 

PERCENT  CHANGE  FROM  YEAR  AGO 
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nonrevolving  credit  probably  cooled 
off  with  slower  auto  sales. 

The  timing  of  the  acceleration  in 
revolving  credit  suggests  consumers 
are  turning  to  their  credit  cards  as 
a  partial  replacement  for  reduced 
mortgage  equity  withdrawal,  says 
Goldman  Sachs  senior  economist 
Ed  McKelvey.  According  to  his 
calculations,  increases  in  revolving 
credit  have  offset 
about  20%  of  the 
decline  in  cash- 
out  refinancing  or 
increased  home- 
equity  lines  of  credit 
since  late  2005. 

Consumers  who  no 
longer  can, or  wish 
to,  tap  their  home's 
equity,  but  instead 
fund  spending  with 
credit  cards,  are 
making  an  expensive 


decision.  The  average  interest  rate 
on  a  credit  card  is  more  than  13%,  far 
above  the  average  rate  for  a  home- 
equity  line  of  credit.  In  addition,  most 
interest  expense  on  home-equity  loan 
is  tax-deductible.  By  relying  more  on 
credit  cards,  consumers  run  the  risk 
of  raising  their  overall  debt  burden, 
which,  at  14.5%  of  aftertax  income,  is  - 
already  the  highest  level  on  record. 
With  labor  markets  and  income 
growth  still  appearing  strong,  it 
looks  like  consumers  can  shoulder 
the  extra  debt  burden,  for  now.  "If 
wage  income  grows  enough  to  offset 
increased  debt,  then  consumers 
will  be  fine,"  says  McKelvey.  But  the 
strength  of  the  job  market  and  the 
economy  hinges  largely  on  whether 
housing  woes  spread.  If  conditions  d 
deteriorate,  many  consumers  could 
get  squeezed  hard  by  their  decision  t 
keep  on  borrowing.  ■ 

-By James  Mehring  in  New  Yoi 
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Jpr     is  up 

The  HP  BladeSystem  c-Class, 

featuring  efficient  Dual-Core  AMD 
Opteron" processors,  helps  free  I.T. 
from  the  cycle  of  server  management. 
It's  equipped  with  HP's  exclusive  Virtual 
Connect  Architecture,  which  virtualizes 
your  LAN/SAN  settings,  so  you  only  wire  once  and  can 
make  network  changes  on  the  fly.  This  drastically 
improves  efficiency  and  service  levels  and  gives  you  the 
time  to  focus  on  the  things  that  really  drive  your  business. 


>ad  the  IDC  White  Paper  on  Blade  i/O  Virilization 
-800-888-2329 
.com/go/setlTfree3 1 


3  AMD  Arrow  logo.  AMD  Opteron,  and  combinations  therco!  jre  trademarks  of  Advanced  Micro  Devices.  Inc.  The  information  contained  herein  is  subject  to  change  without  notice.  ©  2007  Hewlett-Packard  Development  Company.  LP. 
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HOUSING:  IT  ISN'T  PRETTY 

Don't  hold  your  breath  for  housing  to  get  back  on  a  solid  foundation.  New-home 
sales  tumbled  4%  in  February— Wall  Street  economists  were  banking  on  6.7% 
growth— and  government  statisticians  sharply  cut  previously  reported  sales 
estimates  for  November  through  January.  That  cooling  demand  is  crunching 
homebuilders:  Florida-based  Lennar  (photo,  a  Miami  development)  on  Mar.  27 
said  earnings  fell  73%  in  the  quarter  ended  Feb.  28,  following  similarly  dour  profit 
reports  from  KB  Home,  Hovanian  Enterprises,  and  Toll  Brothers. 

Mortgage  lenders  continue  to  get  hammered,  too.  The  New  York  Times  said  on 
Mar.  28  that  subprime  giant  New  Century  Financial  could  file  for  bankruptcy  shortly. 
And  BusinessWeek.com  reported  on  Mar.  27  that  federal  investigators  have  launched 
a  criminal  probe  into  lending  practices  at  Beazer,  the  sixth-largest  residential  builder. 
See  "A  builder's  lending  under  scrutiny, "  page  32,  E2HH*  "Lennar  report  adds  to 
homebuilders'  gloom,"  www.businessweek.com/go/tbw 


Citi  May  Slim  Down 

Will  laying  off  thousands  help 
keep  Citigroup  CEO  Charles 
Prince  at  the  helm?  The  Wall 
Street  Journal  said  on  Mar.  26 
that  the  bank  may  eliminate 
up  to  15,000  positions,  about 
5%  of  the  workforce,  as  part 
of  a  $1  billion  restructuring 
scheme  aimed  at  cutting  costs 
and  mollifying  shareholders. 
The  plan  could  become  official 
when  Citi  reports  earnings  on 
Apr.  16.  Initial  investor  reaction 
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was  lukewarm,  with  some 
analysts  saying  Prince  may 
have  to  chop  even  more. 


ITT  Pays  a  Fat  Fine 

Watch  those  exports:  As 
BusinessWeek  first  reported  on 
Feb.  1,  heightened  vigilance  by 
the  feds  landed  ITT  in  dutch 
for  sending  classified  night- 
vision  technology  to  prohibited 
nations,  notably  China.  Now, 
ITT  will  pay.  The  company  on 


Mar.  28  pleaded  guilty  to 

two  felonies  and  agreed  to  a 

$100  million  penalty,  the 

largest  ever  for  flouting  arms 

export  controls. 

EMEU*  "ITT  to  plead  guilty  in 

export  case," 

www.  businessweek.  com/go/tbw 


They're  in  the  Chips 
For  rivals  Intel  and  IBM,  the 

chip  race  never  stops.  On 
Mar.  26,  Intel  said  it  will  lavish 
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f 
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$2.5  billion  on  a  wafer  fab  ii  f' 
China.  Making  chips  locally 
will  cut  the  need  for  costly 
shipping,  and  the  technolog ' ' 
infusion  will  please  Beijing, 
improving  relations  in  one  ( 
Intel's  biggest  markets.  Twc 
days  later,  Intel  countered 
AMD's  recent  buy  of  graphic 
chipmaker  ATI,  announcing 
it  will  build  graphics  direct! 
onto  its  processors  soon.  Bij 
Blue,  meanwhile,  said  it  hat 
created  an  optical  chipset 
that  will  be  able  to  downloa 
a  high-definition  movie  in 
seconds.  That  chip  could  hi 
the  market  by  2010. 
BM»  "Intel  and  AMD  tab 
chip  fight  to  China," 
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Software  Square-Off 
Oracle  filed  a  Mar.  22  lawsuit 
against  SAP  that  says 
employees  associated  with  i,  _  ■ 
German  company  stole  sonr 
10,000  computer  files  from 
Oracle's  technical  support 
system— then  used  them  to/™1" 
improve  its  own  products. 
In  an  unrelated  event,  SAP 
product  development  chief 
Shai  Agassi  said  on  Mar.  28 
that  he's  quitting.  He  had 
been  considered  a  candidati 
to  succeed  CEO  Henning 
Kagermann. 

See  "Oracle  vs.  SAP:  Sound 
or  fury?"  page  38 
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A  Telco's  Big  Score 
Alcatel-Lucent  on  Mar.  26  sa 
it  had  captured  a  $6  billion  -Stockn. 
three-year  contract  with  Ve 
Wireless— a  much-needed  vpi-i 
for  the  equipment  giant, 
the  product  of  last  year's 
$17  billion  merger  of  Franc 
Alcatel  and  New  Jersey's 
Lucent  Technologies.  The 
deal,  the  biggest  in  Alcatel' 
history,  follows  a  January  p 
warning  that  prompted  m£ 
to  question  the  combo's  m< 
l!iim&  "Alcatel-Lucent  ba\  flucfe, 
Verizon  deal," 
www.businessweek.com/go/, 
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ook  Out,  YouTube 

BC  Universal  and  News  Corp. 

nnounced  on  Mar.  22  that 
ieyll  join  in  creating  their 
;rsion  of  online  video  site 
DuTube— and  that  they'll  treat 
>pyright  as  holy  writ. 
;e  "NewTube  is  just  the 
-.ginning,"  page  22 


is  to  reduce  chest  pain,  but 
alarmed  investors  whacked  the 
stock  by  7%  that  day. 


learning  in  Shanghai 

)  much  for  the  great  China 
ock  blowout.  Since  the 
V0  sell-off  on  Feb.  27  that 
ok  down  global  markets, 
ainland  prices  have  resumed 
eir  incredible  levitation  act. 
n  Mar.  28  the  Shanghai  & 
lenzhen  300  Index  finished  up 
7%,  at  a  record  2797.65.  It 
ot  up  74%  over  the  previous 
s;ht  trading  sessions,  37% 
r  the  year,  and  nearly  170% 
-er  52  weeks. 

E>  "China  rides  the 
per- growth  tiger," 
vw.businessweek.com/go/tbw 


Front-Runner  Zell 
As  Tribune  Co.'s  halting  sale 
process  approached  its 
Mar.  31  deadline,  press 
accounts  conferred  lead-dog 
status  on  real  estate  investor 
Sam  Zell.  The  reports  put  Zell's 
bid  at  around  $8  billion.  The 
news  came  as  newspaper 
companies  owning  properties 
in  large  markets,  including 
Tribune,  reported  nasty  ad 
revenue  drops  in  February. 


ents:  Going  Nowhere? 
ston  Scientif ic's  market- 
iding  arterial  stent  business 
ffered  yet  another  blockage, 
study  released  on  Mar.  26 
2,287  patients  with  coronary 
sease  found  that  stents 
re  no  better  than  drugs  at 
ading  off  heart  attacks 
er  a  4V2-year  period.  The 
mpany  pointed  out  that  the 
Unary  benefit  of  its  stents 


Transatlantic  Freedom? 
Open  Skies  may  finally  be 
on  the  horizon.  On  Mar.  22, 
European  Union  transport 
ministers  approved  a  deal  to  lift 
restrictions  on  flights  across  the 
Atlantic,  ending  three  decades 
of  dogfights.  Europeans  won 
a  key  concession  that  calls 
for  the  deal  to  be  scrapped 
unless  Washington  begins 
talks  within  two  years  to  open 
its  domestic  routes  and  allow 
more  foreign  investment 
in  U.S.  carriers.  The  Bush 
Administration  is  expected  to 
sign  off  on  the  deal  on  Apr.  30, 
and  it's  slated  to  take  effect  in 
March,  2008. 

M8H»i»  "A  flight  plan  through 
Open  Skies," 
www.businessweek.com/go/tbw 


NDICTMENTOFTHEWEEK 

brmer  White  House  Budget  Director  David  Stockman  earned 
'lotoriety  in  the  1980s  for  publicly  criticizing  the  Reagan 
administration's  budget  even  as  he  lobbied  Congress  to  pass  it. 
fow  he  finds  himself  in  considerably 
(Otter  water.  On  Mar.  26  the  Justice  Dept. 
ccused  Stockman  of  duping  lenders 
nd  investors  in  a  complicated  plot  to 
onceal  financial  woes  at  Collins  &  Aikman. 
tockman  resigned  as  president  and 
|EO  in  2005,  just  before  the  Michigan 
jj  uto-parts  maker  filed  for  bankruptcy, 
"he  onetime  boy  wonder— he  was  just 
5  at  the  time  of  the  budget  snafu— has 
leaded  not  guilty  to  felony  counts  of 
onspiracy,  securities  fraud,  bank  fraud,  DAVID  STOCKMAN 
nd  wire  fraud.  He  says  he  lost  a  fortune  trying  to  save  the 
ompany,  moving  into  a  motel  near  corporate  headquarters 

the  final  days,  working  without  pay,  and  absorbing  millions 
F  dollars  in  expenses.  Prosecutors  also  charged  former  CFO 

Michael  Stepp,  former  Controller  David  Cosgrove,  and  former 
urchasing  Director  Paul  Barnaba,  all  of  whom  also  declared  their 
inocence. 
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With  the 

AT&T-Cingular 
merger, 

one  thing 

remains 

unchanged. 


Sprint  Mobile  Broadband 
still  covers  2x  the  cities  of 
their  BroadbandConnect. 


Work  faster  on  the  nation's  largest 
mobile  broadband  network. 

With  Sprint  you  can  make  just  about 
any  place  a  workplace.  And  now  get 
a  mobile  broadband  card  for  free. 


FREE 

CARD 


with  new  card  activation  on  unlimited 
data  access  plan.  Requires  2-yr 
agreement  and  $49.99  mail-in  rebate. 

No  voice  plan  required. 


1-8SPRINT-BIZ 
px-soo  by  Pantedr      sprintcom/mobilebroadband 


int> 


Sprint 


Together  with  NEXTEL 


POWER  UP 


Sprint  Mobile  Broadband  Network  reaches  over  200  million  people.  Coverage  not  available 
everywhere-see  sprmt.com/coverage  for  details.  Coverage  compaiison  based  on  most  recent 
available  information  regarding  Cingular  broadband  market  coverage  as  of  3/6/07.  Not 
available  in  all  markets/retail  locations.  Free  Card  Offer:  Subject  to  credit  approval.  Additional 
restrictions  apply  Mail-in  Rebate:  Requires  purchase  by  5/13/07  and  activation  by  5/27/07  of 
new  line  on  Unlimited  Data  Plan  ($59.99)  and  two-year  agreement.  $36  activation  fee  and  $200 
early  termination  fee  apply.  Rebate;  cannot  exceed  purchase  price.  Taxes  excluded,  line  must 
be  active  30  consecutive  days.  Allow  8-12  weeks  for  rebate.  ©2007  Sprint  Nextel.  All  rights 
reserved.Spnnt,the"CongForward"logoandothertrademarksaretrademarksof  Sprint  Nextel 
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LABOR 


WHERE  ARE 
ALL THE 
WORKERS? 


Companies  worldwide  are 
suddenly  scrambling  to 
manage  a  labor  crunch 

BY  PETER  COY  AND  JACK  EWING 


IMPLOYERS  IN  SOME  UN- 
I  likely  places  say  they're  hav- 
ing trouble  filling  jobs.  Fac- 
tory managers  in  Ho  Chi 
Minh  City  report  many  of 
I  their  $62-a-month  workers 
I  went  home  for  the  Tet  holi- 
day in  February  and  never  came  back  In 
Bulgaria,  computer  experts  are  in  such  de- 
mand they  can't  be  bothered  to  answer  the 
want  ads  of  a  Los  Angeles  movie  studio. 
And  in  Peoria,  Caterpillar  Inc.  is  struggling 
to  train  enough  service  technicians.  The 
problem  in  each  case:  not  enough  people 
who  are  both  able  and  willing  to  do  the 
work  for  the  posted  pay.  "We've  got  a  glob- 
al problem . . .  and  it's  only  going  to  contin- 
ue to  get  worse,"  says  Stephen  Hitch,  a  hu- 
man resources  manager  at  Caterpillar. 

A  global  labor  crunch,  already  being 
felt  by  some  employers,  appears  to  have 
intensified  in  recent  months.  That's  in 
spite  of  widely  publicized  layoffs,  in- 
cluding Citigroup's  plans  to  shed  as 
many  as  15,000  staffers.  In  fact,  U.S. 
unemployment  remains  low— just  4.5% 
in  February— and  even  companies  in 
countries  with  higher  jobless  rates  are 
feeling  pinched.  "It's  not  just  a  U.S.  phe- 
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nomenon,"  says  Jeffrey  A.  Joerres,  CEO  of 
Manpower  Inc.,  the  staffing  agency.  On 
Mar.  29,  Manpower  was  to  release  the 
results  of  a  survey  of  nearly  37,000  em- 
ployers in  27  countries.  The  study  found 
that  41%  of  them  are  having  trouble  hir- 
ing the  people  they  need. 

What's  going  on  here?  With  global 
growth  running  at  a  strong  5%  a  year 
since  2004,  the  strategies  that  companies 
developed  to  hold  down  labor  costs— in- 
cluding offshoring  work  to  low-wage 
countries— are  running  out  of  gas  far 
sooner  than  many  expected.  The  seem- 
ingly inexhaustible  pools  of  cheap  labor 
from  China,  India,  and  elsewhere  are 
drying  up  as  demand  outstrips  the  sup- 
ply of  people  with  the  needed  skills. 
"Companies  were  hoping  they  wouldn't 
have  to  worry  about  human  resources 
at  all,"  says  Peter  Cappelli,  director  of 
the  Center  for  Human  Resources  at  the 
University  of  Pennsylvania's  Wharton 
School.  "Now  they  do." 

Corporations  are  determined  to  keep 
labor  costs  under  control,  so  they're 
reaching  deeper  into  their  bag  of  tricks. 
Some  are  doing  more  in-house  training 
so  they  don't  have  to  recruit  pricey  talent 
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on  the  open  market.  Some  are  lowering 
their  standards  for  new  hires  or  mov- 
ing operations  to  virgin  territories  other 
outsourcers  haven't  discovered,  such  as 
the  Belarusian  capital,  Minsk,  or  smaller 
cities  in  Bulgaria  and  Romania. 

WRITE  YOUR  OWN  TICKET 

FOR  NOW,  THOUGH,  workers  with  skills 
that  are  in  short  supply  are  enjoying  the 
ride.  If  you're  a  petroleum  engineer  in 
Colorado,  where  energy  companies  such 
as  Shell,  EnCana,  and  Halliburton  are 
hiring  like  mad,  you  can  write  your  own 
ticket.  Even  unskilled  workers  are  being 
snapped  up,  says  Sue  Tuffm,  director  of 
the  Mesa  County  Workforce  Center  in 
Grand  Junction,  Colo.  "Parents  are  try- 
ing to  convince  kids  to  stay  in  school," 
she  says,  but  the  lure  of  the  gas  fields  is 
strong:  "You  can  go  to  work  on  a  drill  rig 
with  no  training  and  make  $30  an  hour." 
Pittsburgh-based  Consol  Energy  Inc.  is 
so  desperate  for  coal  miners  that  it's  stag- 
ing a  media  campaign  that 
includes  billboards,  the  In- 
ternet, and  its  first-ever  tele- 
vision commercials.  In  ag- 
riculture, the  crackdown  on 
illegal  immigration  has  dried 
up  farm  labor  so  much  that 
crops  were  left  rotting  in  the 
fields  last  year.  Even  Michi- 
gan, which  has  the  nation's 
highest  unemployment  rate, 
is  reaching  out  to  migrant 
farmworkers  from  Texas  and, 
soon,  Florida.  Its  slogan  is 
"Venga  a  Michigan"— Span- 
ish for  "Come  to  Michigan." 
The  job  U.S.  employers 
say  is  hardest  to  fill  is  sales 
representative.  The  trouble 


is,  companies  can't  find  people  with  the 
technical  expertise  and  business  savvy  to 
explain  complex  products  to  customers, 
Manpower  says.  Right  behind  them  on 
U.S.  employers'  wish  lists  are  teachers, 
mechanics,  and  technicians.  "There  are 
certain  professions  where  skills  are  in 
such  demand  that  even  average  or  below- 
average  people  can  get  hired,"  says  Mi- 
chael Alter,  president  of  SurePayroll  Inc., 
which  keeps  tabs  on  the  labor  market  as 
it  processes  small-business  payrolls. 

Economists,  of  course,  will  tell  you 
there's  no  such  thing  as  a  labor  shortage. 
From  a  worker's  viewpoint,  many  so- 
called  shortages  could  quickly  be  solved 
if  employers  were  to  offer  more  money. 
And  worldwide,  millions  of  people  still 
can't  find  jobs.  The  strongest  evidence 
that  there's  no  general  shortage  today 
is  that  overall  worker  pay  has  barely 
outpaced  inflation.  In  the  U.S.,  the  share 
of  national  income  going  to  corporate 
profit,  rather  than,  say,  labor,  is  hov- 


Help  Wanted 

Where  the  labor  shortage  is  hitting  hardest 


COUNTRY/ 
REGION 


MEXICO 

JAPAN 

U.S. 

CANADA 

EUROPE 

CHINA 

INDIA 


COS.  HAVING 
TROUBLE 
FILLING  JOBS* 


82% 
61% 
41% 
36% 
31% 
19% 


SKILLS  MOST  IN  DEMAND 


9% 


Factory  workers,  laborers,  accountants 
Sales  representatives,  secretaries 
Sales  representatives,  teachers 
Plumbers,  electricians,  welders,  sales  reps 
Plumbers,  electricians,  engineers 
Lab  workers,  laborers,  factory  hands 
Engineers,  IT  staff 


"From  a  survey  of  36.629  companies  in  27  countries  Data:  Manpower  Inc 


CATSCHOOLThe       ering  around  a  5 

equipment  maker     year  high.  With 
is  rushing  to  train     J  °     , 

service  techs  many  people  nev, 

HHM  available  tor  wo 

in  China,  India,  ai 
the  former  Soviet  Union,  the  only  thii 
that  could  cause  a  real  shortage  would 
"a  global  pandemic  that  kills  millions 
people,"  Harvard  University  econom 
Richard  B.  Freeman  wrote  in  a  resear 
paper  in  September. 

But  try  telling  that  to  employers  whc 
workforce  strategies,  developed  for  a  pj 
riod  of  surplus  labor,  don't  fit  the  n< 
realities.  The  challenge  is  finding  peoj 
who  can  do  the  jobs  on  offer.  ManufacU 
ers  in  Japan  are  suffering  a  lack  of  skill 
workers  because  of  the  country's  agi 
population  as  well  as  downsizing  duri 
the  1990s.  "Now  they're  paying  the  pri 
for  not  developing  human  resource: 
says  Hisashi  Yamada,  an  economist  at  t 
Japanese  Research  Institute  in  Tokyo. 

China,  although  far  more  youthful  th 
Japan,  could  soon  feel  the  same  pin< 
Sure,  its  biggest  problem  at  the  momsi 
continues  to  be  creating  jobs  for  the  rn 
lions  of  workers  pouring  into  cities,  ai 
wages  are  barely  rising  overall.  But  til 
may  be  starting  to  change  as  the  govei 
ment  boosts  incentives  for  people  to  st> 
in  rural  areas  and  most  factories  rem* 
concentrated  in  a  few  coastal  region 
In  an  article  published  in  early  March 
the  China  Daily,  Beijing  economist  (i 
Fang  said  China  is  approaching  a  "Lew 
ian  Turning  Point."  That's  a  reference 
the  late  Nobel  laureate  Sir  Arthur  Lev 
who  said  a  developing  nation's  industr 
wages  begin  to  rise  quickly  at  the  po 
when  the  supply  of  surplus  labor  from  1 
countryside  tapers  off. 

Cost-conscious  employers  around  1 
world  are  fighting  to  hold  the  line  on  l 
bor.  In  Japan,  the  core  rate  of  inflation 
January  was  precisely  zee 
in  part  because  corporatic 
are  keeping  wage  increa; 
to  a  minimum.  Instead,  Ji 
anese  businesses  are  goi 
with  other  gambits,  si 
as  hiring  temps  full-tir: 
increasing  mechanizatiu 
offshoring  work,  and  reft  lining.. 
ing  retirees.  Toyota  Mo 
Corp.,  for  instance,  is  ai 
ing  some  workers  over  ' 
to  delay  their  retirement 
a  year  or  more.  In  Euro ' 
Swiss  staffing  company  1 1  i,lca 
ecco  is  teaching  Polish  c 
penters  to  speak  Norweg  j 
so  they  can  fill  construct 
jobs  in  Oslo. 
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CENTRAL  EUROPE 


Desperately  Seeking 
Bulgarian  Programmers 


a 


BY  JACK  EWING 

Wanted:  programmers. 
Chance  to  inhale  a  whiff 
of  Hollywood,  dream 
up  special  effects  for 
films,  and  make  decent 
money  to  boot.  Sounds  like  a  pretty  good 
gig,  especially  in  Sofia,  the  bleak  capital 
of  Bulgaria,  the  poorest  country  in  the 
European  Union.  But  Los  Angeles-based 
Nu  Image,  which  operates  a  low-cost 
production  center  in  Sofia,  isn't  exactly 
facing  a  stampede  of  computer  grads  to  help 
it  digitally  enhance  films  such  as  the  latest 
Rambo  sequel.  In  fact,  Scott  Coulter,  visual 
effects  producer  for  Nu  Image,  says  his  help- 
wanted  ads  sometimes  get  zero  response. 
"I'm  having  a  hell  of  a  time,"  he  says. 
If  you're  a  Bulgarian  programmer,  a 
Romanian  network-systems  engineer,  or  a 
Czech  enterprise-software  specialist,  life  is 
good.  Salaries  for  information  technology 
workers  in  Central  Europe  are  rising  by 
double  digits  annually  as  multinationals  such 
as  Hewlett-Packard,  SAP,  and  Dell  dive  into 
the  region,  soaking  up  what  was  supposed  to 
be  a  deep  pool  of  math  and 
science  graduates  willing 
to  work  for  a  third  of  what 
their  Western  European 
counterparts  are  paid. 
As  it  turns  out,  the 
supply  of  qualified  labor 
is  proving  surprisingly 
finite.  And  it's  not  just 
IT  specialists,  but  also 
managers,  accountants, 
engineers,  and  more. 
Call-center  managers 
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or  IT  directors  in  Poland  can  cost 
companies  more  than  $100,000  a 
year  including  benefits,  while  even 
call  center  operators  cost  up  to 
$23,000,  staffing  company  Adecco 
says.  So  big  companies  are  paying 
more  and  migrating  to  the  hinterlands 
to  find  good,  low-cost  labor.  Finnish 
mobile-phone  maker  Nokia,  which 
already  employs  nearly  5,000  people 
in  Hungary,  announced  on  Mar.  26 
it  will  build  a  new  handset  factory 
in  Romania.  And  New  Jersey-based 
EPAM  Systems,  which  develops 
software  for  the  likes  of  Microsoft  and 
SAP,  is  scouting  locations  in  Russia. 

The  problem  is  most  acute  for 
smaller  companies  that  don't  have 
the  cachet  and  resources  of  the  big 
multinationals.  Many  have  already 
been  priced  out  of  the  capitals. 
Hilscher,  a  fast-growing  German  maker  of 
communications  gear,  chose  to  locate  a 
new  development  center  in  Varna,  a  city 
on  Bulgaria's  Black  Sea  coast  that  is  home 
to  a  technical  school.  "There's  too  much 
competition  in  Sofia,"  says 
OleksandrShcherbina, 
Hilscher's  quality  chief. 

Local  IT  executives  already 
know  they  need  to  compete 
on  more  than  just  price.  "If 
you  build  your  economic 
model  only  around  low-cost 
labor,  you  have  a  three- or 
four-year  window  where 
you  have  an  advantage," 
saysSashaBezuhanova, 
head  of  Hewlett-Packard's 


SHORT  IN  SOFIA  operations  in  Bulgaria. 

Coulter's  want  ads      HP,  which  plans  to 
get  little  response       expand  to  more  than 
1,000  employees  in 
Sofia  by  yea  rend,  from 
600  today,  is  subsidizing  computer  courses 
at  local  universities  to  ensure  a  steady  flow 
of  workers. 

Employers  in  Central  Europe  not  only 
compete  with  each  other  but  with  Western 
Europe.  Romania's  shortage  of  skilled  labor 
has  been  aggravated  by  the  estimated  2.5 
million  citizens-out  of  a  population  of  22.3 
million— who  have  decamped  for  work 
abroad.  But  the  globalizing  labor  market  can 
help,  too.  Bulgarian  Andrey  Kalo  spent  nearly 
a  dozen  years  at  various  jobs  in  San  Francisco 
before  HP  lured  him  back  to  his  native  Sofia 
to  help  manage  servers  for  big  customers. 
The  pay  is  a  bit  less,  but  the  low  cost  of  living 
means  he  can  afford  a  better  lifestyle.  Says 
Kalo:  "I'm  quite  happy  to  be  back." 

-With  Antonia  Oprita  in  Bucharest 


4  fCaterpillar,  meanwhile,  is  redoubling 
ining.  A  network  of  vocational  schools 

J  isix  countries  teaches  a  Caterpillar-ap- 
Dved  curriculum,  and  students  enter  it 
th  a  dealership  already  committed  to 
[ing  them.  They  will  spend  up  to  half 
fir  time  in  apprenticeships  at  Cat  deal- 
I  learning  on  the  job. 
The  labor  squeeze  in  India  gets  lots  of 
ention.  Oddly,  though,  Manpower's 
fvey  found  that  employers  in  India 
)orted  the  least  problems  filling  jobs: 


Just  9%  said  they  had  difficulty,  vs.  41% 
in  the  U.S.  and  82%  in  Mexico.  The 
explanation?  Manpower's  staff  thinks 
turnover  is  so  rapid  in  India  that  employ- 
ers figure  if  they  really  need  to  fill  a  job, 
they'll  lure  someone  away  from  another 
company.  But  stealing  scarce  talent  from 
rivals  isn't  a  strategy  for  the  long  run. 
That's  why  employers  are  on  an  all-out 
campaign  to  increase  training  and  raise 
education  levels.  While  India  produces 
400,000  engineering  graduates  a  year, 


few  have  the  skills  and  language  abilities 
to  work  in  an  advanced  multinational 
corporation.  Some  1.3  million  people 
applied  to  tech-services  giant  Infosys 
Technologies  Ltd.  last  year,  for  instance, 
but  the  company  says  only  2%  of  those 
were  employable.  For  business,  it  seems, 
there's  no  shortage  of  work  involved  in 
easing  worker  shortages.  ■ 

-With  Ian  Rowley  in  Tokyo,  Michael 
Arndt  in  Chicago,  Dexter  Roberts  in  Bei- 
jing, and  Nandini  Lakshman  in  Mumhai 
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News: 


MORTGAGE  MESS 


A  BUILDER'S  LENDING 
UNDER  SCRUTINY 

Federal  investigators  are  looking  into 
Beazer's  mortgage  practices 


BY  DAWN  KOPECKI 

AMID  THE  SUBPRIME 
meltdown,  mortgage 
brokers  and  lenders  that 
cater  to  risky  borrowers 
have  come  under  fire. 
Now  one  major  home- 
builder  is  feeling  the 
heat.  Federal  investigators,  as  first  report- 
ed by  BusinessWeek.com,  have  opened  a 
criminal  probe  into  the  lending  practices 
of'Beazer  Homes  USA  Inc. 

Atlanta-based  Beazer,  which  oper- 
ates in  more  than  40  markets  across  the 
country,  rode  high  during  the  housing 
boom,  profiting  from  selling  the  homes 
it  constructed  as  well  as  financing  some 
of  the  buyers  who  moved  into  them. 
It's  a  common  industry  practice,  but 
the  feds  are  worried  Beazer  may  have 
pushed  the  bounds.  Last  week  the  FBI, 
the  Internal  Revenue  Service,  the  Jus- 
tice Dept.,  and  the  Inspector  General 
of  the  Housing  &  Urban  Development 
Dept.  started  looking  into  the  com- 
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pan/s  mortgage  business  and  other 
dealings.  "We're  looking  at  all  types 
of  [potential]  fraud  associated  with 
Beazer— corporate,  mortgage,  invest- 
ments," says  FBI  spokesman  Ken  Lu- 
cas, noting  the  joint  investigation  itself 
doesn't  prove  any  wrongdoing.  Beazer 
said  in  a  press  release  on  Mar.  28  that  it 
was  fully  cooperating  with  a  document 
request  by  the  U.S.  Attorney:  "Beazer 
Homes  has  a  long  established  commit- 
ment to  managing  and  ^^^^^^^^ 
conducting  business  in 
an  honest,  ethical,  and 
lawful  manner." 

The  Beazer  inquiry 
is  just  the  latest  twist 
in  the  subprime  saga, 
marking  the  first 
known  federal  investi- 
gation into  the  mort- 
gage lending  arm  of  a 
national  homebuilder. 
As  default  and  fore- 
closure rates  have  sky- 
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CONSTRUCTION  rocketed,    stori. 

A  Beazer  of  predatory  len< 

subdivision  going  ing  practices  hai 

up  in  Goodyear,  surfaced.  As  wil 

An^near  Phoenix  others  caught  : 

regulators'  sight 
the  worry  over  Beazer  may  be  whefh' 
its  lending  arm  aggressively  pushe 
loans  to  home  buyers  who  ultimat 
ly  couldn't  afford  them  and  perhaj 
doctored  loan  applications  to  quali 
those  borrowers.  Beazer  financed 
large  number  of  mortgages  for  lo\ 
income  borrowers,  loans  often  insun 
by  the  federal  government  throu^ 
Ginnie  Mae.  The  Charlotte  Observ 
reported  in  mid-March 
on  unusually  high  fore- 
closure rates  at  a  handful 
of  Beazer  housing  devel- 
opments in  North  Caro- 
lina and  abusive  lending 
practices,  allegations  the 
company  disputed  in  its 
recent  statement. 

Still,  this  new  wrinkle 
raises  the  question  of  whether  Beaze; 
troubles  are  isolated.  Increasingly  horrn 
builders  have  relied  on  in-house  mortgai 
arms  as  part  of  their  sales  techniqui 
There's  nothing  inherentiy  wrong  wr 
that  approach.  But  with  the  entire  houit 
ing  industry  under  a  microscope,  son 
regulators  are  taking  a  closer  look  j 
such  relationships.  Mark  Pearce,  Nor 
Carolina's  deputy  banking  commission 
sent  a  letter  in  early  March  to  all  lendd 
and  brokers  in  the  state,  including  Bej 
er,  saying  his  office  was  scrutinizing  t 
industry's  dealings  with  builders  as  pr 
of  a  broader  examination  of  mortga, 
practices.  "Builders  and  lenders  may  ha; 
aligned  interests  in  selling  a  house  ai 
making  a  mortgage  loan.  It  may  be  not' 
the  best  interest  of  the  borrowers,"  sa 
Pearce.  "There  is  an  incentive  structt 
there  to  close  the  deal." 

For    Beazer,    the    investigation 
the  darkest  mark  on  an  already  tou 
year.  Earnings  per  share  dropped  < 
'  in  2006.  On  Feb. 

Beazer  fired  its  cht 
counsel  "for  a  p; 
tern  of  personal  cc 
duct,  which  indue 
violations  of  compa 
policies."  Meanwhi 
the  stock  has  dropp ! 
from  around  70  to  I  • 
low  29  over  the  pi 
year— falling  m( 
than  8%  in  the  d 
after  the  news  of  1 
inquiry  broke.  ■ 
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COLD  CASH 
FROM  A 
HOT  SITE 

Can  MySpace  pull 
in  revenue  fast 
enough  for  Rupert? 


BY  RONALD  GROVER 

AS  NUMBERS  GO,  THIS 
one's  a  whopper.  Last 
year  MySpace  users 
called  up  an  average  of 
31.5  billion  unique  page 
views  per  month.  That's 
as  though  everyone  on 
the  planet  visited  the  site  once  a  week.  And 
yet,  the  big  kahuna  of  social  networking 
racked  up  a  paltry  $90  million  in  ad  sales. 
Not  exacdy  what  Rupert  Murdoch  had  in 
mind  when  his  News  Corp.  paid  $580  mil- 
lion for  MySpace  nearly  two  years  ago. 

Now  Murdoch's  bet  may  be  about  to 
pay  off.  This  year,  if  everything  goes  ac- 
cording to  plan,  MySpace  could  generate 
ad  revenues  of  some  $271  million,  figures 
Merrill  Lynch  &  Co.  analyst  Jessica  Reif 
Cohen.  She  also  predicts  that  in  2008 
Fox  Interactive  Media  (FIM),  of  which 
MySpace  is  the  largest  piece,  will  generate 
its  first  profit,  an  estimated  $208  million 
(although  an  ad  sharing 
deal  with  Google  will  ac- 
count for  some  of  that). 

That's  not  to  say  getting 
there  will  be  easy.  Though 
page  views  were  up  79% 
last  month  over  the  previ- 
ous year,  growth  is  slowing. 
Plus  MySpace  is  aging:  41% 
of  the  traffic  comes  from 
people  over  35  vs.  35%  a 
year  ago,  says  research- 
er Hitwise;  not  ideal  for 
youth- obsessed  advertisers. 
Then  there  is  the  small  mat- 
ter of  putting  ads  on  a  site 
whose  denizens  are  averse 
to  anything  that  clunks  up 
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$1.16 

billion 

MySpace's 
projected  revenues 
in  2010,  up 
from  $92  million 
last  year 


Data:  Merrill  Lynch 


the  experience.  "Rupert  was  very 
straightforward/'  says  co-founder 
Chris  DeWolfe.  "Don't  compro- 
mise anything,  but  find  a  way  to 
make  money." 

That's  why  MySpace  is  looking  for  con- 
tent that  will  appeal  to  its  finicky  custom- 
ers. DeWolfe  and  co-founder  Tom  Ander- 
son pushed  hard  to  be  part  of  the  initiative 
from  News  Corp.'s  Fox  unit  and  NBC  that 
will  put  prime-time  TV  shows  on  the  Web 
as  early  as  this  summer.  Says  News  Corp. 
President  Peter  Chernin:  "It's  free  content 
and  a  guaranteed  piece  of 
advertising  sales."  To  aug- 
ment that,  MySpace  aims 
to  double  the  already  large 
number  of  consumer- 
made  videos  on  the  site 
by  adding  professionally 
made  fare  that  commands 
higher  ad  rates.  The  first 
venture:  a  series  of  90- 
second  shorts  called  Prom 
Queen  from  former  Walt 
Disney  Co.  CEO  Michael 
D.  Eisner  that  will  begin 
appearing  Apr.  1. 

To  make  MySpace  even 
"stickier"— and  to  gener- 
ate more  revenues— Ander- 


son and  DeWolfe  are  ai 
working  on  an  eBay-lil 
service  that  visitors  cl 
use  to  sell  tickets  and  mi  I 
chandise  from  their  pi 
sonal  pages.  Plus,  they 
busy  signing  deals  w 
cell-phone  companies  li 
Cingular  Wireless  to  d 
MySpace  on  handsets.  T 
company  gets  70%  of  t 
$2.99   monthly  fee  thj 
Cingular  charges  for 
MySpace  service. 

MAKING  'FRIENDS' 

BUT  REALLY  cashing 
will  mean  reinventing  1 1 
ad  business  for  the  socj 
networking  world.  Rij  j 
now,  MySpace  sells  t 
majority  of  its  ads  at  ro< 
bottom  rates:  an  avera 
of  $1.50  or  so  per  1,0 
users  vs.  $40  or  so 
video  sites.  One  way 
getting  rates  up  is  to  c< 
ate  customized  ads.  T 
site  has  shown  it  can 
good  at  this.  One  innc 
tion:  setting  up  MySp? 
accounts    for    the    lili 
of  Pontiac    and    Burf 
King,   which    are    usfc 
contests  and  giveaways 
make  "friends." 

MySpace  also  aims: 
enlist  users  in  viral  ca 
paigns.  Using  contests  and  surveys: 
plans  to  identify  MySpacers  with  a  ton 
friends  and  a  propensity  to  blather  ab< 
products  they  love.  "They're  infiuenc 
and  power  users,"  says  Michael  Barr 
chief  revenue  officer  for  FIM,  which  SI 
ads  for  MySpace.  Barrett,  a  longti 
America  Online  sales  exec,  is  also  build:  | 
a  major  league  ad  sales  team— doubl 
its  members  to  80  from  last  year.  Tl 
have  plenty  of  useful  data  to  help  deve 
a  stealthy  viral  sales  pitch.  As  MySp; 
users  travel  the  site,  they  leave  behj 
a  wealth1  of  clues  about  their  likes  i 
dislikes.  In  February,  Fox  purchased  S 
ta  Monica  (Calif.)-based  Strategic  D 
Corp.,  which  identifies  key  characterisi 
of  users  (women  golfers,  for  instance)  i 
then  makes  sure  marketers  get  their  ; 
on  pages  where  those  folks  go. 

MySpace  may  soon  be  the  profit  r 
chine  that  Murdoch  originally  er 
sioned.  But  getting  there  involves  a  tri 
balancing  act:  creating  ads  that  dc 
alienate  MySpacers,  some  of  whom 
already  fleeing  to  hipper  precincts.  ■< 
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News  Insights 


COMMENTARY 


BY  ROBEN  FARZAD 


Activist  Investors  Not  Welcome 

Icahn's  interference  at  Motorola  stands  in  the  way  of  its  mission 


ED ZANDER 


EED  ME,  ZANDER!"  GROWLED 
the  relentless  shareholder.  Mo- 
torola Inc.'s  chief  executive 
shouldn't  heed  the  demand.  J 
With  Motorola's  cell-phone 
business  tanking,  CEO  Edward  J.  Zan- 
der is  under  intense  pressure  to  create 
another  hit  product  like  the  Razr  phone, 
or  buy  a  company  that  can.  Standing 
in  his  way  is  activist  hedge  fund  man- 
ager Carl  C.  Icahn,  who  holds  a  2.7%  stake 
and  is  roaring  for  ever  more  cash,  in  the 
form  of  stock  buybacks,  to  be  thrown  into 
his  fearsome  jaws.  That  puts  Motorola  at 
an  existential  crossroads. 

If  s  one  thing  for  activists  to  target,  for 
example,  a  ketchup  maker;  a  mature  com- 
pany that  throws  off  tons  of  cash  would 
be  hard-pressed  to  argue  against  kicking 
some  back  to  shareholders.  But  Icahn's 
engagement  with  Motorola  is  a  different 
animal.  As  a  high-tech  electronics  giant,  it  must  invest  a  lot  in 
research  and  development,  especially  as  the  79-year-old  com- 
pany confronts  slumping  sales.  Normally  activist  investors  steer 
clear  of  such  situations.  Yet  Icahn,  who  did  not  return  several 
phone  calls  seeking  comment,  wants  Motorola  not  only  to  hand 
over  its  entire  $9  billion  cash  stash  but  also  to  mortgage  future 
cash  flows  by  taking  on  debt  to  fund  even  more  buybacks.  After 
tire  company  disclosed  Icahn's  initial  stake  on  Jan.  30,  he  called 
on  the  board  to  buy  back  up  to  $15  billion  in  stock. 

Monitoring  the  Motorola  situation  no  doubt  m^^^^^^^^m 
are  a  slew  of  aging  tech  companies  with  excess 
cash  on  their  balance  sheets  that  could  soon 
find  themselves  facing  activists.  "I'm  more 
concerned  about  all  the  management  time  and 
energy  being  spent  on  this  when  Motorola  has 
to  manage  operations,  innovate,  and  invest  in 
research  and  development  at  one  of  the  most 
challenging  times  in  years,"  says  Fitch  Ratings 
Inc.  bond  analyst  Nick  P.  Nilarp. 

Motorola,  which  declined  to  comment, 
shouldn't  cave  in.  Zander  steered  something 
of  a  revival  after  becoming  CEO  in  2004, 
thanks  to  the  once-hot  Razr  phone  and  $6 
billion  in  company  acquisitions.  Why  give  up 
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and  gut  the  balance  sheet  now?  "It  would  be  imprudent  to  le 
the  cupboard  bare  to  lever  up  to  buy  back  stock,"  says  a  som 
close  to  the  company.  "That' s  even  more  relevant  in  tech,  wh( 
you  need  to  stay  fleet  of  foot  for  acquisitions  and  innovatk 
Without  a  balance,  you're  competitively  vulnerable." 

Motorola  already  is.  On  Mar.  21,  the  Schaumburg  (111.)  co 
pany  forecast  a  $1.2  billion  revenue  shortfall  and  quarte 
loss,  its  first  sales  decline  in  four  years.  Its  margin  on  phon 
which  make  up  60%  of  sales,  plunged  from  12%  in  the  pre 
ous  quarter  to  4.4%.  Meanwhile, 
Apple  Inc.'s  soon-to-ship  iPhone 
and  Research  in  Motion  Ltd.'s 
BlackBerry  Pearl  are  stealing  cen- 
ter stage  even  as  Pizza  Hut  gives 
away  MP3  phones.  With  the  Razr 
costing  a  tenth  of  its  $499  initial 
price,  it's  no  time  for  Motorola  to 
starve  itself  of  the  cash  needed  to 
create  the  next  hit. 

Yet  Motorola  is  starting  down 
that  dangerous  path.  In  its  somber 
release,  it  said  it  had  executed  an 
immediate  $2  billion  buyback  and 
committed  an  additional  $3  billion 
to  future  repurchases.  Even  that  won't  likely  satisfy  Icahn,  w 
disclosed  a  day  later  that  he  had  raised  his  stake.  A  source  clc 
to  Motorola  worries  that  Icahn  is  after  a  major  recapitalizark 
where  the  company  takes  out  a  big  chunk  of  debt  to  fund  mc 
than  $20  billion  in  buybacks. 

You  might  expect  analysts  to  be  cheering  the  agitatk 
After  all,  as  Icahn  said  in  a  recent  letter  to  BusinessWeek,  1 
campaigns  have  rewarded  shareholders  large  and  smr 
But  his  demands  on  Motorola  are  being  met  with  a  blei 
of  puzzlement  and  irritation.  "I  never  had  a  problem  w 
M _ _____    the  balance  sheet,"  says  M.  Casey  Ryan, 

analyst  with  investment  bank  Nollenberg 
Capital  Partners.  "I  wanted  them  to  invi* 
and  focus  on  the  high  end  with  a  hit  phoi 
to  build  for  the  future."  Ryan  says  Moton 
should  resist  pressure  to  defer  to  leal 
Adds  Zhiping  Zhao  of  research  firm  Cre 
itSights:  "I  don't  understand  why  lea 
set  his  sights  on  Motorola  in  the  first  pla 
And  I  don't  know  if  he  understands  wr 
he's  getting  into." 

Since  last  July,  the  company  aire* 
has  spent  $3.1  billion  on  buybacks.  Yet 
share  price  has  fallen.  Does  Motorola  kn( 
what  it's  getting  into?  ■ 
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ORACLE  VS.  SAP: 
SOUND  OR  FURY? 

Larry  Ellison's  high-profile  charges  maybe 
only  PR,  but  that  may  be  all  he  wants 


BY  AARON  RICADELA 

ORACLE  CORP.  CHIEF 
Executive  Lawrence 
J.  Ellison  sure  knows 
how  to  kick  'em  when 
they're  down:  On  Mar. 
22,  two  days  after 
reporting  blockbuster 
sales  of  Oracle's  business  software  in  a 
conference  call  that  included  potshots  at 
archrival  SAP,  the  company  filed  suit  in  a 
federal  court  in  San  Francisco,  claiming 
SAP  employees  stole  10,000  tech-support 
files  from  its  computers  in  a  case  of 
"corporate  theft  on  a  grand  scale." 

The  suit  is  the  latest  shot  in  the  blood 
feud  between  tech's  fiercest  competitors, 
and  it  cements  Ellison's  reputation  as  a 
crafty  opportunist  who  exploits  rivals' 
weaknesses.  "This  is  Larry  Ellison  at 
his  finest,"  says  Marc  Benioff,  CEO  of 
salesforce.com,  a  former  Ellison  protege. 
"He  is  a  master  at  [using]  The  Art  of 


War"— Chinese  general  Sun  Tzu's  sixth 
century  B.C.  primer  on  military  strategy, 
which  is  much  admired  by  Ellison. 

Oracle's  44-page  complaint  reads  like 
pages  ripped  from  a  different  sort  of 
book— a  spy  novel.  Oracle  accuses  top 
SAP  executives  of  orchestrating  a  heist 
to  improve  their  own  products  and  steal 
Oracle's  customers.  It  alleges  that  SAP 
employees  posed  as  Oracle  customers, 
stole  passwords,  and  cached  purloined 
documents  on  SAP  computers.  Whether 
true  or  not,  analysts  say  the  accusations 
could  sully  SAP's  reputation  and  crimp 
first-quarter  sales  as  it  tries  to  bounce 
back  from  a  recent  slowdown.  Oracle 
would  not  comment. 

SAP  vows  to  defend  itself  aggressively 
and  suggests  the  suit  could  be  little  more 
than  a  marketing  ploy.  "It  wouldn't  sur- 
prise me  [that]  they  see  creative  ways 
to  attack  our  business  if  they  don't  see  a 
way  to  beat  us  in  the  marketplace,"  says 


JANUARY,  2005 

SAP  purchases 
TomorrowNow,  a 
company  that  sells 
cut-rate  tech  support 
for  a  variety  of 
Oracle  products. 


MARCH,  2005 

Oracle  says  it  will  buy 
retail  software  maker 
Retek  for  $630  million 
swiping  the  company 
from  SAP  after  a 
bidding  war. 


JANUARY,  2007 

SAP  says  it's  signed  up 
485  customers  for  its 
"Safe  Passage" 
program,  which  offers 
discounts  to  companies 
that  switch  from  Oracle. 


MARCH,  2007 

Oracle  sues  SAP, 
charging  "corporate 
theft  on  a  grand  scale 
and  alleging  SAP 
downloaded  Oracle 
tech-support  data. 
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Andrew  J.  Nelson,  president  of  SAP 
TomorrowNow  Inc.  unit.  Indeed,  in  spi 
of  Oracle's  acquisitions  of  PeopleSo 
and  Siebel  Systems,  its  estimated  12' 
market  share  in  corporate  applicatioi 
last  year  is  about  the  same  as  the  totals  i 
the  three  before  they  merged,  accordir 
to  industry  consultant  AMR  Researc 
Meanwhile,  SAP's  share  climbed  fro] 
19.5%  in  2004  to  nearly  22%  in  2006. 

'CIVIC  DUTY' 

ELLISON  HAS  A  LONG  history  of  launcl 
ing  attacks  to  disrupt  another  company 
business.  Three  years  ago,  when  Orac 
announced  its  hostile  bid  for  PeopleSo! 
analysts  saw  it  as  a  way  to  weaken,  an 
then  pick  off,  a  vulnerable  rival.  In  200' 
Ellison  hired  private  investigators  to  rif 
the  trash  of  trade  groups  sympathetic  1 
Microsoft  Corp.,  calling  it  his  "civic  duty 
to  do  so.  More  recently,  SAP  has  bee 
in  the  bull's-eye.  Two  years  ago,  Orac 
swiped  retail  software  maker  Retek  Inr 
from  under  SAP's  nose  after  a  heate 
bidding  war. 

SAP  doesn't  pull  its  punches,  eithei 
Its  TomorrowNow  acquisition,  whio 
came  just  as  Oracle  was  closing  on  ii 
purchase  of  PeopleSoft,  was  seen  tl 
analysts  as  a  way  of  undercutting  OracL 
TomorrowNow  sells  support  for  soli 
ware  from  PeopleSoft,  J.D.  Edwards,  an 
Siebel  Systems— all  three  now  part 
Oracle— at  half  price.  About  300  cuu 
tomers  have  signed  up  for  the  servici 
which  offers  fast  phone  support  ail 
updates  that  keep  software  current  win 
regulations.  The  business  has  beconr 
the  keystone  of  a  successful  program 
get  Oracle  customers  to  switch  to  SA^ 
^_  "Oracle  is  starting  to  feel  tl 
^^  hurt  of  having  TomorrowNo 
take  its  customers,"  sa;.i 
Joshua  Greenbaum,  princip 
at  Enterprise  Applicatio: 
Consulting. 

Now     the     question 
whether  Oracle  can  prove 
alleged  SAP  downloading— 
indeed  occurred— was  orde: 
by  executives  and  wasn't  ju 
a    rogue    operation.    Then 
nothing  in  the  complaint  th 
directly  connects  SAP's  to 
dogs  to  the  downloads.  "Ii 
not  going  to  be  an  easy  thii  ^ 
to  prove,"  says  Yar  R.  Chf 
kovsky,  a  partner  at  Sonne: 
schein  Nath  &  Rosenthal.  B 
"there'll  be  a  market  effe 
now— negative  PR  for  SAP 
he  says.  And  that  may  ha' 
been  the  point.  ■ 


■wsalSe 

»5r. 


50!" 


—— "■— ™""""^i«iir 


Because  losing  your  way 

could  mean  losing  their  business. 


Introducing  the  BlackBerry*  8800.  Only  from  (lingular. 
It's  the  slimmest  BlackBerry  ever,  yet  it's  packed  with 
features  like  built-in  GPS,  Push  to  Talk,  expandable 
memory,  and  a  media  player  for  music  and  video. 
Soon  to  be  the  envy  of  boardrooms  everywhere. 


>  Built-in  GPS  navigation. 

>  "Pearl-like"  trackball  and  full  QWERTY  keyboard. 

>  Access  to  work  and  personal  email. 

>  Global  connectivity  in  over  120  countries. 

>  Runs  on  America's  largest  high-speed  wireless 
data  network. 


BlackBerry  8800 
only  from  Cingular 

$299" 

after  $50  mail-in  rebate 
debit  card  with  2-year 
service  agreement  on 
unlimited  BlackBerry  plan 
and  eligible  voice  plan. 

:-: BlackBerry. 


Call  1-866-4CWS-B2B      Click  www.cingular.com/blackberry8800      Visit  your  nearest  Cingular  store 

ngular  also  imposes  monthly  a  Regulatory  Cost  Recovery  Charge  of  up  to  $1.25  to  help  defray  costs  incurred  in  complying  with  State  and  Federal  telecom  regulation;  State  and  Federal 
iversal  Service  charges;  and  surcharges  for  customer-based  and  revenue-based  state  and  local  assessments  on  Cingular.  These  are  not  taxes  or  government-required  charges. 

i/erage  not  available  in  all  areas.  Limited-time  offer.  Other  conditions  and  restrictions  apply.  See  contract  and  rate  plan  brochure  for  details.  Subscriber  must  live  and  have  a  mailing 
Iress  within  Cingular's  owned  network  coverage  area.  Up  to  $36  activation  fee  applies.  Offer  available  at  participating  locations.  Early  Termination  Fee:  None  if  cancelled  in  the  first 
days;  thereafter  $175.  Some  agents  impose  additional  fees.  Unlimited  Voice  Services:  Unlimited  voice  services  are  provided  solely  for  live  dialog  between  two  individuals.  Off  net  Usage: 
our  minutes  of  use  (including  unlimited  services)  on  other  carriers'  networks  ("offnet  usage")  during  any  two  consecutive  months  exceed  your  offnet  usage  allowance,  Cingular  may  at 
option  terminate  your  service,  deny  your  continued  use  of  other  carriers'  coverage,  or  change  your  plan  to  one  imposing  usage  charges  for  offnet  usage.  Your  offnet  usage  allowance  is 
ial  to  the  lesser  of  750  minutes  or  40%  of  the  Anytime  Minutes  included  with  your  plan.  Rebate  Debit  Card:  BlackBerry  8800  price  before  mail-in  rebate  debit  card,  unlimited  BlackBerry 
n,  and  eligible  voice  plan  is  $349.99.  Allow  10-12  weeks  for  rebate  debit  card.  Rebate  debit  card  not  available  at  all  locations;  void  where  prohibited,  taxed,  or  restricted.  Must  be 
tomer  for  30  consecutive  days.  Must  be  postmarked  by  5/30/07.  Sales  tax  calculated  based  on  price  of  unactivated  equipment.  Certain  email  systems  may  require  additional  hardware 
i/or  software  to  access.  The  BlackBerry  and  RIM  families  of  related  marks,  images,  and  symbols  are  the  exclusive  properties  of  and  trademarks  or  registered  trademarks  of  Research  In 
tion  Limited  -  used  by  permission.  RIM  and  Research  In  Motion  are  registered  in  the  U.S.  Patent  Office.  Other  trademarks  and  service  marks  are  the  property  of  their  respective  owners. 
007  AT&T  Knowledge  Ventures.  All  rights  reserved.  AT&T,  AT&T  logo,  Cingular,  and  Cingular  logos  are  trademarks  of  AT&T  Knowledge  Ventures  and/or  AT&T  affiliated  companies. 
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SOCIAL  POLICY 


RUSSIA'S 
NEW  DEAL 

The  Kremlin  is  pumping 
money  into  education, 
housing,  and  health  care 


BY  JASON  BUSH 

FOR  20  YEARS,  HEADMAS- 
ter  Alexander  Korovin  has 
struggled  to  keep  his  school 
humming.  The  75-year-old 
Gymnasium  No.  35  in  Eka- 
terinburg, an  industrial  city 
900  miles  east  of  Moscow, 
was  crumbling.  Budgets  were  tight,  his 
115  teachers  were  paid  a  pittance,  and 
there  was  little  money  left  over  for  ex- 
tras such  as  computers,  science  labs,  and 
sports  equipment.  But  lately  things  have 
gotten  a  bit  easier  for  Gymnasium  No.  35. 
Thanks  to  a  1  million  ruble— $38,000— 
grant  from  the  Russian  government,  Ko- 
rovin has  been  able  to  expand  the  op- 
portunities for  his  1,300  students,  aged 
7  to  17  "Now  that  we  have  financing,  the 
school's  facilities  have  improved  dramat- 
ically," he  says,  showing  off  the  new  com- 
puters now  in  every  classroom.  "The  atti- 
tude toward  education  has  changed." 

Gymnasium  No.35's  newfound  for- 
tune is  part  of  Russia's  so-called  national 
projects.  For  the  first  time  since  the  col- 
lapse of  Communism,  the  Kremlin  is 
making  a  bottom-up  effort  to  improve 
the  lot  of  ordinary  Russians.  In  Septem- 
ber, 2005,  President  Vladimir  V.  Putin 
identified  health,  education,  agriculture, 
and  housing  as  priority  areas  requiring 
billions  of  dollars  of  extra  state  funding. 
The  aim,  he  told  a  special  meeting  of  the 
Cabinet  at  the  time,  is  to  "invest  in  peo- 
ple" and  create  "a  substantial  increase  in 
the  quality  of  life  for  Russia's  citizens." 
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With  parliamentary  elections  looming 
in  December  and  Russia's  next  presi- 
dential ballot  due  the  following  March, 
the  government  is  focusing  on  vote- 
winning  social  issues  as  never  before. 
Almost  daily,  state-controlled  television 
gushes  about  the  latest  initiative  to  help 
regular  folk,  from  pregnant  mothers  to 
underpaid  teachers.  The  public  face  of 
this  new  caring-and-sharing  Kremlin  is 
Deputy  Prime  Minister  Dmitry  Medve- 
dev,  Putin's  national  projects  supremo 
and  a  longtime  adviser.  Once  an  obscure 
bureaucrat,  Medvedev,  41,  has  in  the 
past  year  become  one  of  Russia's  best- 
known  public  figures  as  he  crisscrosses 
the  country  visiting  hospitals  and  hous- 
ing projects.  That's  playing  into  Kremlin 
politics:  Medvedev  is  one  of  two  men  that 
Putin  seems  to  be  grooming  as  potential 
successors.  (The  other  is  Deputy  Prime 
Minister  Sergei  Ivanov,  who  is  revamp- 
ing the  defense  industry.) 

Many  Russians  see  the  Kremlin's  so- 
cial policy  blitz  as  short- 
term  vote-grubbing  that 
won't  end  up  helping  the 
people.  In  an  opinion  poll 
published  in  September 
by  the  Levada  Center,  a 
Moscow  research  institute, 
58%  of  respondents  said 
they  believed  the  national 
projects  were  unlikely  to 
have  a  significant  influ- 
ence on  their  lives.  Only 
29%  thought  the  efforts 


USTTt 


Skeptics 
say  the 
spending 
blitz  is 
just  vote 
grubbing 


would  make  a  difference.  The  same  poQ  itdn  k 
found  that  47%  of  Russians  believed  th; 
money  allocated  for  the  projects  would  t^ed  6,8 
misspent,  and  just  13%  thought  it  woul 
be  spent  well.  "It's  all  just  empty  words, 
grumbles  Elena  Makova,  a  translator  aniiJKATf  r 
resident  of  Ekaterinburg. 

Such  skepticism  is  hardly  surprisinfl  irroun* 

in  a  country  used  to  disappointment!  e 

The  "shock  therapy"  economic  reforrm  m j$  \\ 

of  the  1990s  left  a  bitter  legacy  as  a  hano< 

'       fill  of  tycoons  became  bi' 

lionaires    while    schoo 

and  hospitals  fell  into  dii 

repair.  But  unlike  mani 

politicians  elsewhere,  Pr 

tin  isn't  making  promisMbtn « 

with   money   he   doesn  rtedt] 

have.  Oil  and  gas  expor  I  anufai 


ryabot 
ierol 


reached  $170  billion  la 
year,  up  from  just  $28  bi 
lion  in  1998.  Federal  tei 
revenues  rose  from  $4 
billion  in  2000,  the  yei  k 
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itin  became  President,  to  $240  billion 
2006.  And  economic  growth  has  aver- 
ed  6.8%  annually  since  he  took  office. 

JSTT0B00M 

CATERINBURG  OFFERS  a  micro  view 
the  social  challenges  facing  Russia, 
irrounded  by  thick  pine  forests  near 
e  Ural  Mountains,  the  city  of  1.3  mil- 
in  is  the  capital  of  Sverdlovsk,  a  terri- 
fy about  the  size  of  Nebraska.  Near  the 
nter  of  Ekaterinburg,  a  recendy  built 
Ithedral  marks  the  spot  where  the  last 
mx,  Nicholas  II,  and  his  family  were 
lied  in  1918.  During  World  War  II,  the 
y  became  a  center  for  the  defense  in- 
stry  when  50  big  factories  were  trans- 
rred  there  to  escape  the  invading  Nazis. 
^nufacturing  continued  to  flourish  in 
taterinburg  during  Communism,  but 
|  the  1990s  the  city's  defense,  metallur- 
fcal,  and  heavy-equipment  plants  were 
juggling  to  survive  market  reforms, 
d  a  bankrupt  Russian  government 


failed  to  pay  wages  and  pensions  for 
months  at  a  time. 

In  recent  years,  the  pendulum  of  for- 
tune has  started  to  swing  back  again. 
Signs  of  growing  wealth  are  everywhere. 
Cranes  now  dominate  the  Ekaterinburg 
skyline,  as  new  offices,  shopping  malls, 
and  apartment  buildings  rise.  Imported 
cars  clog  the  icy  roads,  and  colorful 
billboards  and  banners  plug  everything 
from  new  mobile  phones  to  the  latest 
sushi  restaurant.  The  growing  middle 
class  throngs  to  stores  run  by  the  likes  of 
IKEA,  Germany's  Metro,  and  the  French 
supermarket  chain  Auchan. 

Yet  travel  a  few  miles  east  toward 
Siberia  and  the  new  construction  soon 
gives  way  to  a  snowy  landscape  of  forests 
and  fields,  dotted  by  run-down  wooden 
villages.  Near  the  highway,  a  lone  anti- 
aircraft missile  points  skyward:  a  Cold 
War  monument  (still  a  source  of  local 
pride)  that  marks  the  spot  where  the 
Soviets  downed  American  pilot  Gaiy 


Powers'  U2  reconnaissance  plane  in 
1960.  An  hour  outside  of  Ekaterinburg 
and  it's  time  to  take  the  turn  to  Sukhoi 
Log,  a  bleak  town  of  36,000  whose 
name  means  Dry  Gulch. 

Instead  of  traffic  jams  and  trendy 
restaurants,  Sukhoi  Log  boasts  smoke- 
belching  metallurgical,  cement,  and  as- 
bestos mills.  Gray  Soviet-era  apartments 
line  the  snowy  roads,  and  the  only  ads 
are  for  the  local  industrial  plants.  But 
one  bright  spot  is  School  No.  1.  Sure, 
on  the  outside  it's  just  another  concrete 
compound.  Inside,  though,  students  are 
busy  working  on  history,  literature,  and 
science  projects  using  new  comput- 
ers and  broadband  connections  recently 
provided  by  the  state  free  of  charge.  "It's 
a  big  step  forward,"  says  Andrei  Rozh- 
nov,  16,  who  researched  underground 
literature  in  Russian  and  English  over 
the  Net.  "We're  no  longer  so  isolated 
from  the  world." 

Many  other  schools   are  also  log- 
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DIVERGING  VIEWS  Vlasov  (above)  is 
disgusted  with  new  apartments  going 
up.  But  Sivkov  is  upbeat  about  his 
prospects  at  Patrushy  dairy  complex 

ging  on.  By  the  end  of  this  year,  the 
government  aims  to  provide  free  high- 
speed Internet  to  all  of  Russia's  60,000 
schools,  and  3,000  will  benefit  from 
million-ruble  grants  for  technology  and 
training.  Meanwhile,  Russia's  10,000 
best  teachers  (out  of  1.5  million  to- 
tal) will  get  awards  of  $3,800  each— a 
welcome  bonus  on  top  of  salaries  that 
average  just  $260  a  month  nationwide. 
"At  last  our  government  is  starting  to 
pay  attention  to  us  and  encourage  us," 
says  Nataliya  Vlasova,  a  math  teacher  at 
Gymnasium  No.  35. 


AIDS  RELIEF 

EKATERINBURG'S  HOSPITALS  and 
clinics  are  also  benefitting  from  the 
Kremlin's  largesse.  In  Sverdlovsk,  the 
health  projects  are  belated  answers  to 
the  demographic  crunch  hitting  the 
region.  Despite  the  economic  rebound, 
deaths  outstripped  births  by  a  margin 
of  19,000  last  year— part  of  a  nationwide 
trend  that  has  seen  the  population  fall 
by  4%,  to  143  million,  since  1991.  Poor 
health  means  that  life  expectancy  in 
the  region  is  just  63  years,  vs.  66  for  the 
nation  as  a  whole.  And  AIDS  is  reach- 


ing epidemic  proportions:  Some  4%  of 
people  between  20  and  29  in  Sverdlovsk 
are  infected  with  HIV,  local  doctors  say. 

The  depth  of  the  problem  becomes 
clear  when  you  step  inside  the  Sverd- 
lovsk regional  AIDS  clinic,  a  dingy  house 
on  a  quiet  street  near  the  center  of  Ekat- 
erinburg. Peeling  wallpaper  and  loose 
floor  tiles  suggest  that  the  fight  against 
AIDS  hasn't  been  a  high  priority.  Until 
last  year,  the  clinic  lacked  drugs  for  treat- 
ing HIV,  which  cost  $10,000  a  year  for 
each  patient.  Today,  after  a  cash  infusion 
from  Moscow,  the  clinic  has  enough 
medication  for  its  700  patients,  plus  a 
new  laboratory  and  funds  to  repair  the 
premises.  "We  simply  sighed  with  relief," 
says  Galina  Fedotova,  the  clinic's  deputy 
director.  "The  first  question  that  we  get 
when  we  provide  the  diagnosis  is:  How 
long  do  I  have  left  to  live?  And  now  we 
can  answer:  You'll  live  a  long  time,  be- 
cause we  have  medicine." 

The  AIDS  clinic  isn't  the  only  health- 
care facility  in  the  region  getting  the 
state's  attention.  Hospitals  have  received 


115  new  ambulances  and  more  than  6 
X-ray  machines,  and  the  governmer 
has  doubled  the  pay  for  general  pract 
tioners,  to  an  average  of  $920  a  month 
Now  there's  a  big  push  under  way  to  ss 
up  250  clinics  in  smaller  communitie 
throughout  Sverdlovsk. 

That's  because  Russia's  most  serioui 
social  problems  are  often  concentrate  i 
in  the  country's  far-flung  villages.  Aboi> 
half  of  Sverdlovsk's  600,000  rural  hi 
habitants  are  over  60  years  old.  Farmer' 
in  the  region  earn  an  average  of  $230  i 
month,  and  most  young  people  deserte 
the  villages  long  ago,  attracted  by  greatti 
opportunities  in  the  city.  Still,  not  ev 
eryone  is  flocking  to  the  bright  light 
anymore.  Evgeny  Sivkov,  28,  has  chose  < 
to  stay  at  the  Patrushy  dairy  complex, 
cluster  of  modern  blue  buildings  housin 
1,800  cows.  The  $12  million  complex  ws 
built  by  a  local  mining  company  usim 
subsidized  credits  under  the  nation) 
projects.  While  only  21  people  work  o 
the  farm,  Sivkov  says  locals  welcom 
such  investments  because  they  provid 


Investing  in  Russia's  People 

The  Kremlin  is  pouring  oil  wealth  into  long-neglected  social  programs* 


HEALTH 

$6.4  billion 

■  Doubling  pay  for  family  doctors, 
to  an  average  of  $750  a  month 

■  New  X-ray  machines,  labs,  and 
ambulances  for  hospitals 

■  Grants  of  $270  to  new  mothers 
for  prenatal  and  child  care 


EDUCATION 

$3  billion 

■  $1.1  billion  in  grants  to  innovative 
schools,  teachers,  and  pupils 

■  Internet  connections  for  all 
60,000  schools  by  yearend 

■  $130  million  for  new  buses  and 
equipment  in  rural  schools 


HOUSING 

$1.7  billion 

■  Loan  guarantees  and  subsidies 
for  apartment  and  house  builders 

■  Encouraging  home  loans  via  a 
state-backed  mortgage  agency 

■  Paying  up  to  40%  of  the  cost  of 
new  homes  for  young  families 


AGRICULTURE 

$1.7  billion 

■  Funding  interest  payments  on 
loans  to  small  farms 

■  $300  million  in  new  capital  for 
a  state  agricultural  bank 

■  Subsidizing  up  to  70%  of 
housing  costs  for  30,000  farmer: 
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•All  spending  over  two  years,  2006-07         Data:  Russian  governmi 
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Life  is  simply  too  glorious  not  to  experience  the  odd  delights  of  HENDRICK'S*GIN, 

featuring  curious  yet  marvelous  infusions  of  cucumber  and  rose  petal. 

"Voted  Best  Gin  in  The  World." -Wall  Street  Journal,  August  29, 2003 

HENDRICKSGIN.COM 


HAVE  COMPLEX  VALUATION  RULES  LEF 
GET  THE  POWER  OF  DUFF  &  PHELPS. 


■P! 


From  financial  reporting  and  tax  valuatr 
transfer  pricing  and  ESOP  and  ERISA  advisory, 
Duff  &  Phelps  provides  trusted  analysis  and 
insight  on  critical  issues.  With  more  than  700 
professionals  working  together  across  North 
America,  Europe  and  Asia,  we  have  the  depth 
and  breadth  of  industry  and  technical  expertise 
to  meet  your  needs.  Get  the  strength  of  ( 
of  the  world's   leading   independent  1 


>  Financial  Reporting  Valuation 

>  Tax  Valuation  &  Consulting 

>  Real  Estate  &  Fixed  A 

>  Investment  Banking 

>  Transaction  Advisory  Services 

>  Financial  Restructurings 

>  Dispute  Consulting  &  Forensic  Advisory  Se 


Duff    Phelps 


duffandphelps.com  /  + 1  -866-282-8258  i„- 
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;tter  pay  and  new  chances  for  young 
;ople.  He  now  earns  $765  a  month  as 
anager,  double  the  salary  in  his  previ- 
js  job  raising  calves.  "It's  interesting 
r  me,"  Sivkov  says.  "You  need  to  raise 
)ur  level  and  learn  something  new." 

0  LONG,  SWING  SETS 

\CK  IN  THE  BOOMING  city,  there's  no 
tortage  of  new  jobs.  Ekaterinburg's 
gger  problem  is  the  struggle  to  pro- 
de  homes  for  its  citizens.  That's  one 
ason  Putin's  fourth  national  proj- 
t  aims  to  build  affordable  housing, 
■caterinburg  has  more  apartments 
an  ever  as  subsidized  mortgages  and 
ate  guarantees  help  fund  new  con- 
ruction.  Last  year  the  city's  housing 
ock  jumped  by  14%,  the  fastest  pace 
-er,  boasts  local  construction  minister 
exander  Karlov.  "The  authorities  are 
orking  so  that  the  population  lives 
rtter,"  he  says. 

But  real  estate  prices  have  also  doubled, 
id  the  breakneck  development  has  an- 
:red  some  residents.  In  northern  Ekat- 
inburg  near  the  giant  Uralmash  heavy- 
[Uipment  factory,  pensioner  Ivan  Vlasov 
stures  in  disgust  at  the  area  behind  his 
lilding.  Once  a  leafy  enclave  with  swing 
ts  and  park  benches,  it's  being  dug  up  to 
ake  room  for  a  250-unit  apartment  com- 
ex.  Led  by  Vlasov,  the  neighbors  have 
rmed  a  protest  committee  to  fight  the 
oject  in  court,  arguing  that  the  city  failed 
hold  an  open  auction  before  it  sold  the 
id.  "Back  in  the  '50s,  Khrushchev  made 
a  lot  of  promises,  and 
then  Gorbachev  said 
that  everyone  would 
have  an  apartment  by 
2000,"  Vlasov  says. 
"But  we  still  have  huge 
housing  problems." 

Such  opposition  is  a 
reminder  that,  despite 
the  heady  econom- 
ic growth  of  recent 
years,  many  Russians 
■  remain     dissatisfied. 

Still,  the  remarkable 
e-lift  for  schools,  hospitals,  farms, 
d  communities  in  the  Sverdlovsk 
stion  suggests  there's  more  to  Putin's 
cial  programs  than  empty  promises. 
d  among  direct  beneficiaries,  such  as 
:  students  of  Ekaterinburg's  Gymna- 
im  No. 35,  skeptics  are  few.  "I  think 
r  Russia  has  a  good  future,  especially 
w  that  the  state  is  caring  about  its 
ople,"  says  Irina  Afingoeeva,  16,  a 
pil  at  Gymnasium  No.  35  who  wants 
become  a  lawyer.  "At  least,  we  really 
pe  so."  ■ 
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RETAILING 


ZEN  AND  THE  ART  OF 
SELLING  MINIMALISM 

Muji,  Japan's  Ikea-cura-Target,  is  set  to  bring  its 
stripped-down,  no-brand  chic  to  America 


BY  KENJI  HALL 

IT  SELLS  SLEEK  AND  FUNCTION- 
al  designs  in  a  spare  retail  setting. 
Its  prices  can't  be  beat.  And  it 
has  legions  of  fanatical  devotees. 
Ikea?  Nope.  It's  Muji.  Though 
few  Americans  know  it  today,  that 
may  soon  change. 
Muji's  full  name,  Mujirushi  Ryohin, 
translates  into  "no-brand  quality 
products."  This  fall,  the  store  is  heading 
to  the  U.S.  in  hopes  of  wooing  Americans 
tired  of  in-your-face  logos  and  over- 
the-top  design.  "To  us,  it's  all  about  a 
product  that's  simple  and  functional," 
says  Tadamitsu  Matsui,  chief  executive  of 
Muji's  parent  company,  Ryohin  Keikaku 
Co.  "Once  you  remove  the  price  tag  from 
our  products,  there's  nothing  to  indicate 
what  the  brand  is." 

But  Muji  isn't  just  another  generic 
brand.  Its  post-industrial  designs  tap  into 
the  less-is-more  esthetic  visible  in  Japan's 
temple  gardens  and  haiku.  Larger  Muji 
outlets  carry  more  than  7,000  products 
that  run  the  gamut  from  $4  striped  socks 
to  a  $1,170  front-loading  washer-dryer 
combo.  There's  even  a  line  of  prefab 
houses  that  start  at  $115,000. 

Muji  already  enjoys  plenty  of  fans 
overseas.  The  company  has  387  outlets 
in  15  countries,  including  34  stores  in 
Europe,  and  has  been  adding  a  dozen  or 
more  annually  in  recent  years.  To  date  its 
only  U.S.  presence  has  been  at  the  New 


York  Museum  of  Modern  Art  (MoMA), 
where  its  $8  aluminum  business-card 
holders  and  $42  collapsible  cardboard 
speakers  have  been  a  hit.  Muji  estimates 
net  profit  for  the  year  ended  in  February 
rose  9.4%,  to  $90.7  million,  on  a  14.5% 
increase  in  sales,  to  $1.3  billion. 

The  question  is  whether  Muji's 
celebration  of  the  ordinary  will  play  well 
stateside.  The  Japanese  retailer  will  be 
taking  on  heavyweights:  Ikea  and  Crate 
&  Barrel  in  furniture,  Gap  in  apparel, 
and  Target  in  housewares,  which  cater  to 
Muji's  intended  audience  of  consumers  in 
their  20s  and  30s.  Although  Muji  hasn't 
yet  determined  what  it  will  charge  for 
its  wares  at  a  new  5,000-sq.-ft.  store  in 
midtown  Manhattan,  its  prices  at  MoMA's 
two  stores  are  roughly  double  those  in 
Japan.  Muji  "will  have  to  carve  out  its 
own  place,"  says  David  Marra,  a  retail 
consultant  at  AT.  Kearney  Inc.  in  Tokyo. 

Muji's  chief  is  treading  carefully.  He 
expects  the  New  York  store  to  turn  a 
profit  within  a  year;  outposts  in  Boston, 
Chicago,  and  San  Francisco  might 
follow.  While  Muji  is  riding  the  same 
Japanese  pop-culture  wave  that  has 
landed  retailers  such  as  Uniqlo  in  New 
York  in  the  past  year,  Matsui  believes 
his  brand  has  staying  power:  "Muji's 
roots  are  Japanese,"  he  says.  "But  we 
think  our  products  will  appeal  for  their 
simple,  universal  designs."  ■ 

-With  Elizabeth  Woyke  in  New  York 
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As  the  Web  giant  tears 
through  media,  software, 
and  telecom,  rivals  fear  its 
owing  influence.  Now 
eyre  fighting  back. 

owerful? 
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Making  Sense 
ofGoogle 

As  Google  releases  blizzards 

of  new  services,  aggregates 

more  data,  and  bursts  into  new 

industries,  it  becomes  harder  to 

wrap  your  mind  around  what 

exactly  the  company  is— and, 

more  important,  what  it  may 

become.  Clearly,  it's  more 

than  just  a  search  engine.  Any 

one  of,  or  combination  of,  the 

following  scenarios  is  possible: 


WHERE  GOOGLE 
MAY  BE  HEADED 


World's  Biggest  Computer 

Web  sites  aren't  just  places  to  go  online— every  click  a  user  makes  is  a  command  for  some 
computer  somewhere.  Nobody  has  more  options  at  its  command  than  Google,  which  just 
introduced  an  online  suite  of  office  productivity  programs.  Soon,  Googling  will  mean  far  moi>r.(U5faste 
than  just  searching.  It'll  mean  getting  almost  anything  done  online. 


IbOQglf 

life 


IT'S  THE  YEAR  2014,  AND  GOOGLEZON,  A 
fearsomely  powerful  combination  of  search 
engine  Google  Inc.  and  online  store  Amazon.com 
Inc.,  has  crushed  traditional  media  to  bits.  Taking 
its  place  is  the  computer-generated  Evolving 
Personalized  Information  Construct— an  online 
package  of  news,  entertainment,  blogs,  and 
services  drawn  from  all  the  world's  up-to-the- 
minute  knowledge  and  customized  to  match  your 
preferences.  And  it's  all  collected,  packaged,  and 
controlled  by  Googlezon. 

This  is  the  future  according  to  EPIC  2014,  a  faux 
documentary  posted  to  the  Web  in  late  2004  by  young 
journalists  Matt  Thompson  and  Robin  Sloan.  Thanks  to  their 
slighdy  tongue-in-cheek,  Twilight  Zone-inspired  tone,  the 
short  video  drew  as  many  chuckles  as  gasps  of  dismay  from 
the  legions  of  mainstream  media  types  and  Web  digerati  who 
viewed  it.  Today,  nobody's  laughing.  Here  it  is  only  2007,  and 
already  EPIC  2014' s  picture  of  an  online  landscape  dominated 
by  one  ravenous,  all-knowing  corporation  looks  to  many 
people  like— well,  a  lot  like  Google.  All  by  itself. 

That  simple  little  search  box  we  all  use  every  day?  As  the 
place  nearly  400  million  people  each  month  start  on  the 
Internet,  it's  the  No.  1  gateway  to  the  Net's  vast  commercial 
potential.  With  more  data  on  what  people  are  searching 
for,  Google  can  serve  up  the  most  targeted  and  relevant 
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advertisements  alongside  the  results,  drawing  more  clicks, 
more  cash,  more  users— you  get  the  idea.  Consumers  love 
Google's  simplicity  and  results,  which  is  why  it  draws  56% 
of  all  searches.  No  wonder  eager  advertisers  shoveled  some 
$10.6  billion  into  Google's  coffers  last  year,  up  an  astonishinrjien 
73%  from  2005.  If  you  can  believe  it,  Google's  $144  billion 
market  value  tops  that  of  Time  Warner,  Viacom,  CBS,  ad 
agency  giant  Publicis  Groupe,  and  the  New  York  Times  Co. 
combined. 

To  the  consternation  of  many  of  those  companies  and 
more,  Google  is  now  using  that  market  cap,  along  with  its 
$11  billion  hoard  of  cash  and  investments,  to  storm  a  wide 
range  of  traditional  markets.  It's  selling  ads  in  newspapers, 
magazines,  radio,  and,  in  a  trial  program,  television.  In 
February  it  fired  a  torpedo  at  the  software  industry  with  a 
suite  of  online  office  software  it  is  selling  for  a  small  fraction 
of  the  price  of  Microsoft  Corp.'s  Office.  It's  spooking  the 
telecom  industry  with  fledgling  efforts  to  provide  free 
wireless  Internet  access.  Google's  phenomenal  ad  machine, 
short,  has  the  potential  to  vaporize  the  profits  of  any  industr 
that  traffics  in  bits  and  bytes  and  to  shift  the  economics  to 
the  advantage  ofGoogle,  its  users,  and  its  cadre  of  partners.  |en; 
"It's  Google's  world,"  shrugs  Chris  Tolles,  vice-president  of 
marketing  at  Topix  Inc.,  which  makes  money  from  running 
Google  ads  on  its  news  aggregation  site.  "We  just  live  in  it." 

Googlezon,  GoogleWorld,  just  plain  Google— whatever 
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/HERE  GOOGLE 
1AY  BE  HEADED 


?  Google  continues  to  expand  its  massive  server  farms  and  its  fiber-optic  capacity,  its  system 
•uld  in  essence  come  to  serve  as  an  alternative  network  that  mirrors  the  whole  Internet  but 
|ns  faster.  Why  would  you  want  to  click  anywhere  else? 


[Tie  Better  Internet 


>u  call  it,  if  s  scaring  the  wits  out  of  everyone  from  the  power 
nchers  of  Hollywood  to  Madison  Avenue  ad  moguls  to  Silicon 
illey  entrepreneurs.  Now,  after  years  of  hand-wringing  and 
lumb-twiddling,  some  of  them  are  pulling  out  the  heavy 

hi  tillery  and  firing  one  round  after  another  on  the  Googleplex, 
e  company's  headquarters  in  Mountain  View,  Calif.  The  latest 
lvo:  On  Mar.  22,  NBC  Universal  and  News  Corp.  announced 
g  plans  (page  22)  for  a  rival  to  Google's  enormously  popular 
juTube  video  site  that  will  run  not  only  television  show  clips 
it  even  full-length  movies  on  Yahoo!,  AOL,  Microsoft's  MSN, 
ySpace.com,  and  other  partner  sites. 

It 

llSt  the  Week  before,  Viacom  sued  Google  for  a 
:adline-grabbing  $1  billion,  charging  YouTube  with 

tio  pifully  infringing  on  copyrights  by  allowing  users  to  upload 
ips  of  The  Colbert  Report,  South  Park,  and  other  TV  shows, 
couple  of  weeks  earlier,  Copiepress,  a  group  representing 
slgian  and  German  newspapers,  won  a  copyright  case  that 
iuld  sharply  limit  Google's  usefulness  if  it  sets  a  precedent, 
id  get  this:  In  the  Valley  and  Washington,  D.C.,  there's 

en  ten  cocktail  party  chatter  about  whether  the  search  gianf  s 
>wer  needs  to  be  reined  in  by  antitrust  regulators.  If  s 

jug  dikely  to  happen  but  is  an  indication  of  rivals'  growing 
spidation  about  Google.  Says  Paul  Martino,  chief  executive 
the  search  service  Aggregate  Knowledge  Inc.:  "We're 


beginning  to  see  the  Anything  But  Google' 
backlash." 

And  something  bigger.  Google  is  ground 
zero  in  a  battle  among  traditional  media 
and  tech  industry  leaders  and  startups  alike 
for  the  hearts  and  minds  of  the  world's 
consumers— or  at  least  their  eyeballs  and 
wallets.  To  an  extent  that  none  of  the  first 
generation  of  dot-coms  did,  Google  has 
come  to  represent  all  our  hopes,  dreams, 
and  fears  about  the  disruptive  promise 
and  dangers  of  the  Internet.  As  this  clash 
plays  out  over  the  next  couple  of  years,  the 
outcome  could  determine  the  way  we'll 
entertain  ourselves,  shop,  socialize,  and  do 
business  on  the  Internet.  The  overriding 
question:  Will  the  vast  commercial 
landscape  of  the  Net,  like  so  many  other 
tech  markets  in  the  past,  condense  to  one 
dominant  force  for  the  foreseeable  future? 
Will  we  just  Google  everything? 

All  this  might  sound  crazy  given  that 
we're  talking  about  a  nine-year-old  company 
that  wasn't  even  publicly  traded  until  Aug. 
19, 2004.  Let's  face  it,  there's  a  certain 
hysteria  about  Google,  a  presumption  of 
unlimited  power.  A  year  ago,  Google  was 
rumored  to  be  going  into  the  personal 
computer  manufacturing  business,  and 
last  week  stories  about  a  Google  cell  phone 
ran  rampant.  Neither  was  true— nor,  says 
Google,  are  a  number  of  other  assumptions. 
"We're  not  competing  with  newspapers, 
we're  not  competing  with  television  stations, 
and  we're  not  competing  with  the  Viacoms 
^^b         of  the  world,"  insists  Google  Chief  Executive 
Eric  E.  Schmidt.  "We're  trying  to  partner 
with  them." 
What's  more,  some  of  Google's  initiatives,  such  as  those  in 
print  and  radio  ads,  have  not  taken  the  world  by  storm.  Yet  to 
justify  that  market  cap,  Google  must  expand  into  more  densely 
occupied  markets  for  continued  growth  when  online  advertising 
matures.  "Google  needs  an  Act  II,"  says  Jordan  Rohan,  an 
Internet  anah/st  at  RBC  Capital  Markets.  "Otherwise,  the  growth 
is  going  down  to  30%"  in  the  next  few  years. 

The  question  now:  Does  the  pushback  against  Google 
mark  that  turning  point  when  a  successful  company's  power 
starts  to  work  against  it?  Could  be.  "Ecosystems  always 
organize  to  curtail  entities  that  get  too  powerful,"  notes 
Geoffrey  A.  Moore,  author  of  The  Gorilla  Game:  Picking 
Winners  in  High  Technology  and  a  managing  director  at 
corporate  strategist  TCG  Advisors.  As  a  result,  Google 
may  need  to  change  some  of  its  more 
aggressive  tactics  to  ease  the  fear  it 
engenders.  Says  Jeremy  Crane,  director 
of  the  search  group  at  Web  information 
service  Compete  Inc.:  "A  lot  of  people  are 
rooting  for  others  to  provide  alternatives." 
But  for  now  those  alternatives,  whether 
they  be  a  struggling  Yahoo  or  Microsoft  or 
the  new  NBC-News  Corp.  video  network, 
by  all  accounts  pale  next  to  the  Google 
juggernaut.  More  than  anyone  else,  Google 
is  denning  the  new  architecture  of  media 
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WHERE  GOOGLE 
MAY  BE  HEADED 


and  commerce  in  the  digital 

world.  The  unruly  expanse  of  the 

Internet  and  its  opportunities 

cries  out  for  a  map,  and  that's 

what  Google  is  building  out 

of  tens  of  thousands  of  server 

computers  around  the  world 

that  handle  quadrillions  of  bytes 

of  data.  With  each  new  search 

whose  data  refine  that  map,  with 

each  new  business  that  links  its 

own  digital  explorations  to  the 

search  engine,  Google  gains  more 

knowledge  and  more  power.  As  a 

result,  if  s  in  a  position  not  only  to 

define  what  this  new  world  looks 

like  but  also  to  chart  where  it  goes 

and  even  determine  which  will  be 

the  prime  destinations  and  which 

will  become  backwaters. 

This  awesome  data-gathering 

capability  seriously  worries  some 

thinkers.  Tech  historian  George 

Dyson,  author  of  Darwin  Among 

the  Machines:  The  Evolution  of 

Global  Intelligence,  thinks  Google 

actually  might  pose  a  national 

defense  concern  at  some  point 

simply  by  virtue  of  its  singularly 

massive  storehouse  of  data,  the 

crude  oil  of  the  Information 

Economy.  "That  much  money 

and  power  concentrated  in  one 

place  can  be  dangerous,"  says 

Dyson,  who  sometimes  advises  the 

Defense  Dept.  on  potential  threats. 

While  he  doesn't  think  Google  yet 

poses  such  a  threat,  he  raises  a 

more  obvious  concern:  Google's 

vast  network,  now  a  substantial 

piece  of  the  Internet  itself,  is  "very 

quickly  becoming  vital  national 

security  infrastructure."  Should 

anything  happen  to  the  company,  he  says— through  market 

forces,  terrorist  attacks  on  server  farms,  or  something  else— 

that  could  compromise  national  defense. 

If  this  talk  of  corporate  dominance  sounds  vaguely 

familiar,  it  should.  As  firmly  as  IBM  ruled  mainframe 

computing  and  Microsoft  the  personal  computer  age,  so 

Google  has  the  potential  to  rule  the  Internet.  To  some  people, 

Google's  position  today,  while  clearly  far  from  identical  to 
Microsoft's  in  its  heyday,  nonetheless 
shares  some  striking  parallels.  "Google 
feels  a  lot  like  Microsoft  in  the  mid- 
Nineties,"  says  Silicon  Valley  startup 
01 0/  adviser  Dave  McClure.  "  Right  at  the  height 

t)J./0  of  its  power,  getting  a  little  arrogant, 

and  challenged  for  the  first  time  by  some 
powerful  people." 

Even  mighty  Microsoft  has  been 
criticizing  Google's  power  and  ambitions. 
CEO  Steve  Ballmer  last  fall  accused 
Google  of  suppressing  competition  in 


A  Living  Machine 

To  hear  some  people  talk,  Google  could  morph  into 
something  out  of  the  dystopian  darkness  of  The 
Terminator.  Does  the  Google  grid,  once  it  comprises 
millions  of  machines  analyzing  the  whole  of  human 
existence,  at  some  point  become  sentient— for  all 
appearances,  a  thinking  machine? 
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online  ads.  As  rich  as  the  irony  of  his 


accusation  is,  given  Microsoft's 
own  antitrust  battles,  the 
charge  isn't  unique.  Google's 
mission  to  "organize  the 
world's  information  and  make 
it  universally  accessible  and 
useful,"  so  charmingly  visionary 
in  a  startup,  now  sounds  to  some 
people  downright  predatory 
in  a  company  of  nearly  12,000 
employees.  Google  even  worries 
partners  such  as  Time  Warner, 
whose  AOL  unit  in  late  2005 
took  $1  billion  from  Google  for 
a  5%  stake  and  the  right  to  run 
ads  on  the  service.  "Obviously, 
Google  has  a  great  deal  of  power, 
and  it  needs  to  be  very  careful 
not  to  leverage  that  power  to 
stifle  competition,"  says  Paul 
T.  Cappuccio,  executive  vice- 
president  and  general  counsel  at 
Time  Warner  Inc. 

Naturally,  none  of  this 
criticism  sits  well  with  Google 
executives.  The  company, 
they  note,  has  a  commanding 
position  solely  because  users  anc< 
customers  like  Google's  services,^ 
not  because  they're  forced  to 
use  them.  "To  say  Google  is 
too  powerful  implies  that  users 
are  somehow  making  a  wrong 
choice,"  says  Schmidt,  who  calls 
the  comparison  to  Microsoft 
"absolutely  false."  Unlike  with 
Microsoft's  software,  anybody 
can  click  instantly  to  a  new 
search  engine  if  if  s  better— just 
as  people  abandoned  AltaVista 
and  Yahoo  for  Google  years  ago. 

Few  people,  even  Valley 
leaders  who  have  faced  the 
dominance  of  Microsoft  firsthand,  suggest  that  Google 
needs  to  be  checked  by  government  regulators.  "Does  ad- 
subsidized  software  threaten  legacy  businesses?  Of  course," 
says  Jonathan  Schwartz,  CEO  of  Sun  Microsystems,  "just 
like. ..eBay  threatens  Sotheby's  and  Amazon  threatens 
Wal-Mart.  But  last  I  checked,  these  are  all  examples  of 
competition,  which  we  want  in  America.  It's  the  heart 
of  progress.  It's  good  for  consumers."  And  for  Google's 
partners.  Says  Marc  Benioff,  the  CEO  of  one  such  partner, 
customer  management  services  provider  Salesforce.com 
Inc.:  "Google  has  really  stepped  up  and  defined  what  the 
future  of  our  industry  can  be." 

Moreover,  there's  little  evidence  that  users  have  an3 

problem  with  the  company's  power,  even  if  they  don't  all  tak< 
its  informal  motto,  "Don't  be  evil,"  at  face  value.  These  fans 
might  be  excused  for  tossing  back  their  own  question  to  the 
whiners:  Too  powerful  at  what?  Helping  me  find  things,  get 
work  done,  connect  with  friends?  Bring  it  on! 

For  most  of  us,  then,  complaints  about  Google's  power 
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Too  Powerful?  Us?  Surely  You  Jest 
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oogle  Inc.  CEO  Eric  E.  Schmidt 
knows  something  about 
.facing  powerful  companies. 
As  chief  technology  officer 
of  Sun  Microsystems  Inc.,  he 
was  deeply  involved  in  that  company's 
battles  with  Microsoft  Corp.  When  he  left  to 
become  CEO  of  Novell  Inc.,  Schmidt  again 
was  pitted  against  the  software  giant.  So 
the  suggestion  that  the  leader  in  Internet 
search  might  be  getting  too  powerful 
strikes  a  chord.  Here's  an  edited  version  of 
his  talk  with  Robert  D.Hof: 

Q:  Is  Google  too  powerful? 

A:  Too  powerful  relative  to  what?  I  mean  that 
as  a  question,  not  as  a  statement.  This  is  all 
about  user  choice.  And  the  studies  that  I've 
seen  indicate  that  a  majority  of  users  are 
choosing  Google  to  get  information.  That's 
great.  We  could  lose  that  in  a  nanosecond. 
This  is  not  like  proprietary  lock-in  models, 
where  users  are  forced  to  use  Google. 

Q:  Why  do  you  think  some  people  are 
complaining  about  Google's  power? 

A:  Try  to  understand  the  motivations  of 
the  complainers.  Google  is  one  of  the 
companies  where  advertising  is  moving 
to  us  and  from  other  forms  of 
media.  The  fact  of  the  matter 
is,  that's  about  the  Internet,  not 
about  Google.  We  are  one  of  the 
companies,  but  we  are  certainly  by 
no  means  the  only  one. 

I  think  that  the  resentment-and 
what  I  think  you're  really  describing 
is  resentment— may  come  from  the 
fact  that  we  have  been  fortunate  in 
that  our  model  allows  us  to  innovate 
more  quickly  and  solve  problems 
more  quickly.  I'm  not  suggesting 
we're  100%  perfect.  But  I  think  on 
average,  we're  executing  quicker. 

Q:  I  think  that  gets  at  some  of 
the  fear  and  anxiety— people 
are  uncertain  where  Google 
goes  next. 

A:  I'll  give  you  an  example.  We  have 
a  large  private  network  of  data 
centers.  And  we  needed  to  hire  an 
engineer  who  was  a  wavelength 
division  multiplexer  engineer- 
WDM  is  the  technology  used  in 
high-speed  fiber  networks.  So 


based  on  this,  it  was  reported  that  we  were 
going  to  compete  with  the  long-distance 
carriers  and  become  a  telephone  company, 
which  caused  the  CEOs  of  Verizon  and  AT&T 
to  announce  that  we  were  their 
No.  1  competitor. 

Q:  People  compare  Google  to  Microsoft 
in  the  mid-1990s— at  the  height  of  its 
power,  arrogant  at  times. 

A:  The  comparison  is  absolutely  false. 
Microsoft  had  90%-plus  market  share  in  a 
market  where  it  was  impossible  to  switch. 
Google  has  neither. 

Q:  Does  the  perception  of  Google's 
strength  require  the  company  to 
operate  any  differently?  Last  year  you 
mentioned  an  increased  emphasis  on 
partnerships. 

A:  That's  not  why  we  do  these  things.  It 
became  obvious  that  we  needed  to  expand 
our  partnership  strategy  a  year  ago  because 
it  was  the  right  thing.  It  did  have  a  defensive 
property.  But  one  of  the  ways  in  which  I  know 
we're  doing  well  is  that  we  spend  our  time 
focusing  on  what  we're  doing  and  what  we 
can  do  that's  new  rather  than  obsessing 
about  competition. 
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"This  is  all 
about  user 
choice" 


Q:  Why  do  people  assume  Google  is 
going  to  compete  in  so  many  areas? 

A:  It's  part  of  a  mystique.  The  mystique 
serves  us  in  recruiting  but  does  not  serve 
us  in  partnerships.  So  it's  better  if  we 
moderate  it.  We're  not  competing  with 
newspapers,  we're  not  competing  with 
television  stations,  we're  not  competing 
with  the  Viacoms  of  the  world.  We're  trying 
to  partner  with  them. 

Q:  But  aren't  you  competing  at  least  as 
a  distribution  channel? 

A:  Only  in  the  distribution  channel  sense. 
There's  always  this  assumption  that 
somehow  Google  will  now  take  over  all 
of  advertising.  It's  clearly  false,  because 
advertisers  choose  all  of  the  channels  that 
people  do,  not  just  one. 

Q:  Some  smaller  advertisers  feel 
they're  getting  left  behind  as  big  brand 
marketers  move  into  search  marketing 
and  price  them  out.  Is  that  something 
Google  needs  to  address,  since  so  many 
of  its  advertisers  are  small  businesses? 
A:  It's  funny,  because  I  hear  the  inverse. 
What  I  hear  from  the  large  advertisers  is  that 
they're  used  to  having  their  way.  They're  not 
used  to  having  to  deal  with  those 
smaller  advertisers,  who  at  least 
have  the  potential  in  an  auction  at 
having  an  equal  shot. 

Q:  Is  there  some  point  at  which 
Google  becomes  subject  to  the 
cyclically  of  the  ad  industry? 

A:  I'm  sure  that  we  will  eventually 
be  subject  to  the  cyclically.  But 
we  are  not  now.  And  "eventually," 
I  have  no  idea  how  many  years 
that  is. 

Q:  Is  Google  really  creating  a 
true  artificial  intelligence,  or 
thinking  machine,  as  Google's 
founders  have  set  as  a  goal? 
That  gives  some  people  the 
willies. 

A:  That's  because  they're  using 
broad  and  imprecise  terms.  Our 
spelling  correction  [on  misspelled 
search  queries]  is  an  example  of  Al. 
But  in  the  next  few  years,  cognition, 
or  real  understanding,  remains  a 
research  dream. 
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might  smack  of  sour  grapes,  or 
at  least  corporate  power  politics. 
Fact  is,  a  couple  of  Stanford 
University  nerds,  Sergey  Brin 
and  Larry  Page,  devised  a  much 
better  way  for  people  to  find 
things  online,  stealing  a  march 
on  media  and  tech  companies  too 
busy  or  too  dumb  to  notice  the 
transcendent  power  of  Internet 
search.  By  charging  advertisers 
only  when  people  click  on  their 
ads,  Google  gave  advertisers  a 
good  chunk  of  the  50%  of  ad 
spending  wasted  in  traditional 
media.  Indeed,  a  huge  swath  of 
small  businesses  that  never  could 
afford  to  advertise  nationally  or 
globally— the  majority  of  Google's 
customers— now  can,  through 
search  ads. 

Those  aren't  Google's  only 
friends,  either.  It  enables 
thousands  of  small  Web 
publishers  to  make  a  living  by 
paying  these  publishers,  to  the 
tune  of  $3  billion  last  year,  to 
run  syndicated  ads.  Cincinnati's 
AskTheBuilder.com  pulls  in 
more  than  $1  million  a  year, 
says  founder  Tim  Carter,  thanks 
largely  to  income  from  Google's 
syndicated  ads  that  run  on  his 
home  how-to  site.  He  understands 
why  Google  worries  Viacom  and 
others,  because  when  people 
are  looking  for  almost  anything 
online,  "they  go  to  Google  first. 
You  bet  those  companies  better  be 
terrified."  But  as  long  as  folks  like 

Carter  get  a  free  lunch  from  Google,  they  don't  much  care  if 
it's  eating  everyone  else's. 

Google  maintains  a  glow  of  goodwill  among  many  for 
yet  another  reason:  Since  its  founding  at  Stanford  in  1998, 
it  has  become  one  of  those  rare  icons  of  the  tech  business, 
like  Apple  or  Hewlett-Packard.  Google's  success  is  helping 
to  drive  a  whole  new  round  of  technology  innovation  and 
wealth  creation,  including  hundreds  of  so-called  Web  2.0 
companies  whose  business  model  is  revenue  from  running 
Google  ads.  In  the  process,  it  confirms  the  Valley's  creation 
story:  Anyone  has  a  chance  to  change  the  world  and  get 

fabulously  rich.  "Google,  with  its  'Do  no 
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evil'  mantra,  its  democratic  values,  its 
employee  benefits,  attention  to  the  culture, 
and  two  decent  co-founders,  is  the  new 
HP,"  says  Jeffrey  Pfeffer,  a  professor  of 
organizational  behavior  at  the  Stanford 
Graduate  School  of  Business.  "At  least  in 
people's  dreams." 

But  Google's  dreams  are  the  stuff  of 
nightmares  for  some  folks  in  the  worlds  of 
media  and  technology.  Most  of  all,  they're 
uncertain  about  what  Google  will  become 
next.  It  doesn't  help  that  Google  itself  has 


long  fed  those  anxieties  with 
its  lofty  aspirations.  Indeed, 
its  embrace  of  the  primacy  of 
data  over  human  judgment, 
in  everything  from  its  search 
algorithm  to  its  attempts  to  turn 
hiring  into  a  science,  gives  some 
people  the  creeps.  Listen  to  a  tall 
that  Page,  Google's  co-founder 
and  president  of  products, 
gave  in  2002  at  Stanford.  He 
said  Google  aims  to  turn  the 
technology  behind  its  search 
engine  into  a  true  artificial 
intelligence  that  could  "answer 
any  question,  which  means  you 
can  do  basically  anything."  The 
audience  laughed  tentatively, 
perhaps  thinking  of  the  AI  in  the 
movie  The  Terminator  that  tries 
to  wipe  out  humanity.  If  Google 
succeeds  in  its  mission,  Page 
added  with  a  grin,  "then  we're 
doing  everything." 

The  fear  factor  first  came 
into  public  view  over  copyright 
issues,  when  Google  began 
digitizing  millions  of  books 
at  various  libraries  starting 
in  2004.  The  company  built 
scanning  machines  from 
scratch  and  hired  workers 
to  run  them.  Still  in  test 
mode,  Google  Book  Search, 
which  includes  both  the 
library  project  and  separate 
agreements  with  publishers, 
lets  users  search  for  words 
within  the  books  it  plans  to 
scan.  Searches  bring  up  a  table 
of  contents  and  snippets  containing  the  words;  publishers 
can  agree  to  make  sample  pages  available. 

The  problem  was,  Google  chose  not  to  ask  publishers' 
permission  before  it  launched  the  library  project,  claiming 
that  copying  books  to  provide  snippets  of  text  in  searches  wa 
fair  use  under  copyright  law.  And  it  took  few  pains  to  ease 
publishers'  concerns:  Why  would  people  buy  a  whole  book 
when  all  they  need  is  a  few  paragraphs  from  a  simple  search  | 
If  that's  what  potential  buyers  end  up  doing,  Google  destroy: 
their  whole  economic  model.  As  a  result,  the  Authors  Guild 
and  a  group  of  publishers,  including  BusinessWeek  owner 
The  McGraw-Hill  Companies,  each  filed  lawsuits  in  2005 
against  the  library  scanning  project,  charging  that  it  violates 
their  copyright.  Sheryl  Sandberg,  Google's  vice-president  foi 
global  online  sales  and  operations,  concedes  that  "maybe 
we  didn't  realize  some  people  were  scared."  Google  is  now 
making  overtures  at  publisher  gatherings. 


WHERE  GOOGLE 
MAY  BE  HEADED 


Media  Mogul 

Since  it  bought  YouTube,  Google  has  firmly  placed 
its  stake  in  the  ground:  It  won't  be  just  a  place  that 
connects  people  to  other  sites  but  a  distributor  of  video 
content,  for  starters.  That  is,  if  it  can  learn  to  play  nice 
with  the  media  companies  it  has  ticked  off. 


.com 


Still,  Google,  like  Others  such  as  Amazon. 
Inc.  that  also  are  scanning  books,  contend  that  their 
main  impact  is  to  expose  to  the  public  books  they  never 
knew  existed,  which  they  believe  will  prompt  more  sales, 
not  less.  In  any  case,  Google  isn't  backing  down  from  its 
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position  that  its  scanning 
is  simply  creating  a  digital 
library.  "We're  willing  to  fight 
for  end-users  consistent  with 
the  way  we  believe  the  law  is 
written,"  says  Schmidt. 
It's  in  the  advertising 
business  that  Google's 
presence  causes  the  broadest 
concern.  That's  because  it 
has  been  hugely  successful  in 
refining  the  idea  of  targeted 
advertising  so  far  beyond 
conventional  media  and  even 
direct  marketers.  What  really 
raises  Madison  Avenue's 
hackles  is  the  potential  for 
Google  to  become  Universal 
Advertising  Inc.:  a  sprawling 
presence  that  brokers  highly 
targeted  ads  across  all  media. 
By  reading  the  intentions 
of  hundreds  of  millions  of 
consumers— not  just  from  its 
search  engine  but  from,  say, 
cable  set-top  boxes  that  can 
gather  similar  data— Google 
could  become  the  most 
efficient  aggregator  of  ad 

dollars.  The  fear  is  that  in  the  end,  a  Procter  &  Gamble 
Co.  will  simply  turn  over  its  annual  ad  budget  to  Google, 
which  will  dole  it  out  to  wherever  the  most  lucrative 
consumers  are.  Essentially,  Google  becomes  the  nexus  of 
all  advertising  and  media. 

That  fear  isn't  entirely  rational,  of  course.  Schmidt 

insists  that  Google  is  neither  seeking  nor  will  capture  a  lion's 
share  of  the  ad  business.  "There's  always  this  assumption 
that  somehow  Google  will  now  take  over  all  of  advertising," 
he  says.  "It's  clearly  false,  because  if  you're  an  advertiser, 
you're  going  to  go  to  all  of  the  people,  not  just  the  No.l 
player."  But  the  fact  remains  that  a  disproportionate  amount 
of  the  riches  go  to  the  No.l  player.  Says  Kevin  Lee,  executive 
chairman  of  Did-It  Search  Marketing:  "Haifa  million  or 
more  Google  advertisers  are  ready  to  give  them  more  money." 
Google's  riches  are  yet  another  competitive  weapon 


WHERE  GOOGLE 
MAY  BE  HEADED 


Ad 
Exchange 


It's  now  clear  that  Google's 
ambitions  extend  well 
beyond  those  four-line  text 
advertisements,  lucrative 
as  they  may  be.  It  could 
wind  up  creating  something 
like  a  NASDAQ  for  all  ads, 
applying  the  efficiency  and 
measurability  of  search  ads  tc  r 
radio,  print,  and  television 
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that  rivals  fear.  For  startups,  Google  and  its  nearly 
unmatched  financial  might  is  the  yin  and  yang  of  Valley 
entrepreneurship.  The  company  is  an  inspiration  and  a 
potential  buyer.  But  it  also  can  close  down  a  nascent  market  t 
niche  with  the  merest  rumor  that  it  might  jump  in. 

With  that  kind  of  influence,  coupled  with  a  lack  of  an 
obvious,  significant  failure  to  date,  it's  not  surprising  that 
Google  and  its  employees  exude  an  air  of  arrogance.  Yet 
this  posture  is  also  becoming  more  of  a  liability.  Last  fall, 
for  instance,  it  looked  as  if  the  wrangling  over  commercian 
clips  appearing  on  YouTube  without  permission  would  be 
quickly  solved  by  Google  greasing  some  Hollywood  palmai  up 
But  according  to  people  close  to  the  talks,  potential  deals 
soon  broke  down  on  multiple  fronts.  Those  sources  say 
that  Google  offered  several  hundred  million  dollars  over 
five  years  to  license  a  broad  range  of  content.  But  Google 
kept  reducing  its  offer,  they  say,  and  insisted  on  controllir 
ad  sales,  including  getting  a  third  of  the  proceeds.  Finally' 
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oogle  refused  to  filter  YouTube  for  copyrighted  content, 
oogle  declines  to  comment  on  negotiations. 
Soured  talks  may  have  led  to  Google's  getting  left  out 
["the  group  of  initial  partners  in  the  new  online  video 
atwork  coming  from  News  Corp.  and  NBC— which  NBC 
niversal  CEO  Jeff  Zucker  calls  the  biggest  new  advertising 
'.atform  in  the  world.  Google  may  be  in  the  unaccustomed 
isition  of  having  to  crawl  back  to  Hollywood  with  hat 
id  checkbook  in  hand  to  get  access  to  the  content.  A 
mrce  close  to  the  situation  says  Google  will  probably  be 
>rced  to  accept  a  far  smaller  cut  of  advertising  revenues 
ian  what  it  initially  asked  for. 
Even  some  of  Google's 
Ivertising  customers  complain 
at  the  company  sometimes 
)pears  cavalier  about  their 
•ncerns.  That's  partly  because 
'the  very  technology  on  which 
s  built.  Its  search-ad  business 

ins  on  a  pointedly  opaque  set  of  complex  mathematical 
rmulas  that  give  high  placement  to  ads  based  not  simply 
l  which  marketers  pay  the  most  but  on  how  many  people 
,ick  on  them  and  other  factors.  That  prods  advertisers  to 
eate  better  ads  and  more  relevant  Web  pages  to  which 
e  ads  send  them.  But  such  a  system  leaves  advertisers 
guess  which  ads  work  best  and  how  much  to  pay  for 
p  placement,  and  the  ranking  can  change  without 
arning.  "Yeah,  they  say  they're  not  evil,  but  you  have  to 
ust  them,"  says  Anil  Kamath,  chief  technology  officer 
Efficient  Frontier,  which  helps  advertisers  run  search 
I  campaigns.  "It's  difficult  for  advertisers  to  figure  out 
hat's  going  on." 

I  The  secrecy  surrounding  the  "black  box"  of  search 
ivertising  remains  particularly  galling  to  some  advertisers 
ien  it  comes  to  the  issue  of  click  fraud.  That  refers  to  an 
11  ray  of  schemes  by  which  nefarious  Web  site  operators 

merate  fake  clicks  on  Google  ads  to  make  money  or  hurt 
1  taipetitors.  Until  recently,  Google  said  only  that  it  believed 
ct  e  incidence  of  click  fraud  was  very  low.  Some  advertisers 
b  lieve  Google  ignored  their  claims.  In  early  March  the 
In  jmpany  released  more  data  on  click  fraud  and  said  it  would 
ils  fer  more  tools  to  combat  it. 

'    Between  the  company's  growing  power  and  influence 
a   d  the  perceived  attitude  problems,  Google  may  face 
ile  -onger  opposition  as  it  expands  its  horizons  beyond 
1  arch.  "Google's  power  and  size  and  profitability  and 
i  osperity  have  hurt  them  as  they  go  out  and  negotiate 


with  these  entertainment  companies,"  says  Jeff  Lanctot, 
senior  vice-president  of  media  and  general  manager 
at  Avenue  A/Razorfish,  the  ad  agency  unit  of  digital 
marketing  firm  aQuantive  Inc.  Perhaps  as  a  result,  Google 
seems  to  be  trying  to  strike  a  more  conciliatory  tone  of  late. 
In  its  most  recent  earnings  conference  call  with  analysts, 
Schmidt  and  other  executives  mentioned  the  words 
"partner"  or  "partnership"  more  than  50  times.  It  may  be 
working  to  some  degree.  Some  TV  networks,  such  as  CBS, 
and  other  media  outlets  have  found  ways  to  work  with 
Google.  It  has  also  sealed  deals  with  Dell  Inc.  to  install 


Some  think  Google's  data  concentration 
raises  concerns  aoout  national  security 


Google  software  on  computers  and  even  with  sometime 
rival  eBay  Inc.  to  run  ads  on  the  online  marketplace. 
Ultimately,  Google  must  grapple  with  the  essential 
paradox  it  embodies.  As  a  corporation,  it's  often  a  cipher, 
its  intentions  and  methods  concealed  by  algorithms  that 
look  impenetrable  and  impersonal.  Yet  the  search  engine 
and  the  blockbuster  business  built  atop  it  utterly  depend 
upon  millions  of  people  sharing  through  searches  their 
most  intimate  desires,  and  upon  thousands  of  businesses 
willing  to  open  their  data  storehouses  to  feed  Google's 
voracious  digital  maw.  It  may  be  that  the  data-driven 
culture  that  got  Google  this  far  needs  to  get  a  little  more 
social  in  its  dealings  with  the  outside  world.  "It's  not  just 
about  click-through  on  an  ad,"  notes  Steven  E.  Marder,  CEO 
of  Eurekster  Inc.,  a  search  services  provider  that  uses  online 
communities  to  refine  results.  "It's  about  humans."  ■ 

-With  Ronald  Grover  in  Los  Angeles,  Peter  Burrows  in 
San  Mateo,  Calif.,  and  Tom  Lowry  in  New  York 
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THE  STORYTELLER 

Schultz  says  it's  all 
about  an  "authentic" 
coffee  experience 


Saving  Starbucks'  Soul 

Chairman  Howard  Schultz  is  on  a  mission  to  take  his  company  back 
to  its  roots.  Oh,  yeah— he  also  wants  to  triple  sales  in  five  years 


"A  heady  aroma  of  coffee  reached 
out  and  drew  me  in.  I  stepped 
inside  and  saw  what  looked  like  a 
temple  for  the  worship  of  coffee.... 
It  was  my  Mecca.  I  had  arrived." 

-Howard  Schultz  on  his  first 
visit  to  Starbucks  in  1981 

BY  BURT  HELM 

ON  APR.  3,  STARBUCKS 
launches  a  pair  of  con- 
fections called  Dulce  de 
Leche  Latte  and  Dulce  de 
Leche  Frappuccino.  A  16- 
oz.  Grande  latte  has  a  ro- 
bust 440  calories  (about  the  same  as 
two  packages  of  M&M's)  and  costs  about 
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$4.50  in  New  York  City— or  about  three 
times  as  much  as  McDonald's  most 
expensive  premium  coffee.  Starbucks 
Corp.  describes  its  latest  concoctions, 
which  took  18  months  to  perfect,  this 
way:  "Topped  with  whipped  cream  and 
a  dusting  of  toffee  sprinkles,  Starbucks' 
version  of  this  traditional  delicacy  is  a 
luxurious  tasty  treat." 

If  you  find  yourself  at 
Starbucks  in  the  next  few 
weeks,  letting  a  Dulce  de 
Leche  Latte  slide  over  your 
taste  buds,  you  might  won- 
der how  this  drink  came  to 
be.  It's  a  tale  worth  hearing. 
On  the  surface  it's  a  story     The  Best 


about  how  the  Starbucks  marketim 
machine  conjures  and  sells  cafe  re 
mance  to  millions  of  people  arouni 
the  world.  On  a  deeper  level  it's  a  sto 
about  how  a  company,  along  with  ii 
messianic  leader,  is  struggling  to  hoi 
on  to  its  soul. 

Ask  Schultz  for  the  key  to  Starbui 
and  he'll  tell  you  if  s  all  abo 
storytelling.  Starbucks  i 
centered  on  two  oft-repeate 
tales:  Schultz'  trip  to  Seattl 
in  1981,  where  he  first  er 
joyed  gourmet  coffee,  an 
a  1983  trip  to  Milan,  wher 
he  discovered  espresso  ba 
Performers      culture.  Not  only  are  thes 


We  know  what  it  takes  to  be  a  Tiger. 

What  separates  high  performers  from  lesser  competitors 
isn't  just  talent.  It's  the  way  they  fuse  their  capability  and 
mindset.  It's  what  we  call  performance  anatomy  and  it's 
one  key  finding  from  our  groundbreaking  research  into  the 
world's  most  successful  companies.  For  an  in-depth  look 
at  our  study  of  and  experience  with  high  performers,  visit 
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journeys  useful  touchstones  for  recruits, 
they  also  provide  the  original  marketing 
story  for  a  company  that  prides  itself  on 
giving  customers  an  authentic  experi- 
ence. "The  one  common  thread  to  the 
success  of  these  stories  and  the  company 
itself,"  says  Schultz,  "is  that  they  have  to 
be  true— and  they  have  to  be  authentic." 

TRUE  BELIEVERS 

STORIES  ALONE  aren't  enough,  though, 
to  fuel  Starbucks'  other  obsession:  to 
grow  really,  really  big.  By  2012,  Schultz 
aims  to  nearly  triple  annual  sales,  to 
$23.3  billion.  The  company  also  plans 
to  have  40,000  stores  worldwide,  up 
from  13,500  today,  not  long  after  that. 
To  hit  its  profit  targets,  Starbucks  has 
become  expert  at  something  that's  decid- 
edly unromantic— streamlining  opera- 
tions. Over  the  past  10  years  the  company 
has  redesigned  the  space  behind  the 
counter  to  boost  barista  efficiency.  Au- 
tomatic espresso  machines  speed  the 
time  it  takes  to  serve  up  a  shot.  Coffee  is 
vacuum-sealed,  making  it  easier  to  ship 
over  long  distances.  To  boost  sales,  the 
company  sells  everything  from  breath 
mints  to  CDs  to  notebooks.  Add  it  up  and 
you  have  an  experience  that's  nothing 
like  the  worn  wooden  counters  of  the  first 
store  in  Pike  Place  Market  or  an  Italian 
espresso  bar. 

Somewhere  along  the  way  that  dis- 
connect began  to  gnaw  at  Schultz.  Most 
recendy  it  manifested  itself  in  a  note  he 
wrote  to  his  senior  team.  The  Valentine's 
Day  memo,  which  leaked  to  the  Web,  cut 
to  the  heart  of  what  he  sees  as  the  com- 
pany's dilemma.  "We  have  had  to  make  a 
series  of  decisions,"  Schultz  wrote,  "that, 
in  retrospect,  have  led  to  the  watering 
down  of  the  Starbucks  experience,  and 
what  some  might  call  the  commoditiza- 
tion  of  our  brand." 

Now,  Schultz  is  asking  his  lieutenants 
to  redouble  their  efforts  to  return  to  their 
roots.  "We're  constantly— I  don't  want  to 
say  battling— but  we  don't  want  to  be  that 
big  company  that's  corporate  and  slick," 
says  Michelle  Gass,  senior  vice-president 
and  chief  merchant  for  global  products. 
"We  don't.  We  still  think  about  ourselves 
as  a  small  entrepreneurial  company." 
That's  a  tricky  business  when  you  have 
150,000  employees  in  39  countries.  But 
keeping  that  coffee  joie  de  vivre  alive  in- 
side Starbucks  is  crucial  to  Schultz'  entire 
philosophy.  Who  better  to  sell  something 
than  a  true  believer? 

In  2004,  Starbucks  introduced  some- 
thing called  the  Coffee  Master  program 
for  its  employees.  If  s  a  kind  of  extra- 
credit  course  that  teaches  the  staff  how  to 

60  I  BusinessWeek  I  April  9.  2007 


discern  the  subtleties  of  regional  flavor. 
Graduates  (there  are  now  25,000)  earn 
a  special  black  apron  and  an  insignia 
on  their  business  cards.  The  highlight 
is  the  "cupping  ceremony,"  a  tasting 
ritual  traditionally  used  by  coffee  trad- 
ers. After  the  grounds  have  steeped  in 
boiling  water,  tasters  "crest"  the  mixture, 
penetrating  the  crust  on  top  with  a  spoon 
and  inhaling  the  aroma.  As  employees 
slurp  the  brew,  a  Starbucks  Coffee  Edu- 
cator encourages  them  to  taste  a  Kenyan 
coffee's  "citrusy"  notes  or  the  "mush- 
roomy"  flavor  of  a  Sumatran  blend. 

If  the  ritual  reminds  you  of  a  wine 
tasting,  that's  intentional.  Schultz  has 
long  wanted  to  emulate  the  wine  busi- 
ness. Winemakers,  after  all,  command 
a  premium  by  focusing  on  provenance: 
the  region  of  origin,  the  vineyard,  and,  of 
course,  the  grape  that  gives  the  wine  its 
particular  notes— a  story,  in  other  words. 


18  MONTHS 
IN  THE  MAKING 

The  Dulce 
de  Leche 
Frappuccino 


Bringing  wine's  cachet  to  coffee  wJ 
help  take  the  brand  upmarket  and  a  J 
Starbucks  to  sell  premium  beans. 

The  product  and  marketing  peopk  | 
the  strategy  "Geography  is  a  Flavor." 
in  2005  they  began  selling  this  new  5  j 
with  whole-bean  coffee.  The  compan 
organized  the  menu  behind  the  cou 
grouping  coffees  by  geography  ins  J 
of  by  "smooth"  or  "bold."  It  replacecl 
colorful  Starbucks  coffee  bags  with  c  I 
white  packages  emblazoned  with  col 
bands  representing  the  region  of  or 
Later,  for  those  connoisseurs  willin 
pay  $28  a  pound,  Starbucks  introdi 
single-origin  beans  called  "Black  A  j 
Exclusives." 

The  next  step  was  to  reach  the  msj 
who  buy  drinks  in  the  stores.  The  1 
decided  to  launch  a  series  of  in-store  I 
motions,  each  with  a  new  set  of  dr| 
that  would  communicate  regional 
syncrasies  to  customers.  The  first  praj 
tion,  the  team  decided,  would  hight| 
Central  and  South  America,  where 
bucks  buys  more  than  70%  of  its  be;  | 

The  sort  of  authenticity  Schultz 
to  talk  about  is  hard  to  pull  off  a  I 
you're  the  size  of  Starbucks.  Tellil 
story  to  a  mass  audience  sometime! 
quires  smoothing  over  inconvenient!  for  h* 
tural  nuances.  Plus,  the  marketing  ;njfcea 
have  to  work  quickly  to  stay  abrea-?  ■bottn: 
beverage  trends,  not  to  mention  a  ^  jtaibu 
of  such  rivals  as  Dunkin'  Donuts  it  er  Co 
McDonald's.  Diving  deep  is  not  an  opi  motin 

A  year  ago,  10  Starbucks  markjjgaG 
and  designers  got  on  a  plane  and    j  a 
looking  for  inspiration  in  Costa   <  jc.  i 
"It's  being  able  to  say:  'This  is  hovnbtic 
why  this  [drink]  is  made,' "  says  J  i  j  an 
McKenzie,  who  runs  new  product  del(  fa  r,, 
"Not  because  someone  told  us  o  Vi 
read  it  somewhere."  The  Starbucks  Ifo  j\ 
spent  five  days  in  Costa  Rica,  traveliti;  iapiec< 
a  minivan  owned  by  TAM  Tours.  Laj  jj|]  i 
smaller  group  toured  Mexico  City"  fee  ti- 
Oaxaca  as  well. 

MADE  IN  CHINA 

the  MISSION  WAS  to  find  pro*!* 
that  Would  evoke  an  authentic  viife,( 
the  U.S.  That's  harder  than  it  so* 
Philip  Clark,  a  merchandising  exec 
wanted  to  sell  traditional  Costa  | 
mugs.  But  the  ones  typically 
drink  coffee  were  drab  and  brown;i 
wouldn't  pop  on  store  shelves.  Plus* 
broke  easily.  Then  he  found  Cecilii 
Figueres,  who  handpaints  ceramic 
in  a  mountainside  studio  an  hour 
the  capital,  San  Jose.  The  artist  f 
bright  floral  patterns;  they  woulo 
nicely.  Starbucks  paid  de  Figueres  L 


us'-  faving 


h 


stlx 


for  her  designs.  Each  mug  will  have 
g  bearing  her  name  and  likeness;  on 
bottom  it  will  say  "Made  in  China." 
tarbucks  will  weave  artisans  and 
er  Costa  Ricans  into  the  in-store 
motional    campaign.    Painter    Eloy 
iiga  Guevara  will  appear  on  a  poster 
l  a  decidedly  homespun  Latin  aes- 
ic.  (And  if  customers  want  some 
lenticity  to  take  home  with  them, 
f  can  buy  one  of  five  paintings  of 
ta  Rican  farmers  that 
tvara  produced  for  Star- 
ks.  They  will  sell  for 
apiece.)  A  second  post- 
i/ill  feature  Costa  Rican 
fee  farmers  from  whom 
•bucks  buys  beans.  A 
d  will  show  a  grand- 
jherly  figure  cooking  up 
:e  de  leche  on  a  gas 

e.  (She's  a  paid  model    perfect  ITlUg 
i  Seattle.)  Each  poster    £^^^^^— 
feature  the  tagline  "I 
Starbucks." 

[aving  devised  a  story,  Starbucks 
ofl  Sled  a  drink  that  would  say  "Latin 
Pi  ;rica."  Beverage  brainstorming  takes 
ft  le  in  the  Liquid  Lab,  an  airy  space 
if  kted  in  Starbucks'  familiar  blue, 
tios  \n,  and  orange  hues.  The  room  fea- 
■risl  Is  huge  bulletin  boards  plastered  with 
vol  atest  beverage  trends.  In  this  case  it 
0  I't  take  an  anthropologist  to  figure 


The  search 
for  a  Latin 
vibe  led  to 
Costa  Rica 
—and  the 


out  which  drink  Starbucks  should  use  to 
promote  its  Latin  American  theme. 

Dulce  de  leche  is  a  caramel-and-milk 
dessert  enjoyed  throughout  much  of  the 
region.  What's  more,  Haagen-Dazs  intro- 
duced dulce  de  leche  ice  cream  in  1998, 
and  Starbucks  followed  suit  with  its  own 
ice  cream  in  1999.  So  Americans  are 
familiar  with  the  flavor,  says  McKenzie, 
but  "it  still  has  a  nice  exotic  edge  to  it." 
Besides,  she  adds,  caramel  and  milk  go 
great  with  coffee. 

Even   so,  concocting   a 
drink  is  never  simple  at 
Starbucks.   The    research- 
and-development    depart- 
ment routinely  tackles  70 
beverage  projects   a  year, 
with  8  of  them  leading  to 
new  drinks.  A  drink  must 
not  only  appeal  to  a  broad 
swath  of  coffee  drinkers  but 
also  be  easy  for  a  barista 
to  make  quickly  so  as  to 
maximize  sales  per  store 
(hello,  Wall  Street).  "The  storc.is  a  little 
manufacturing  plant,"  says  Gass,  and 
yet  it  must  seem  as  though  the  drink  is 
being  handcrafted  specially  for  the  cus- 
tomer (hello,  Howard  Schultz). 

Creating  the  Dulce  de  Leche  Latte 
and  Frappuccino  fell  to  Debbie  Ismon, 
a  26-year-old  beverage  developer  who 
holds  a  degree  in  food  science  and  has 


TASTE TEST 

Staffers  rate 

drinks-in- 

progress 


worked  at  Starbucks  for  iVz  years.  In 
late  June,  2006,  the  design  team  brought 
her  a  small  sample  they'd  whipped  up 
that  they  felt  embodied  the  right  tastes, 
plus  a  written  description  of  the  char- 
acteristics they  hoped  to  see.  For  the 
next  four  months,  Ismon  fiddled  with 
various  ratios  of  caramel,  cooked  milk, 
and  sweetness  "notes."  After  the  design 
group  decided  which  version  tasted  most 
"in-concept,"  Ismon  mixed  up  three  dif- 
ferent flavors  for  the  big  taste  test.  One 
hundred  or  so  random  Starbucks  em- 
ployees filed  in,  sampled  the  drinks,  and 
rated  them  on  computer  screens.  The 
process  was  repeated  two  more  times 
for  each  drink.  Finally,  18  months  after 
starting  the  process,  Starbucks  had  its 
two  latest  premium  beverages. 

If  previous  drinks,  such  as  Caramel 
Macchiato,  are  any  guide,  Starbucks' 
Dulce  de  Leche  drinks  will  sell  briskly. 
That  should  please  Wall  Street  and  per- 
haps even  help  perk  up  the  stock,  which 
is  down  20%  from  its  May,  2006,  high 
on  worries  that  operating  margins  are 
falling  and  that  Starbucks  could  miss  its 
ambitious  growth  targets. 

And  as  you  wait  in  line  for  your  Dulce 
de  Leche  Latte,  you  might  ask  yourself: 
Are  you  paying  $4.50  for  a  caffeine  jolt 
and  caramel  topping?  Or  have  you  sim- 
ply been  dazzled  by  Howard  Schultz' 
storytelling  magic?  ■ 


Environment  Climate  Activists 


»THE 


GREENING 


OF  AMERICA'S 
CAMPUSES 

College  students  across  the  country  are  fired  up  about 
global  warming,  and  they're  gathering  online  to  agitate  for 
change.  Is  this  the  next  big  youth  movement? 

BY    HEATHER    GREEN 


IT  WAS  A  CRISP  SEPTEMBER 
night  in  northern  Vermont,  and 
the  narrow  meeting  room  on  the 
ground  floor  of  a  Middlebury  Col- 
lege dorm  was  packed  with  stu- 
dents. They  had  gathered  to  hear 
Bill  McKibben,  resident  scholar, 
author,  and  environmentalist,  sketch 
out  the  future  of  climate  activism.  Per- 
suading the  U.S.  government  to  get  se- 
rious about  global  warming  would  take 
more  than  old-style  protest  marches 
and  rallies,  he  explained.  It  would  re- 
quire a  new  kind  of  coordinated  action, 
making  smart  use  of  the  Net. 

Seven  months  later,  McKibben  and 
a  team  of  newly  minted  Middlebury 
graduates  are  trying  to  put  this 
idea  into  practice.  On  Apr.  14 
they're  spearheading  a  na- 
tionwide virtual  march  on 
Washington  called  Step 
It  Up.  The  campaign  will 
seek  legislation  to  cut  car- 
bon emissions  by  80%  by 
2050,  far  beyond  the  goals 
in  global  agreements  such  as 
the  Kyoto  Accord. 

Forcing  any  such  laws  through  in 
2007  is  obviously  a  stretch.  But  Step  It 
Up's  tech-sawy  tactics  could  produce 
some  arresting  results.  About  1,100 
campuses,  church  groups,  and  green 
organizations  have  already  signed  up 
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on  the  campaign's  Web  site  to  hold  lo- 
cal, climate-related  events.  One  group 
will  ski  in  formation  down  the  shrink- 
ing glaciers  of  Jackson  Hole,  Wyo.  An- 
other plans  a  diving  expedition  in  Key 
West,  Fla.,  to  document  the 
threat  climate  change  poses 
to  coral  reefs.  And  at  ev- 
ery step,  McKibben's  "dis- 
tributed revolution"  will  not 
only  be  televised  but  will  also 
be  YouTubed,  blogged,  and 
podcast. 

If  Step  It  Up  succeeds  in  drawing 
together  climate  activists  on  campuses 
across  the  U.S.,  it  could  help  catalyze 
the  first  mass  student  movement  since 
the  days  of  the  Vietnam  War. 
The  activities  planned  for 
Apr.  14  could  coalesce  into 
"the  biggest  grassroots  en- 
vironmental event  ever," 
says  McKibben.  But  will 
it  really  be  more  than  a 
green-tinged  digital  lovef- 
est?  Youthful  idealism,  after 
all,  is  as  old  as  it  is  ephemeral. 
Over  the  years,  generations  of 
young  folks  have  fallen  passionately  for 
issues,  only  to  shove  them  into  the  clos- 
et with  their  demonstration  banners 
as  they  get  distracted  by  mortgages, 
day-care  arrangements,  and  car  repair 
bills.  The  "no-nukes"  movement  of  the 
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1970s  failed  to  rid  the  world  of  atomic 
weapons.  And  Asian  sweatshops  and 
child  labor  survived  the  outrage  of  cam- 
pus activists  in  the  1980s. 

It  is  also  true,  however,  that  some 
uprisings  fueled  by  youth- 
ful passion— the  civil  rights 
movement  and  the  anti- 
war demonstrations  of  the 
1960s— have  altered  the 
course  of  U.S.  history.  Many 
social  scientists,  politicians, 
and  business  leaders  say  stu- 
dent-led climate  activism  could  be  a 
third.  "It's  a  significant  movement,  and 
the  start  of  bigger  things,"  says  Michael 
Oppenheimer,  a  prominent  Princeton 
University  geoscientist. 

Unlike  the  Earth  Day  kids  of  the 
1970s,  climate  activists  who  belong 
to  the  80  million-strong  demographic 
bulge  known  as  the  Millennials  aren't 
hard  left  or  anti-business.  Sometimes 
called  Gen  Y  (teens  to  mid-20s),  they 
wield  a  tool  kit  that  includes  Excel 
spreadsheets,  administrators'  numbers 

CHANGE  AGENTS  Middlebury  College 

Scholar-in-Residence  Bill  McKibben 
(in  chair)  with  his  team  of  recent 
Middlebury  grads.  Back  row,  from  left: 
Jamie  Henn,  May  Boeve,  Jon  Warnow, 
Will  Bates.  Seated,  from  left:  Jeremy 
Osborn,  Phil  Aroneanu 
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UNLIKE  THE  EARTH  DAY  KIDS  OF  THE  1970s, 
TODAY'S  YOUNG  CLIMATE  ACTIVISTS  ARE 
rEITHER  HARD  LEFT  NOR  ANTI-BUSINESS 
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on  cell-phone  speed  dials,  and  blogs.  And 
their  ranks  represent  a  wide  swath  of 
disciplines  and  beliefs,  from  the  3,000- 
member  Engineers  for  a  Sustainable 
World  to  the  Evangelical  Youth  Climate 
Initiative  to  Net  Impact,  a  green  business 
school  network  with  130  chapters.  Stu- 
dent groups  at  570  schools  signed  up  to 
take  part  this  year  in  the  Campus  Climate 
Challenge,  a  campaign  sponsored  by  30 
environmental  groups. 

For  now,  most  Millennial  activists 
are  trying  to  hit  the  levers  where  they 
live,  pushing  their  colleges  to  purchase 
renewable  energy  and  construct  green 
buildings.  Students  in  the  University  of 
California  system  wrote  the  rule  book, 
three  years  ago,  when  they  persuaded 
administrators  to  buy  green  energy  and 
embed  commitments  to  green  construc- 
tion in  a  multiyear,  $7.7  billion  budget  for 
new  buildings. 

"BE  CYNICAL..0R  EFFECTIVE" 

AT  MOST  COLLEGES,  StU 
dents  set  more  modest 
goals.  At  Middlebury  in 
January,  2005,  two  doz- 
en students  founded 
an  activist  group  that 
now  attracts  about  100 
students  to  its  weekly 
meetings.  Pressed  by 
this  group,  Middlebury 
agreed  to  reduce  emissions 
by  constructing  an  $11  mil- 
lion biomass  plant  to  heat  and 
cool  buildings.  The  group  also  made 
presentations  to  trustees,  including  Fe- 
lix Rohatyn  and  Lehman  Brothers  Inc. 
Chairman  and  Chief  Executive  Officer 
Richard  S.  Fuld  Jr.  "I  am  a  big  believer 
in  the  audacity  of  hope,"  says  May 
Boeve,  who  helped  found  the  group. 


"You  can  be  cynical,  or  you  can  choose 
to  be  effective." 

J.R  Plumlee  and  his  fellow  activists 
at  the  University  of  Tennessee  shared 
similar  experiences.  They  floated  a  plan 
to  adopt  an  $8  annual  student  fee  to  help 
pay  for  purchases  of  alternative  energy, 
and  got  the  proposal  endorsed  by  4,100 
students  at  the  Nashville  school— one  of 
the  highest  turnouts  for  any  such  vote  on 
campus.  The  students  voted  to  impose 
levies  on  themselves  that  would  be  trans- 
ferred to  the  university  to  help  reduce  its 
dependence  on  fossil  fuels.  Two  other 
schools  in  the  area  have  enacted  similar 
programs,  accounting  for  24%  of  the 
Tennessee  Valley  Authority's  clean-en- 
ergy sales.  Now,  four  more  are  following 
suit.  "I  used  to  think  global  warming 
was  my  grandchildren's  problem,"  says 
the  college's  chancellor,  Loren  Crabtree. 
"But  we  need  to  deal  with  it  now,  and 
these  young  people  are  our  leaders." 

Sometimes,   the   force   of  stu- 
dents' convictions  fundamen- 
tally alters  institutions.  Last 
year,  Stanford  University's 
Graduate  School  of  Busi- 
ness redesigned  its  cur- 
riculum   to    emphasize 
issues  linked  to  the  en- 
vironment and  corporate 
responsibility.   "Students 
are  coming  to  school  with 
a  much  increased  awareness 
of  their  impact  on  society,"  says 
Garth  Saloner,  a  Stanford  econom- 
ics professor  who  handled  the  revamp. 

Now  the  first  wave  of  Millennials  is 
entering  the  workplace,  and  businesses 
that  want  to  attract  the  most  qualified  can- 
didates say  they  must  appeal  to  students' 
environmental  sensibilities.  "They're  the 
future  leaders  of  our  company,  the  fu- 
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ture  investors,  and  future  consumers  w^ 
says  Lorraine  Bolsinger,  vice-president  f 
GE's  Ecomagination  strategy.  "Gen  Y  fol 
think  that  the  environment  is  twice  as  ir  f^ 
portant  as  the  economy.  We  absolute 
have  to  think  about  their  concerns." 

Over  the  next  10  years,  there  will  1 
a  major  exodus  from  the  work  world 
baby  boomers  retire.  By  2012  there  will  1  I 
just  one  person  entering  the  workforce  f  j  s 
every  four  who  leave,  according  to  Lab 
Dept.  data.  So  companies  ranging  fro 
Whirlpool  and  Ben  &  Jerry's  to  Googjfte 
Hewlett-Packard,  and  Ge 
eral  Electric  say  they  mu 
understand  what  motivat'f- 
climate  activists. 

Corporate  recruiters  af*" 
encountering  more  am  snis 
more  candidates  like  Anaj  ^ 
da  Baron.  When  she  applied  for  a  job  wi  i'  oh 
Pacific  Gas  &  Electric  Co.  last  year,  the  2 
year-old  student  at  Northwestern  Unive 
shy's  Kellogg  School  of  Management  dil 
deep  into  the  utility's  environmental  boi 
fides.  Baron  says  she  was  impressed 
PG&E's  clean-energy  strategy.  But  befcc  eedi 
accepting  an  invitation  to  attend  a  firi  w  ti 
round  of  interviews,  she  set  up  a  45-miii  it 
ute  call  with  the  company's  environmenni  ieam-i 
affairs  director  in  Washington.  "Busin& 
is  going  to  play  a  role  in  these  issues,  aii 
I  would  like  to  be  there  to  help  out,"  sad 
Baron,  who  wound  up  accepting  the  |j 
PG&E  offered. 

What  students  want  is  of  great  interd 
to  companies  that  serve  student  commi 
nities.  Sodexho  Alliance,  which  handh 
food  and  cleaning  contracts  for  900  a 
leges  and  independent  schools,  is  seeii 
a  20%  annual  increase  in  the  number r 
accounts  demanding  food  that  is  locc 
organic,  and  grown  sustainably.  Burni J 
gasoline  or  jet  fuel  to  haul  produce  the 
sands  of  miles  from  where  it's  growroj 
especially  galling  to  students,  so  Sodex 
is  finding  and  partnering  with  local  su 
pliers  and  manufacturers. 

If  Bill  McKibben's  Step  It  Up  can 
paign  and  other  such  efforts  succeed 
rallying  students  behind  a  single  en» 
ronmental  banner,  an  unexpected  foi 
could  be  unleashed.  College  kids  rarir 
flock  to  the  polls,  but  in  the  past  f 
federal  elections  their  numbers  have  j 
bounded.  "This  is  a  powerful  polil 
cal  generation,"  says  William  Strau 
a  brand  consultant  and  co-author 
Millennials  Rising.  The  youth  vote  help 
swing  the  2006  midterm  elections  : 
green-leaning  Democrats,  with  the  ad 
tion  of  an  estimated  2  million  new,  you 
voters  at  the  polls.  In  2008,  global  war 
ing  "has  the  power  to  bring  voters  out 
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eir  dorm  rooms,"  says  Steve  McMahon, 
Democratic  consultant. 
It's  fair  to  be  skeptical  about  a  green 
liance  of  politicians,  captains  of  in- 
lstry,  and  campus  activists.  For  every 
mpany  that  commits  to  going  green,  a 
>zen  others  are  trying  to  "greenwash" 
eir  reputations.  Students,  meanwhile, 
il  against  the  ungreen  acts  of  govern- 
ment and  industry,  but  can't  be  pried 
>m  their  iPods,  made  by  Apple  Inc.,  a 
mpany  that  has  yet  to  embrace  sustain- 
i'le  manufacturing. 

Gwynne  Rogers,  an  analyst  at  the  Nat- 
al Marketing  Institute  in  Harleysville, 
..,  also  questions  whether  students  can 
eserve  their  enthusiasm.  "For  a  fleeting 
oment,  you  care  passionately  about  a 
i/en  issue.  Then  you  are  exposed  to  an- 
iher,  and  your  allegiance  changes."  But 
icause  the  students  are  part  of  a  broad- 
I  societal  shift  and  will  bear  the  brunt 
any  climate  catastrophe,  Middlebury's 
:Kibben  thinks  climate  activism  could 
one  of  those  movements  that  makes  a 
pference.  "There  are  a  lot  of  people  who 
;  educated  about  global  warming  and 
iint  to  figure  out  what  to  do,"  he  says. 
pe  students,  ultimately,  are  the  main- 
earn- in-training.  ■ 


Pupil  Power 

Student  movements  over  the  decades 
have  a  mixed  track  record  in  reshaping 
social  and  business  practices 
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1955-1968 

Civil  Rights 

Students  help  propel  this  movement  with 
voter  registration  drives,  participation  in 
large-scale  demonstrations,  and  boycotts 
that  put  pressure  on  local  businesses. 

1965-1970 

Vietnam  War 

War  galvanizes  the  biggest  youth  uprising 
o1  the  20th  century.  Teach-ins  on  campuses 
target  corporations,  including  GE  and  Dow 
Chemical,  for  their  role  in  the  war  effort. 

1977-1989 


Apartheid 


Two  separate  waves  of  student  protests 
force  about  150  colleges  to  divest  billions 
in  endowment  funds  from  companies 
doing  business  in  South  Africa. 


1995-PRESENT 

Sweatshops 

Students  focus  on  college  labor  conditions  and 
Asian  sweatshops,  demanding  fair  wages  and 
improved  work  conditions  at  colleges  and  com- 
panies. But  sweatshops  are  still  with  us  today. 

1995-PRESENT 

Globalization 

Protesters  decry  the  power  of  multinationals, 
accusing  them  of  operating  against  the  inte- 
rests of  Third  World  nations.  But  protests  have 
not  slowed  the  trend. 

2004-PRESENT 

Darfur  Genocide 

Mimicking  the  tactics  of  the  anti-apartheid 
activists,  students  pressure  schools  to  pull 
endowment  fund  investments  out  of  companies 
doing  business  in  Sudan.  Results  are  unclear. 
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Given  the  rigors  of  the  program 

it  untailu  Idn  t  the 

Last 


By  9:30  a.m.  MBA  students  at  the  University  of 
Virginia  are  well  into  their  day.  Perfect  time 
then  for  First  Coffee,  a  tradition  dating  back  to  the 
founding  of  the  Darden  School  of  Business.  At  First 
Coffee,  students  and  faculty  gather  to  discuss 
entrepreneurial  ideas,  strategies  for  interviewing 
or  even  to  swap  running  routes. 
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But  there  is  also  a  very  practical  side  to  First 
Coffee  -  THE  COFFEE.  With  classes  through 
early  afternoon,  individual  case  preparation,  club 
meetings,  recruiting  briefings,  presentations,  and 
late  night  sessions  with  learning  teams,  let's  just 
say  that  here  at  Darden,  a  little  boost  occasionally 
comes  in  handy,  www.darden.virginia.edu 


Are  you  Darden  material? 
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Managing  Leaders 

Secrets  of 

An  HR  Superstar 

On  the  eve  of  retiring,  GE's  Bill  Conaty  offers 
tips  on  nurturing  leaders  in  your  organization 


BY  DIANE  BRADY 

GENERAL  ELECTRIC  CO.'S 
legendary  reputation 
in  talent  management 
owes  much  to  one  man: 
William  J.  Conaty.  In  his 
40  years  at  GE,  includ- 
ing 13  as  head  of  human 
resources,  he  helped  to  shape  the  mod- 
ern face  of  HR.  "The  guy  is  spectacular," 
says  former  Chief  Executive  and  Busi- 
nessweek columnist  Jack  Welch.  "He 
has  enormous  trust  at  every  level.  The 
union  guys  respect  him  as  much  as  the 
senior  managers." 

Conaty  took  a  department  that's  often 
treated  as  a  support  function  and  turned  it 
into  a  high-level  business  partner,  foster- 
ing a  deep  bench  of  talent  and  focusing 
attention  on  the  need  for 
continuous  leadership  de- 
velopment. Among  other 
things,  he  helped  manage 
the  seamless  transition 
from  Welch  to  Jeffrey  R. 
Immelt  in  2001  and  was 
critical  in  shaping  a  new 
vision  of  global  leadership 
that  emphasizes  such  traits 
as  imagination  and  inclu- 
siveness.  At  61,  Conaty  is 
now  easing  into  retirement, 
having  passed  the  top  job 
over  to  longtime  HR  col- 
league John  Lynch  earlier 
this  year  while  agreeing  to 
stay  on  to  handle  GE's  la- 
bor union  negotiations  this  summer.  As  he 
winds  up  affairs  at  GE,  Conaty  shared  his 
advice  for  nurturing  leaders. 

DARE  TO  DIFFERENTIATE  Relentlessly  as- 
sessing and  grading  employees  build 
organizational  vitality  and  foster  a  true 
meritocracy,  in  Conaty's  view.  Employees 
must  be  constantly  judged,  ranked,  and 
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'FIRST  FRIEND' 

(left)  is  valued 
Immelt  (right) 
candor 


rewarded  or  punished  for  their  perfor- 
mance. Welch  famously  talked  about 
cutting  the  bottom  10%  of  employees. 
Immelt  doesn't  like  to  fixate  on  hard  tar- 
gets. But  Conaty  insists  that  differentia- 
tion "is  what  still  drives  this  company." 
There's  nothing  like  a  bit  of  anxiety 
and  the  knowledge  that  you're  being 
measured  against  peers  to  boost  perfor- 
mance. "We  want  to  create  angst  in  the 
system,"  he  says.  "We  have  evolved  from 
being  anal  about  what  percent  have  to 
fall  into  each  category.  But  you  have  to 
know  who  are  the  least  effective  people 
on  your  team— and  then  you  have  to  do 
something  about  them." 

CONSTANTLY  RAISE  THE  BAR  Leaders  con- 
tinually seek  to  improve  performance, 
both  their  own  and  their 
team  members'.  "The 
one  reason  executives  fail 
at  GE  is  they  stop  learn- 
ing," says  Conaty.  "The 
job  grows,  the  account- 
ability grows,  and  the 
people  don't  grow  with 
it."  Continuous  learning 
is  so  valued  that  GE  train- 
ing courses  are  consid- 
ered high-profile  rewards. 
Getting  tapped  to  go  to 
Conaty  Crotonville,   the   53-acre 

f     h  executive  training  center 

in  New  York's  Hudson 
River  Valley,  is  a  signal 
that  someone  is  poised  to 
go  to  the  next  level.  "Crotonville  is  one 
of  the  best  tools  we  have  in  our  arsenal," 
says  Conaty.  The  company's  extensive 
training  programs  are  a  powerful  re- 
cruitment tool  and  help  to  stimulate 
midcareer  employees.  Moreover,  GE  uses 
Crotonville  and  other  training  centers 
worldwide  as  a  way  to  recognize  val- 
ued customers  and  business  partners. 


DON'T  BE  FRIENDS  WITH  THE  BOSS 

Too  often,  says  Conaty,  HR  exec- 
utives make  the  mistake  of 
focusing  on  the  priorities  and 
needs  of  the  CEO.  That  di- 
minishes the  powerful  role  of 
being  an  employee  advocate. 
"If  you  just  get  closer  to  the 
CEO,  you're  dead,"  says  Co- 
naty. "The  HR  leader  locks  in 
with  the  CEO,  and  the  rest  of 
the  organization  thinks  the  HR 
leader  isn't  trustworthy  and 
can't  be  a  confidant." 

Conaty  tries  to  counteract 
that  risk  by  distancing  himself 
from  Immelt  in  public  settings. 
While  few  people  spend  more 
time  with  Immelt  than  Conaty, 
he  deliberately  socializes  with 
other  colleagues  at  functions. 
Moreover,  Conaty  says  he  is  the 
one  to  "purposely  throw  the 
daggers  at  Jeff  that  the  other 
guys  don't  dare  do.  He  knows 
what  I'm  doing.  I  need  to  be 
independent.  I  need  to  be  cred- 
ible." He  also  makes  a  point 
of  being  candid  with  leaders 
in  private.  As  Immelt  recently 
remarked:  "I  call  Bill  the  'first 
friend'...the  guy  that  could  walk 
in  my  office  and  kick  my  butt 
when  it  needed  to  be." 


BECOME  EASY  TO  REPLACE  Great 
leaders  develop  great  succes- 
sion plans.  Insecure  leaders 
are  intimidated  by  them.  "I  can 
go  business  by  business  and 
tell  you  where  we're  strongest 
and  weakest  on  succession.  It 
all  comes  down  to  having  an 
executive  who  doesn't  want 
to  admit  someone  else  could  do  thei ! 
job,"  says  Conaty.  "If  they  kill  two 
three  viable  successors  along  the  w* 
you  have  to  start  looking  at  the  persi- 
who's  doing  the  killing."  At  GE,  leadt!< 
are  judged  on  the  strength  of  their  tea: 
and  are  rewarded  for  mentoring  peop 
throughout  the  organization.  Conaty,  1 
one,  takes  pride  in  the  fact  that  his  o\ 
successor  is  someone  that  he  helped  d 
velop  within  the  HR  function  at  GE. 


BE  INCLUSIVE  Within   every   organiai  ancial]\ 
tion,  there's  a  tendency  to  favor  peo{  r« 
you  know.  That  can  undermine  succe 
Conaty  winces  at  the  memory  of  Gl 
acquisition  of  Borg-Warner's  chemid 
business  in  1988.  "We  figured  that  th 
sales  force  didn't  look  quite  as  spiffy  a 
energized  as  our  GE  team,"  he  says.  T 


CONATY 

ON  RANKING  EMPLOYEES 

We  want  to  create  angst 
in  the  system.  ...[Y]ou 
have  to  know  who  are 
the  least  effective  people 
on  your  team." 

ON  MANAGING  UP 

If  you  just  get  closer 
to  the  CEO,  you're 
dead.  ...[T]he  rest  of  the 
organization  thinks 
the  HR  leader  isn't 
trustworthy  and  can't  be 
a  confidant." 

ON  SUCCESSION 

If  they  kill  two  or  three 
viable  successors  along 
the  way,  you  have  to  start 
looking  at  the  person 
who's  doing  the  killing." 


|>  management  jobs  went  to  GE  folks, 
rginalizing  the  existing  team.  "We 
lied  up  losing  most  of  their  sales  force, 
1  lost  the  business  with  it." 
Mow,  GE  rigorously  assesses  the  talent 
thin  companies  before  they're  even  ac- 
|red.  It's  a  critical  form  of  due  diligence, 
e  find  there  are  generally  half  a  dozen 
ople  that  we've  got  to  have  on  the  team 
hat  company,  and  we  need  them  there 
a  few  years,"  he  says.  "Now  we  make 
rial  provisions  to  make  them  feel 
Incially  welcome— as  well  as  emotion- 
'  welcome.  Our  GE  people  can't  be  the 
fors  in  these  deals." 


jE  UP  OTHERS  TO  DO  THEIR  JOBS  When 
pmes  to  the  CEO,  says  Conaty,  "one  of 
jobs  is  to  take  things  off  his  desk,  not 
things  on  his  desk."  Ram  Charan,  a 


management  consultant  who  has  worked 
with  GE  executives,  says  Conaty  "has  the 
intensity  to  look  at  the  nuances  of  issues 
and  take  these  things  off  the  CEO  plate. 
He  solves  things  and  goes  forward." 

That  attitude  extends  to  giving  people 
the  tools  and  permission  to  work  on  their 
own  terms,  and  even  GE  has  become 
much  better  about  letting  people  step  off 
the  track  for  a  while.  "That  used  to  be  the 
kiss  of  death,"  says  Conaty.  He  points  to 
someone  like  Sharon  R.  Daley,  a  senior 
HR  executive  who  turned  down  a  promo- 
tion to  spend  more  time  with  her  kids.  GE 
kept  her  in  a  part-time  job  until  she  was 
ready  to  take  on  new  challenges.  Today 
she's  a  company  officer  and  the  top  HR 
person  in  the  energy  business.  Conaty 
does  draw  limits.  "I'm  still  cynical  about 
seeing  'WFH'  [working  from  home]  on 


a  calendar,  especially  on  a  Friday,"  he 
notes.  "But  we're  much  more  open  and 
flexible  because  you  see  the  payoff." 

KEEP  IT  SIMPLE  Most  organizations  re- 
quire simple,  focused,  and  disciplined 
communications.  "You  can't  move 
325,000  people  with  mixed  messaging 
and  thousands  of  initiatives,"  notes  Co- 
naty. Leaders  succeed  by  being  consistent 
and  straightforward  about  a  handful  of 
core  messages.  And  the  best  don't  get 
derailed  when  times  turn  tough.  "I'd 
say  70%  of  our  leaders  handle  adversity 
well,  and  30%  let  it  overwhelm  them," 
says  Conaty.  "If  you  can't  take  a  punch 
and  you  don't  have  a  sense  of  humor,  you 
don't  belong  in  this  company.  Everyone 
experiences  failure  now  and  then.  It's 
how  you  handle  it  that  matters."  ■ 
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EADS'  Unlikely 
American  Ascent 

Despite  setbacks  for  Airbus,  the  European 
aerospace  giant  is  scoring  U.S.  defense  deals 


BY  STANLEY  HOLMES 

IN  RECENT  MONTHS  NOTHING 
but  bad  news  has  emanated  from 
European  Aeronautic  Defence  & 
Space  Co.  The  epic  production  de- 
lays plaguing  the  vaunted  Airbus 
A380  superjumbo  jet  have  saddled 
the  company  with  a  $3.3  billion 
cost  overrun.  They've  also  triggered  the 
departure  of  several  top  officers,  includ- 
ing two  CEOs. 

But  there's  one  surprising  bright  spot 
for  EADS— in  the  U.S.,  of  all  places,  where 
the  European  aerospace  giant  has  nev- 
er been  particularly  well  liked.  Defying 
the  skeptics,  its  U.S.  defense  arm,  EADS 
North  America  Inc.,  is  thriving.  The  unit' s 
sales  have  steadily  ballooned  to  more  than 
$1  billion— up  from  just  $400  million  in 
2004.  And  now,  under  the  leadership  of 
CEO  Ralph  D.  Crosby  Jr.,  59,  a  former  se- 
nior Northrop  Grumman  Corp.  executive, 
die  European-American  company  is  actu- 
ally contending  (with  partner  Northrop) 
for  one  of  the  richest  Pentagon  prizes 
in  decades:  the  $100  billion  contract  to 
replace  aerial  refueling  tankers.  "Every- 
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body  thought  the  penetration  of  the  North 
American  market  by  anyone  other  than  the 
British  was  near  impossible— certainly  not 
by  a  company  with  a  heavy  French  accent," 
says  Joseph  F.  Campbell  Jr.,  aerospace  ana- 
lyst for  Lehman  Brothers  Inc. 

Crosby's  strategy  has  been  simple: 
"Crawl,  walk,  run,"  as  he  puts  it.  He  has 
been  careful  to  bid  only  on  U.S.  defense 
contracts  where  EADS  clearly  brought 
something  unique  to  ^^^^^^^_ 
the  table.  A  good  ex- 
ample is  the  light-util- 
ity helicopters  built  by 
Eurocopter.  It  offered 
a  noncombat  chop- 
per that  cost  less  and 
could  be  delivered  more 
quickly  than  the  ones 
offered  by  U.S.  competi- 
tors, the  U.S.  Army  con- 
cluded. What's  more, 
EADS  boasted  clearly 
superior  copter  tech- 
nology. The  U.S.  Army 
purchased  322  helicop- 
ters last  year,  the  single 


CROSBY  He  sold 
the  U.S.  Army 
322  helicopters 
last  year 


TAKING  OFF 

Revenues  have  been  soaring  at 
EADS  North  America 
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biggest    Eurocop 
order.     "We     w 
quite  prudent  ab< 
the  expectations 
^^^™  had  established  a 

claims  we  made,"  Crosby  said. 

His  experience  in  the  domestic  < 
fense  industry  has  given  him  disce 
ing  political  antennae.  One  of  Crosh 
first  moves  was  establishing  states 
final  production  factories,  which  brou; 
645  high-paying  assembly  jobs,  in  Tex 
Mississippi,  and  Alabama.  Another  1 
people  are  expected  to  be  hired  in  Mise 
sippi  as  the  helicopter  factory  there  sh: 
into  high  gear.  That  has  helped  win 
support  of  high-powered  senators  si 
as  Richard  C.  Shelby  (R-Ala.)  and  Jeff 
Sessions  (R-Ala.),  who  sit  on  influem 
Appropriations  and  Armed  Services  co 
mittees,  respectively.  Another  key  trie 
in  Washington  is  Senate  Commerce  Co 
mittee  member  Trent  Lott  (R-Miss.). 

Crosby  has  also  been  savvy  about  p; 
nering  with  big  U.S.  contractors.  EA 
North  America,  for  example,  is  join; 
with  Raytheon  Co.  and  engine  ma 
Pratt  &  Whitney  in  the  bid  to  win  the  I 
Army  Joint  Cargo  Aircraft  contract.  1 
initial  competition  is  for  33  small,  < 
the-shelf  cargo  aircraft  worth  $1.3  1 
lion.  But  it  could  ultimately  run  as  h, 
as  $6  billion  for  145  planes. 

For  Crosby  and  his  staff  of  U.S.  defer 
executives,  the  acid  test  is  tankers.  7 
initial  contract  is  for  180  planes  wo 
about  $30  billion,  and  the  Pentagon  a 
announce  the  winner  in  October.  But  t 
ding  for  the  lucrative  tanker  will  put 
European  company  in  the  glaring  polit: 
spotiight  for  a  contract  that  doubters 
will  never  go  to  a  company  backed  by 
French  government.  Beyond  tankers, 
real  staying  power  of  EADS  North  Amei 
will  be  tested  during  the  decline  in  defe 
spending,  which  is  expected  to  start 
two  years.  "What  happens  when  the  b 
^^^^^^^_    gets  start  going  dowi 
the  small  guys  and 
foreigners  get  squee: 
out,"    says    Loren 
Thompson,   a   defe 
analyst   for   Lexing 
Institute,  a  Washing 
area  think  tank.  "T 
system  only  welcor 
foreigners    when 
budgets  are  flush." 
Crosby  brushes 
the  criticism.  "This 
the  largest  defense 
quisition  for  the  n 
20  years,"  he  says. " 
came  here  to  win. 
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Fleeing  Biotechs? 
Not  So  Fast 

Investors  are  nervous  about  generic  drugs 
coming  to  biotech.  They  shouldn't  be 


BY  JOHN  CAREY 

THE  STOCKS  OF  BIOTECH 
companies  took  a  hit  in 
late  February,  when  mem- 
bers of  Congress  intro- 
duced bills  that  would  al- 
low copycat  versions  of 
their  blockbuster  drugs. 
Until  now,  competition  from  generic 
drugs  has  been  limited  to  traditional 
medicines,  like  Prozac,  made  from  small 
chemicals.  That  has  trimmed  billions 
of  dollars  from  pharmaceutical  industry 
profits,  while  biotech  companies  have 
been  able  to  charge  staggering  monop- 
oly prices  for  their  more  complicated 
medicines.  A  year's  worth  of  Genzyme 
Corp.'s  Cerezyme  for  Gaucher's  disease 
tops  $200,000.  Genentech  Inc.'s  Avas- 
tin,  first  approved  for  colon  cancer,  can 
cost  $100,000  per  year.  If  Congress  were 
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to  break  the  logjam  that  restricts  generic 
biotech  drugs,  it  stands  to  reason  the 
nation's  health-care  system  would  save 
billions  each  year.  And  the  impact  on  the 
industry?  "Devastating,"  says  Genzyme 
CEO  Henri  A.  Termeer.  No  wonder  inves- 
tors are  skittish. 

But  bailing  out  of  biotech  may  be  the 
wrong  response.  The  actual  threat  is  both 
small  and  far  away.  Therefore,  any  dip 
in  stock  prices  caused  by  worries  over 
bio-generic  competition  "is  a  buying 
opportunity,"  says  A.G.  Edwards  Inc. 
biotech  analyst  Aaron  S.  Reames.  Plus, 
surprisingly,  some  biotech  and  big  phar- 
maceutical companies  may  be  among  the 
beneficiaries  when  Congress  does  open 
the  door  to  biotech  rivals. 

The  first  point  to  consider  is  that 
generic  biologies  are  still  years  away. 
While  the  new  legislation  has  backing 


from  Representative  Henry  A.  Waxma 
(D-Calif.),  and  Senators  Hillary  Clintc 
(D-N.Y.)  and  Charles  E.  Schumer  (I 
N.Y.),  and  is  seen  as  inevitable  in  the  loi 
run,  Washington  pundits  put  the  chancy 
of  its  passing  this  year  as  no  better  tha 
50-50.  The  bill  will  need  the  support 
Senator  Edward  M.  Kennedy  (D-Mass 
chairman  of  the  Health,  Education 
bor  &  Pensions  Committee,  who  is  beii 
lobbied  heavily  by  Massachusetts  biote( 
companies  that  oppose  it.  And  Kennec 
has  his  hands  full  renewing  a  law  th 
pays  for  drug  reviews  by  the  Food 
Drug  Administration  with  industry  fee 
That  law  is  set  to  expire  this  year. 

Then,  once  a  bill  passes,  it  will  tali 
the  FDA  at  least  three  years  to  isst 
the  necessary  regulations,  and  two  mo( 
years  to  approve  the  first  bio-copy.  "Bi; 
generics'  time  has  come,  but  it  will  be  ■ 
or  six  years  before  they  have  an  effect 
the  marketplace,"  says  Citigroup  heal' 
policy  analyst  Paul  Heldman. 

LIMITED  ENTRY 

IN  ADDITION,  BIOTECH  medicines  lili 
anemia-fighting  erythropoietin  (EPC 
an  $11  billion  per  year  blockbuster  fi 
Amgen  Inc.  and  Johnson  &  Johnson,  a 
large  molecules  that  are  difficult  to  mak 
Small  changes  can  cause  serious  side  t 
fects.  So  the  FDA  will  require  clinical  o 
als  of  most  copycat  versions,  essential 
limiting  entry  to  competitors  with  speci 
expertise  and  deep  pockets.  Doctors  w 


;o  be  wary  of  switching  to  unproven 
pies,  so  these  competitors  will  have 
spend  marketing  dollars.  And  it's  un- 
ely  that  patients  will  be  automatically 
itched  to  generic  biologies,  the  way 
2y  are  with  today's  generic  drugs. 
The  result  will  be  a  limited  supply 
d  relatively  high  prices.  Today's  generic 
ugs  grab  80%  or  more  market  share 
thin  weeks  of  a  brand-name  drug  los- 
5  patent  protection,  and  eventually  cost 
hird  or  less  of  the  brand  product's  price, 
at  won't  happen  with  biotech  copies, 
nyone  who  expects  to  see  prices  drop 
with  small-molecule  generic  drugs  is 
iaming,"  says  Ira  S.  Loss,  vice-president 
Washington  Analysis  Corp.  "Biological 


generics  are  coming,  but  they  aren't  com- 
ing tomorrow,  and  they  won't  be  a  catas- 
trophe for  the  biotech  industry." 

To  put  the  threat  in  perspective,  the 
sales  of  biotech  drugs  in  the  U.S.  are  now 
about  $30  billion  a  year  and  could  jump  to 
$90  billion  by  2010.  The  eventual  hit  from 
copycats,  in  contrast,  will  be  a  few  billion 
dollars  per  year,  analysts  estimate.  That's 
hardly  the  menace  one  would  imagine 
based  on  the  biotech  industry's  dire  warn- 
ings and  intense  lobbying  against  the  bill. 
"Don't  get  out  the  violin  when  you  hear 
them  moaning,"  says  Consumers  Union 
policy  analyst  William  Vaughan. 

Still,  a  market  of  a  few  billion  dollars 
is  worth  pursuing.  The  twist  is  that  the 


big  players  probably  won't  be  today's  top 
generic  companies  like  Mylan  Labora- 
tories, Barr  Pharmaceuticals,  or  India's 
Ranbaxy  Laboratories.  Instead,  "it  may 
be  Big-Cap  Pharma  or  other  biotech 
companies  that  decide  it  is  an  opportu- 
nity and  that  turn  on  their  own,"  predicts 
Cowen  &  Co.  analyst  Ken  Cacciatore. 
Two  to  watch  are  the  Sandoz  unit  of  gi- 
ant Novartis  and  Teva  Pharmaceutical 
Industries,  which  now  makes  both  ge- 
neric and  brand-name  drugs.  So  inves- 
tors have  a  chance  to  profit  from  any  mis- 
guided biotech  downturns  due  to  action 
in  Congress,  and  to  make  a  long-term  bet 
on  the  winners  in  the  biologic  copycat 
market— whenever  it  arrives.  II 
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Introducing  Hyatt  Place.  A  new  kind  of  hotel  that  puts  style,  innovation  and  The  Hyatt  Touch" 
within  everyone's  reach.  And  with  a  42"  flat-panel  HDTV  in  every  room,  even  when  you're 
away  from  home,  you'll  never  miss  a  play.  And  that's  just  part  of  the  picture.  Discover  for 
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Don't  Quit  Your 
Day  Jod,  Podcasters 

Grammar  Girl  hit  it  big,  but  so  far  few  others 
have  been  able  to  make  the  shows  pay 


BY  HEATHER  GREEN 

LISTENING  TO  GRAMMAR 
Girl's  Quick  and  Dirty  Tips 
for  Better  Writing,  one  of  the 
Web's  most  popular  inde- 
pendent podcasts,  isn't  the 
chore  you  might  imagine. 
For  5  to  8  minutes  each 
week,  host  Mignon  Fogarty  soothingly 
guides  listeners  around  the  pitfalls  of 
common  grammatical  usage.  Worried 
about  when  to  use  the  word  bad  vs. 
badly?  No  problem.  Yet  even  as  ^d 
you're  taking  in  advice  about 
whether  split  infinitives  are 
acceptable  (they  are,  she 
contends),  it's  hard  not  to 
wonder  why  you  volun- 
tarily took  a  seat  at  your 
fifth  grade  desk  again.  Or, 
more  important,  why  you 


didn't  think  of  doing  this  show  yourself. 
With  Grammar  Girl,  Fogarty  has 
skyrocketed  to  the  top  of  the  iTunes 
100  list  of  the  most  popular  podcast- 
ers, drawing  around  150,000  weekly 
downloads.  That  has  led  to  an  ap- 
pearance on  The  Oprah  Winfrey  Show 
and  advertising  and  book  deals  that 
enabled  Fogarty  to  pull  in  a  little  under 
$100,000  in  six  months  of  podcast- 
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ing  and  quit  her  day  job  as  a  technk 
writer. 

Because  podcasting  appeared  aroui 
the  time  that  blogging,  social  networl 
and  RSS  data  delivery  services  were  t 
coming  more  commercial,  expectatio 
immediately  soared  that  this  would 
the  next  Web  phenomenon  to  hit  it  b 
"It  took  years  for  bloggers  and  ev 
publishers  who  are  embracing  RSS 
start  asking,  'How  are  we  going  to  ma 
money  off  this?'  But  it  took  podcaste 
about  a  day,"  says  Rick  Klau,  vice-pre 
dent  at  FeedBurner,  which  helps  publis 
ers  distribute  blogs  and  podcasts. 

Most  of  them  are  still  asking.  Fog; 
success  is  more  the  exception  than  t 
rule  among  indie  podcasters.  While  the 
has  been  an  explosion  of  shows  over  t 
past  couple  of  years,  offering  everythi. 
from  advice  on  how  to  manage  yc 
money  to  Italian  lessons,  podcastinj 
business  prospects  are  just  developir: 
The  share  of  Americans  who  listen  to  a, 
dio  downloads  from  the  Web  has  gro\ 
only  slighdy  in  the  past  year,  to  12, 
from  11%,  according  to  a  survey  releas- 
last  month  by  Edison  Media  Resean- 
Those  listeners  increasingly  are  crowdi 
around  the  most  popular  podcasts.  Bui 
lack  of  standards  for  placing  podcast  a< 
or  measuring  audiences  has  hobbled ! 
spending,  which  only  hit  $80  milli 
last  year. 

Many  of  the  top  podcasters  i\ 
turning  to  ad  networks  such 
FeedBurner    and    Podtrac    In 
which  have  sales  teams  courti 
ad  agencies.  But  results  so 
are  mixed.  Podtrac  has  work* 
with  advertisers  such  as  Dv 
AT&T,  and  HBO  to  sell  shu 
audio  spots  across  its  netwc 
of  5,000  indepei 
dent       podcas' 
For  the  most  pa, 
though,  markets 
are  doing  only  shi 
runs  of  one  to  thi 
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Grammar  Girl 
podcast  draws 
150,000  downloa 
each  week 
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Bose  began  researching  noise  reduction  technology  28  years 
ago.  Since  then,  we've  been  leading  the  industry  in  advanc- 
ing the  category  we  created. 

QuietComfort®3  headphones  represent  the  latest  achieve- 
ment. They  rest  on  your  ears  rather  than  surrounding  them. 
And  while  they  are  smaller  than  our  highly  acclaimed 
QuietComfort  2  headphones,  there  is  no  compro- 
mise in  noise  reduction,  sound  quality  or 
comfortable  fit.  So  now  you  have 
a  choice:  QC™2  headphones  for 
£\     around-ear  use,  and  QC™3 
headphones  if  you  prefer  a 
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The  challenge  of  reducing  size.  With  conventional 
technology,  smaller  earcups  compromise  performance.  So 
we  launched  a  research  project  to  explore  whether  it  was 
possible  to  overcome  the  performance  limitations  of  smaller 
size  and  on-ear  design.  The  result  is  our  QC3  headphones. 
They  offer  the  same  acclaimed  level  of  performance  as  our 
award-winning  QC2  headphones. 

To  order  or  learn  more  about  Bose  headphones: 

1-800-901-0256,  ext  Q5581 
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Hear  the  difference  Bose®  technology  makes. 

You  will  notice  a  dramatic  decrease  in  engine  roar  on  a 
plane.  The  cabin  becomes  more  peaceful.  Connect  your  CD 
player,  MP3  player,  or  listen  to  the  in-flight  movie.  You'll 
hear  detail  you  may  have  never  experienced  while  flying. 

But  our  customers  tell  us  that  they  use  these  headphones 
at  home  or  at  the  office,  too.  They  also  use  them  with  our 
optional  Cell  Connect  cable  for  select 
music-enabled  mobile  phones.  Although 
the  noise  reduction  will  be  more  subtle, 
you  should  notice  distractions  fading 
softly  into  the  background. 

Try  them  for  30  days,  risk  free. 

Choose  QC3  headphones  for  an  on-ear  fit,  or  QC2  head- 
phones for  an  around-ear  design.  Both  come  with  our 
30-day  Excitement  Guarantee.  Take  advantage  of  12  easy 
payments,  with  no  interest  charges  from  Bose.* 
QuietComfort  headphones.  Engineered  exclusively  by  Bose, 
the  most  respected  name  in  sound. 


FREE 
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order. 
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months,  and  there  aren't  nearly  enough 
spots  to  fill  available  slots.  "Significant 
budgets  aren't  shifting  to  podcasting," 
says  Jeff  Marshall,  a  senior  vice-president 
at  advertising  agency  Starcom  IP.  "We're 
selectively  choosing  when  and  where  to 
use  podcasting." 

At  the  high  end  of  the  scale  are  vid- 
eo bloggers  such  as  Rocketboom,  which 
pulled  in  around  $250,000  last  year. 
At  the  other  end  is  MuggleCast,  a  show 
created  by  eight  Harry  Potter  fans.  Mug- 


gleCast isn't  hurting  for  audience: 
It  attracts  50,000  weekly  listeners 
and  is  consistentiy  in  the  iTunes 
Top  100.  Yet  ad  deals  are  sporadic, 
and  the  crew  behind  the  show,  all 
under  age  25,  don't  work  full-time  on 
it.  So  MuggleCast  brings  in  only  around 
$1,000  to  $1,200  each  month,  though 
that's  still  more  than  most  indies.  Indeed, 
fewer  than  100  of  the  people  running 
the  55,000  active  podcasts  have  been 
able  to  quit  their  day  jobs,  estimates  Rob 
Walch,  a  podcasting  veteran  who  produc- 
es Presidential  candidate  John  Edwards' 
podcast. 

In  the  absence  of  consistent  advertis- 
ing support,  indie  podcasters  have  to 
be  inventive.  Keith  Malley  and  Chemda 
Khalili,  the  couple  behind  Keith  and  the 
Girl,  an  engaging,  sometimes  raunchy 
Howard  Stern-like  podcast,  have  culti- 
vated a  devoted  online  audience.  (Six 
fans  have  already  had  Keith  and  the 
Girl  tattoos  done.)  The  show,  which  has 
35,000  daily  listeners,  is  just  one  part  of 
the  brand.  Just  as  important  to  fans  are 
the  online  forums  and  MySpace.com 
pages  where  they  gather  to  talk  about 
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the  show  and  their  lives.  As  a  result  of 
this  devotion,  the  audience  last  year 
was  willing  to  snap  up  about  $80,000 
worth  of  T-shirts,  key  chains,  and  other 
merchandise  emblazoned  with  the  Keith 
and  the  Girl  logo,  showing  a  stick  figure 
boy  and  girl. 

For  other  indie  podcasters,  working 
with  companies  to  create  internal  corpo- 
rate podcasts  or  signing  up  to  front  for 
more  traditional  media  is  a  way  to  stay 
in  the  game  until  advertising  picks  up. 
That  has  been  the  case 
for  Skepticality,  a  pod- 
cast hosted  by  Derek 
Colanduno  and  Robynn 
McCarthy  about  de- 
bunking myths.  One  of 
the  first  breakout  pod- 
casts, Skepticality  regu- 
larly appeared  in  the 
Top  100  in  2005.  Then, 
at  the  height  of  the 
show's  popularity,  trag- 
edy struck.  On  Sept.  6, 
2005,  Apple  CEO  Steve 
Jobs  featured  Skeptical- 
ity in  a  closely  followed 
speech  at  an  event  in 
San  Francisco.  During 
a  celebratory  meal  that 
night  in  Atlanta,  Colan- 
duno collapsed  and  was 
rushed  to  a  hospital. 
He  fell  into  a  six-week 
coma  because  of  bleed- 
ing in  his  brain.  McCar- 
thy used  the  podcast 
to  send  out  updates  to 
listeners.  During  the  six 
months  he  spent  learn- 
ing to  walk  and  read  again,  Colanduno's 
speech  therapist  used  the  podcast  re- 
cordings to  teach  him  to  talk. 

Colanduno  began  recording  again  and 
the  pair  was  asked  to  do  an  official  pod- 
cast for  Skeptic  magazine.  They  jumped 
at  the  chance.  The  publication  ponies  up 
a  small  fee  per  podcast,  but  the  real  pay- 
off for  Colanduno  and  Mc- 
Carthy is  the  free  plug  they 
get  for  their  own  show. 

Even  the  most  success- 
ful podcasters  have  to  rely 
on  some  luck.  In  late  2005, 
Grammar  Girts  Fogarty 
was  working  full-time 
writing  technical  docu- 
ments for  biotech  com- 
panies and  hospitals,  and 
spending  10  to  20  hours  a 
week  working  on  another 
podcast,  Absolute  Science. 
For  six  months  she  and  a 
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and  Colanduno's 
Skepticality  was  an 
early  podcast  hit 
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friend  toiled  away  on  the  one-hour  s 
ence  news  show,  which  was  only  m( 
erately  successful.  Still,  inspired  by  1 
shorter  podcasts  she  was  listening 
and  the  endless  flow  of  grammar  fav. 
she  encountered  in  her  day  job,  Foga 
decided  to  try  something  else.  Gramn 
Girl  debuted  last  July.  She  was  quic 
noticed  by  the  gatekeepers  at  iTun 
which  look  for  variety  to  feature  on  1 
home  page. 

'GETTING  SERIOUS' 

THAT  CATAPULTED  Grammar  Girl  h 
the  Top  100  and  gave  Fogarty  a  hef 
dose  of  instant  fame.  She  spent  hoi 
before  and  after  work  cultivating  her  n 
community,  publishing  a  word-for-wc 
transcript  of  each  show  and  answeri 
e-mails  personally.  By  integrating  ii 
the  show  the  e-mail  and  MP3  questic 
from  listeners,  Fogarty  spurred  word- 
mouth  popularity.  Sharing  the  issues  o 
er  listeners  were  grappling  with  helj 
make  the  show  more  intimate,  clinch 
Grammar  Girl's  appeal. 

The  next  couple  of  years  will  rev 
whether  the  hard-working  indie  p« 
casters  are  pioneering  a  nascent  ind 
try  or  destined  to  occupy  a  dedicaii 
niche.  It  helps  that  more  people 
buying  digital  media  players  such  as 
ods  and  smartphones  capable  of  play 
podcasts,  as  does  the  inclusion  of  pi 
casting  technology  in  the  new  Windc 
Vista  operating  system  and  Apple 
The  ad  networks  are  working  on  del 
oping  more  sophisticated  metrics.  A 
more  polished  podcasts  are  also  help 
create  a  broader  audience,  says  T 
Bourquin,  founder  of  the  popular  P 
cast  &  New  Media  Expo  conference. " 
the  production  side,  we're  a  lot  m 
mature,"  says  Bourquin,  who  points 
the  lessons  people  have  learned  ab 
sound  quality  and  focusing  more  sha 
ly  on  subjects.  "There  are  lots  of  peo 
who  are  getting  serious  about  the  qi 
ity  of  podcasts." 

Still,  if  s  becoming  cl 
that  podcasting  won't 
the  one  new  innovat 
that  will  gather  toget 
rapidly  fragmenting  ai 
ences.  Instead,  if  s  just  i 
of  many  technologies  c 
tributing  to  the  dispers 
of  the  crowd.  That  will  c 
tinue  to  make  it  difficult 
many  podcasters  to  casr 
But  it  should  give  any 
with  a  passion  to  creat 
podcast  hope  of  finding 
least  a  small  audience. 
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Industries  Autos 


Factories  Go  South. 
So  Does  Pay 

Mexico's  auto  industry  is  booming,  but 
parts  outsourcing  is  keeping  a  lid  on  wages 


BY  GERI  SMITH 

THESE  SHOULD  BE  THE 
best  of  times  for  Mexico's 
auto  industry.  The  coun- 
try produced  a  record 
2  million  cars  and  light 
trucks  last  year,  export- 
ing three-fourths  of  them, 
while  more  than  $4  billion  in  foreign  in- 
vestment poured  into  the  sector.  And  the 
government  anticipates  much  more  as 
Detroit's  cash-strapped  automakers  head 
south  for  cost  savings. 

But  Mexico's  auto  workers  are  wor- 
ried. The  reason:  outsourcing.  Sure,  U.S. 
carmakers  are  shuttering  plants  up  north, 
which  will  likely  lead  to  new  factories  in 
Mexico.  General  Motors  Corp.,  for  exam- 
ple, is  building  a  $600  million  plant  in  San 
Luis  Potosi  that  will  employ  2,000  start- 
ing in  2008.  The  Mexicans,  though,  fear 
new  investments  may  not  mean  oodles  of 
relatively  high-paying  jobs.  That' s  because 
even  south  of  the  border  automakers  face 
relentless  pressure  to  cut  costs. 

So  they're  saving  on  inventory  and  la- 
bor by  shifting  work  to  suppliers,  which 
deliver  pre-assembled  pieces  of  cars 


directly  to  the  factory  floor.  More  than 
13,500  parts  jobs  were  created  in  Mexico 
last  year,  vs.  4,500  coveted  assembly  po- 
sitions, which  have  been  a  ticket  to  the 
middle  class  for  many  Mexicans.  "Ford 
and  other  automakers  are  increasingly 
relying  on  outsourcing,"  says  Juan  Jose 
Sosa,  national  secretary-general  of  the 
Ford  Autoworkers  Union  in  Mexico.  And 
like  their  Detroit  counterparts,  Mexican 
auto  workers  are  feeling  the  squeeze  of 
global  competition.  "The  companies  are 
always  saying. ..that  in  China  costs  are 
much  lower  or  that  unions  in  the  U.S. 
are  offering  very  good  concessions," 
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48,650 


Auto  assembly  workers  in  Mexico 
in  2006,  down  6.7%  since  2002. 
By  contrast,  the  auto  parts 
workforce  is  up  9.3%  to  456,500. 

Data:  National  Autoparts  Industry  Assn  (Mexico)  estimates 
Nationa'  Institute  of  Statistics.  Geography  &  Informatics  (Mexico) 


DELPHI  PLANT        says    Sosa.    Ford 
Some  workers      knowledges  that  i| 
get  just  $1.50        outsourcing  more, 
Jjj^JjJ^  part  of  an  effort  to  1 

come  more  compej 
tive  worldwide. 

That's  not  to  say  Detroit  isn't  alrea  I 
saving  a  bundle  by  moving  to  Mexi 
Mexican  assembly  workers  average  ji 
$3.50  an  hour  plus  benefits,  compai| 
with  about  $27  hourly  plus  benefits 
a  GM  or  Ford  plant  in  the  U.S.  But  li  | 
skilled  workers  at  parts  makers  such 
Delphi  Corp.  in  Mexico  earn  as  little 
$1.50  per  hour,  and  their  benefits  ;| 
skimpier  because  unions  are  weaker  f 
the  fragmented  parts  industry. 

FORD  IN  THEIR  FUTURE? 

KARLA  FABIOLA  VALDES  knows  just  h( 
big  the  difference  is.  In  October,  20( 
she  started  working  in  Ford  Motor  C<  1 
Hermosillo  plant  in  northwestern  Mexi  f 
and  for  almost  three  years  earned  $3 
hour  assembling  Ford  Focus  compao 
Then  Ford  laid  her  off  after  U.S.  dema; 
for  autos  slumped.  In  December,  Valci 
started  working  in  the  plant  again— l1 
delivering  components  as  an  employed 
a  logistics  outsourcing  company.  Now  s 
earns  just  $1.50  per  hour.  "I  was  so  hapi 
working  for  Ford,"  says  the  36-year-< 
mother  of  three  teens.  "I  hear  they  may. 
hiring  again.  I'm  still  holding  out  hope 

Thousands  of  other  Mexican  work- 
are  waiting  to  see  if  much-rumored   . 
vestments  by  U.S.  carmakers  materiali 
After  Ford  announced  it  was  shutt 
ing  14  North  American  factories,  wc< 
spread  that  it  would  open  new  fac 
ties  in  Mexico.  The  company  denied  l 
reports,  but  the  Mexican  governm< 
predicts  the  auto  industry  will  attract  !j 
billion  in  investment  over  the  next  f 
years.  The  lure:  Mexico's  proximity 
the  U.S.,  its  low  wages,  and  its  free-trc 
agreements  with  the  U.S.,  Europe,  a; 
Japan,  which  make  exporting  easier. 

Yet  as  investment  picks  up,  even 
sembly  jobs  in  Mexico  are  becoming  I 
lucrative.  Two  years  ago  Ford  embart 
on  a  $1  billion  expansion  in  Hermosi 
which  employed  1,200.  The  company 
down  with  union  leaders  and  pledgi 
to  create  as  many  as  2,000  more  jobs, 
long  as  workers  agreed  to  flexible  w( 
rules  and  lower  starting  wages.  Tod 
the  union  says,  about  half  of  the  factoi 
3,000  hourly  workers  earn  $2  an  hou 
just  half  what  those  with  more  senioi 
do.  "Ifs  a  reality  we  cannot  deny,"  Si 
Cesar  Flores,  president  of  the  Mexk 
Automotive  Industry  Assn.  "An  assem! 
plant  now  creates  fewer  good  jobs."  ■ 
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Hedge  Funds 


Vultures 
To  the  Rescue 

A  new  market  gives  holders  of  distressed 
hedge  funds  a  quick  escape 


BY  MATTHEW  GOLDSTEIN 

WO  YEARS  AGO,  BAYOU 
Group,  a  hedge  fund 
based  in  Stamford,  Conn., 
collapsed  amid  charges  of 
phony  bookkeeping  by  its 
founder,  Samuel  Israel  III. 
Since  then,  investors  in  the 
once- $300  million  fund  have  been  biding 
their  time,  waiting  for  the  bankruptcy 
court  to  divvy  up  what's  left,  potentially 
around  $100  million.  But  there's  no 
guarantee  they'll  get  any  money  back.  So 
in  mid-March,  Argo  Partners,  a  New  York 
firm  that  specializes  in  buying  distressed 
assets,  offered  to  buy  their  stakes  for  10  <t 
on  the  dollar— giving  Bayou  investors  an 
easy  escape  from  the  litigation  logjam. 

Argo  isn't  alone  in  trolling  among  the 
hedge  fund  wreckage.  Liquidity  Solu- 
tions Inc.,  a  Hackensack  (N.J.)  com- 
pany, last  summer  made  a  similar  offer 
to  Bayou  investors  but  was  rebuffed.  Dis- 
tressed-debt traders  at  Deutsche  Bank 
have  reached  out  to  limited  partners  in 
now-defunct  funds  like  Bayou,  Wood 
River  Capital  Management,  Lancer  Man- 
agement Group,  and  Beacon  Hill  Asset 
Management. 

So  far,  Bayou  investors  aren't  selling 
out,  calling  Argo's  initial  offer  "too  cheap." 
But  such  flameouts  have 
proven  to  be  tempting 
fare  for  vultures.  Hedge- 
bay  Trading  Corp.,  an 
online  exchange  that 
matches  up  buyers  and 
sellers  in  a  secondary 
market  for  hedge  funds, 
estimates  distressed 
stakes  now  account  for 
25%  of  its  business,  up 
fi  om  8%  four  years  ago. 
"We  have  gotten  a  lot  of 
calls  of  late  from  both 
buyers  and  sellers  [of 
troubled  investments]," 
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The  amount  on  the 
dollar  Argo  Partners 
offered  investors  in 
the  bankrupt  fund 
Bayou  Group 


Data:  Argo  Partners 


says  Barry  E.  Silbert,  chief  executive  of- 
ficer of  Restricted  Stock  Partners,  another 
middleman  who's  considering  getting 
into  the  hedge  fund  game. 

Like  Bayou,  many  scandal-plagued 
funds  are  tied  up  in  bankruptcy  litigation 
with  investors  trying  to 
recover  what  money  they 
can  from  managers  who 
allegedly  bilked  them. 
Scavengers  are  betting 
that  once  the  courts 
have  their  say  they  will 
be  able  to  collect  a  tidy 
sum.  Consider  Beacon 
Hill,  a  hedge  fund  that 
largely  bought  mort- 
gage-backed securities. 
The  former  managers  of 
the  Summit  (N.J.)-based 
fund  paid  $4.4  million 
in    penalties    to    settle 


charges  they  manipulated  the  returns  c 
its  bond  funds,  and  a  court-appointer 
receiver  is  now  dividing  up  Beacon' j 
assets.  A  Morgan  Stanley  fund  that  invest 
in  hedge  funds  estimates  its  original  $18.  | 
million  investment  will  be  worth  $ 
million  once  the  litigation  plays  out.  Sun  I 
that's  a  53%  loss  for  Morgan  Stanley.  Bu 
for  scavengers  like  Argo  that  jump  in  afte 
a  fund's  demise  and  buy  at  cut  rates,  sue!  f 
moves  can  reap  a  pretty  sweet  gain. 


had 
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UP  FROM  UNDERGROUND 

BEFORE,  INVESTORS  IN  damaged  fund 
little  choice  but  to  hold  on  an 
wait  out  the  bankruptc 
proceedings.  Now,  says  Scol 
Berman,  an  attorney  wit 
Friedman  Kaplan  Seiler  I 
Adelman  in  New  York  wh 
often  represents  investor 
caught  in  hedge  fun 
meltdowns,  that's  changing 
Vulture  players  are  creal 
ing  a  necessary  secondar 
market  for  investors  wh 
prefer  to  cash  out  their  losse 
sooner  rather  than  hope  fo 
a  recovery  down  the  roac 
The  fledgling  market  bega: 
six  years  ago  as  a  way  fo 
pensions,  Wall  Street  bank1 
funds  of  funds,  and  othe 
large  institutional  investor 
to  buy  shares  in  hot  fund 
that  had  stopped  acceptin 
new  money.  There's  a  simii 
lar  underground  exchang 
for  swapping  shares  in  pri 
vate  equity  funds,  which  ha 
taken  off  largely  becaus 
those  buyout  firms  maintai 
long  lockup  periods  that  prevent  inves 
tors  from  pulling  out  their  money  for  aa 
long  as  two  years. 

Today,    distressed    stakes,    either    I 
underperforming  funds  or  those  that  hav 
imploded  from  scandal,  are  the  fastest- 
growing  segment  of  hedge  fund  trading 
When  Amaranth  Advisors  collapsed  i 
September  after  losing   $6  billion  o;i 
natural  gas*bets,  a  number  of  investors  pi 
their  partnership  interests  up  for  sale  o 
Hedgebay  for  as  little  as  35<t  on  the  dolla 
Laurence  Allen,  CEO  of  NYPPEX,  a  firrt 
best  known  for  its  online  private  equit 
trading  platform,  is  optimistic  about  op 
portunities  in  the  hedge  funds,  especiall 
as  funds  adopt  longer  lockup  periods.  Bi !  j  Zl  l 
he  cautions  investors  against  latchin 
on  to  the  first  deal  that  comes  their  wa; 
"Don't  hit  these  bids  that  are  pennies  o 
the  dollars,"  says  Allen.  "Sometimes  th 
assets  aren't  as  bad  as  they  appear."  ■ 


3i!>: 


J 
*           Lt' 

JJhJ&k 

'"  pLF  CHANNEL  April  19-20 
CBS  April  21-22 


ZURICH 

Classic 


NEW  ORLEANS 


Official  Event 


We  know  where  to  look. 

If  you  look  at  a  successful  company,  you  will  most  likely  find 
it  offers  something  special.  For  us,  that's  providing  insurance 
insight.  To  help  our  customers  understand  where  risks  are 
hidden,  we  offer  one  of  the  largest  and  most  advanced  global 
risk  management  networks  in  the  world.  Through  a  Relationship 
Leader  who  serves  as  a  single  point  of  entry,  you  get  access  to 
highly  trained  professionals  who  know  your  industry,  know  where 
to  look  for  risks  and  what  solutions  you  should  consider.  In  a  world 
where  risks  are  changing  all  the  time,  that  is  special  indeed. 
www.zurichna.com/corporatebusiness 


Because  change  happenz 


ZURICH 


.,ted  States  coverages  are  underwritten  by  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company.  Certain  coverages  not  available  in  all  states.  Some  coverages 
Written  on  a  non-adm,tted  basis  through  surplus  lines  brokers.  Risk  engineering  services  are  provided  by  Zurich  Services  Corporation. 


Finance 


Executive  Search 


At  the  Head  of  the 
Headhunting  Pack 

Heidrick  &  Struggles'  sector  will  only  continue 
to  expand  as  baby  boomers  retire 


BY  ROGER  O.  CROCKETT 

THESE  ARE  NERVE-WRACK- 
ing  times  for  CEOs.  Last 
year,  more  than  28,000 
top  executives  lost,  left, 
or  changed  jobs,  up  68% 
from  2005,  according  to 
Liberum  Research.  But 
turnover  makes  at  least  one  chief  ex- 
ecutive happy:  L.  Kevin  Kelly  of  recruit- 
er Heidrick  &  Struggles  International 
Inc.  "If  s  a  buoyant  market,"  he  gushes. 
"There's  a  huge  demand  for  talent." 

Change  in  the  C-suite  has  translated 
into  big  money  for  Heidrick.  The  Chicago 
company  racked  up  revenues  of  $479  mil- 
lion in  2006,  a  16%  jump  over  the  previous 
year.  All  that  flux  has  shareholders  enthu- 
siastic as  well.  Since  Kelly  took  the  helm 
in  September,  the  stock  has  soared  37%,  to 
49,  compared  with  a  9%  gain  for  the  Stan- 
dard &  Poor's  500-stock  index  and  12% 
for  Korn  Ferry,  the  other  top-tier,  publicly 
traded  search  firm.  (BusinessWeek's  parent, 
The  McGraw-Hill  Companies,  employs 
Heidrick  for  some  of  its  executive 
searches.) 

Despite  Heidrick's  highs,  some 
investors  still  figure  there's  consider- 
able upside  over  the  long  term.  For 
one,  baby  boomers  will  be  retiring 
in  droves  over  the  next  10  years,  with 
a  shrinking  pool  of  35-to-50-year- 
olds  to  replace  them.  The  Association 


HEIDRICK'S  HIGH 

DOLLARS 

STOCK  PRICE 


SEPT.  15,  '06  MAR.  28,  '07 

Data:  Bloomberg  Financial  Markets 
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of  Executive  Search  Consultants  expects 
more  than  50%  of  top  managers  to  leave 
within  five  years.  Since  its  stiffest  competi- 
tion for  high-level  searches,  Spencer  Stu- 
art and  Russell  Reynolds  Associates,  are 
privately  held,  Heidrick  is  one  of  the  few 
ways  for  investors  to  play  this  demograph- 
ic shift.  "They  have  a  great  reputation 
and  a  lot  of  trends  driving  growth,"  says 
William  F.  Fiedler,  a  portfolio  manager  at 
Skyline  Asset  Management,  which  owns 
more  than  675,000  shares  of  Heidrick. 


L.KEVIN  KELLY 

has  overseen 
a  37%  rise  in 
Heidrick  stock 
despite  fear  of 
a  recession 


The    54-year-old    firm,    known 
placing  big-name  CEOs  like  Loui, 
Gerstner  Jr.  at  IBM  and  current  Bo 
chief  W.  James  McNerney  at  3M, 
has  a  brand  that  translates  well  overs 
where  the  search  market  is  growing 
er  than  in  the  U.S.  While  revenue  grc 
in  North  America  has  slowed  to  11%  f 
17%  a  couple  of  years  back,  internati' 
markets  are  chugging  along  at  ne 
25%.  Heidrick  is  already  staking  o 
position  in  Europe  and  Asia.  While 
had  long-established  relationships 
multinationals  in  their  home  count 
if  s  helping  them  expand  their  recrui 
beyond  the  usual  borders. 

MARGIN  CALLS 

YET  KELLY  KNOWS  he  needs  to  cont 
spiffing  up  those  businesses,  espec 
the  European  operations.  Europe  ge 
ates  about  a  third  of  Heidrick's  sales, 
its  9.1%  operating  margins  are  rr 
slimmer  than  those  in  the  Amer 
(20.3%)  and  Asia  Pacific  (26.8%).  I 
is  attacking  the  problem,  shutte 
unused  office  space  as  well  as  cut 
administrative  staff  and  underperfo 
ing  recruiters.  Fiedler  figures  Heic 
can  improve  margins  in  Euro} 
15%,  "which  would  be  huge." 

Of  course,  the  big  questiorJ 
Heidrick  in  the  short  term  is| 
economy.  When  the  tech  bu 
burst,  net  revenues  plummn 
from  a  peak  of  $594  millio 
2000  to  $320  million  by  22 
With  economists  worried  about  a  si 
down,  Heidrick  and  others  could  su 
"If  you  look  back  over  history,  it  sr 
you  don't  want  to  project  the  good  tr 
will  keep  going,"  says  analyst  Kri 
Rowland  of  Morningstar  Inc. 

But  Heidrick  is  better  prepared 

time.  It  has  diversified,  de-emphast 

technology,  and  although  34%  o: 

revenues  now  come  from  the  finan 

sector,  they  are  spread  across  diffe 

segments,  such  as  asset  and  we 

management,  insurance,  and  prir 

equity.  Overall,  Kelly  anticipates  i 

of  around  $570  million  this  year,  ai 

crease  of  roughly  20%  from  2006, 

record  operating  margins  of  13%. 

Heidrick  also  has  a  pristine  ball 

sheet,  with  some  $221  million  in  < 

and   practically   no   debt.    Last  ; 

Heidrick  used  some  of  its  cash  hoai 

buy  Highland  Partners  for  $36.6  mil 

a  deal  that  should  add  more  depth  t 

financial  services  practice.  More  coul 

on  the  horizon,  says  Kelly:  "We're  ah 

looking  at  ways  to  invest  that  cash 

return  value  to  shareholders."  ■ 
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Asia's  Top  IT  Extravaganza 

is  even  BIGGER  and  BETTER!! 

Taiwan's  leading  position  in  computers  will  shine  as  COMPUTEX 
TAIPEI  2008  takes  to  the  stage  from  6/3  to  6/7.  For  27  years  this 
event  has  been  growing  with  the  industry  and  now  ranks  among  the 
two  largest  in  the  world.  This  five-day  event,  a  mecca  for  global 
sourcing  and  networking,  is  expected  to  draw  more  than  30,000 
global  buyers  who  will  join  100,000+  local  visitors  to  plug  into  the 
broadest  range  of  IT  products  and  components. 


I 


TWTC  Nangang® 
Exhibition  Hall 

Asia's  Newest 

Trade  Show  Venue  of  Excellence 

Opens  in   2008. 


Organizers: 

Taiwan  External  Trade 
Development  Council  (TAITRA) 

http://www.taiwantrade.com .  t  w 
E-mail:  computex@taitra.org. tw 


Taipei  Computer 
Association  (TCA) 

http://www.computex.biz 
E-mail:  info@computex.com.tw 


Media  Partners 


Sponsor. 

Taipei  World 
Trade  Center 


Taipei  World  Trade  Center 
Exhibition  Halls  1,2,3 
Taipei  International 
Convention  Center  (Hall  4) 
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With  Brocade,  you  have  the  tools, 
control,  and  knowledge  to  create  a 
competitive  edge  for  your  business. 


It's  time  to  make  your  data  soar. 


BROCADE 


www.brocade.com 
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Special      Adve  r  t  ising      Section 


The  Spring  2007 

BusinessWeek 

Executive  Education  & 

MBA  Directory 


Professionals  who  are  serious  about 

moving  ahead  in  their  careers  know 

that  advanced  education  is  the  key  to 

opening  new  doors. 

The  BusinessWeek  Executive 

Education  &  MBA  Directory  offers 

valuable  information  on  leading 

institutions  and  educational  programs. 

For  information  on  advertising 

in  The  Fall  2007  BusinessWeek 

Executive  Education  &  MBA  Directory 

please  call  1-312-464-0500  or 

e-mail  patrice_serret@businessweek.com. 


UNIVERSITY  OF  ROCHESTER 


The  team  concept  at  Simon. 
1 00  potential  start-ups  every  year. 

Building  trust. 

Leveraging  diverse  talents  and  experiences. 

Debating  ideas.  Reaching  consensus. 

No  wonder  some  teams 
even  go  on  to  become  companies. 

StMON 

GRADUATE  SCHOOL  OF  BUSINESS 

University  of  Rochester 

Where  thinkers  become  leaders 

www.simonleaders.rochester.edu 
585-275-3533 

RANKED  IN  THE  TOP  30  MBA  PROGRAMS  BY 
BUSINESSWEEK  AND  U.S.  NEWS  &  WORLD  REPORT.     — 


-^=  Zicklin 
Executive  Programs 
prepare  managers 
to  excel  in  only  one 
environment. 

The  real  world. 


Executive  MBA  (2  years) 
Executive  MS  in  Finance  (1  year) 

Baruch  College,  55  Lexington  Avenue,  NY,  NY 
646-312-3100  or  e-mail  ExProgBus@baruch.cuny.edu 

Web:  http://zicklin.baruch.cuny.edu 


BaruchcoLLEGE 


The  City  Univervry  of  NewYort 


ZICKLIN  SCHOOL  OF  BUSINESS  | 
THE   AMERICAN    DREAM    STILL   WORKS. 


THE  UNIVERSITY  OF  TEXAS  MBA 

JOIN  A  

LEADERSHIP  TRADITION  SINCE  1883 
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ONLY  ONE  MBA 
DEGREE  IS  BACKED 
BY  THE  HISTORY, 
RIGOR  AND 
REPUTATION  OF 
THE  UNIVERSITY  OF 
TEXAS  AT  AUSTIN. 
PREPARE  TO  BE 
CHALLENGED,  INSPIRED 
AND  POSITIONED 
FOR  LEADERSHIP 
ATA"UNrVERSITY 
OF  THE  FIRST  CLASS." 

www.mccombs.utexas.edu 
or  call  512-471-5893 


D\    TLXAS   A I    AU 


McCOMBS  SCHOOL  OF  BUSINESS 


Business  Policy  and 

Strategy  (SCH-MGMU97A) 

Location:  Terminal  B 
Time:  Layover 

An  integrative  case  course  requiring 
identification  and  possible  solution 
of  practical  problems  encounteredbv 


UMassOnline 


Because  Quality  Matters. 


Online  Management  Programs: 

•  Professional  MBA 

•  Bachelor  of  Business  Administration 

•  Arts  Management 

•  Project  Management 


Earn  the  same  degree  and 
learn  from  the  same  world 
class  faculty  as  our  on 
campus  students.  Work 
outside  the  classroom — 
anytime,  anywhere. 


?A 


UMassOnline 

of  MlSMcfaoKtn 


www.UMassOnline.nel 


niuumuuu 


Transform  ideas  into  impact. 


h 


Stanford  Executive  Education  offers  senior  executives  the  chance  to  learn  from  world  leaders  in 
business  research  in  an  environment  unrivaled  for  openness  and  collaboration.  Transform  today. 


•  Executive  Management  Program:  Gaining  New  Perspectives 

•  Managing  Your  Supply  Chain  for  Global  Competitiveness 

( in  partnership  with  Stanford  School  of  Engineering) 

•  Business  Strategies  for  Environmental  Sustainability 

•  Customer-Focused  Innovation 


August  5  -11,  2007 
August  19 -24,  2007 

September  16- 22,  2007 
November  11-16,2007 


EXECUTIVE    EDUCATION 

www.gsb.stanford.edu/exed 


STANFORD 


GRADUATE  SCHOOL  OF  BUSINESS 

Change  Lives.  Change  Organizations.  Change  the  World. 


Can't  make  class  on  campus? 

Doesn't  matter. 
We  deliver  the  class  to  you, 

Join  Colorado  State's 
Distance  MBA  Program 


For  30  years,  Colorado  State  University's  Distance  MBA  Program  has 
offered  a  comprehensive  program  that  brings  the  on-campus  classroom 
experience  to  students  around  the  world.  Known  for  its 
2  or  4  year  program  format 


Lectures  delivered  via  DVD  mixed-media 


3w  Corporate  and  Government  Tuition  Reduction  Program 


Flexible  and  convenient?  Yes. 


AACSB  accredited?  Absolutely! 


800-491-4622 


DISTANCE  IVlU/\ 


www.CSUdistanceM6A.corr 
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From  the  school  ranked  #1  in  the  world  for  Executive 
Education  by  Financial  Times.  The  Darden  MBA  for 
Executives.  The  renowned  MBA  program  in  a  rigorous, 
relevant,  executive-friendly  format. 


In  just  22  months  you'll  receive 
the  same  MBA  as  our  full-time 
students.  And  you'll  earn  it. 

Now  accepting  applications  for 
the  class  starting  in  June  of  2007. 


"  University 
9  ''Virginia 


nnrc  at   ►►►    darden.virginia.edu/MBAExec 
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Because  we  want  to  hear  it.  Our  MBA  students 
quickly  discover  that  Chicago  GSB  is  am 
intensely  collaborative  place.  The  best  ideas; 
are  provisional;  there  is  always  a  better  kind  I 
of  right.  Do  you  have  a  lot  on  your  mind?  Them 
you  should  feel  right  at  home. 


Triumph  in  your  moment  of  truth. 


THE  UNIVERSITY  OF  CHICAGO  GRADUATE  SCHOOL  OF  BUSINESS    CHICAGO  LONDON  SINGAPORE    CHICAGOGSB.EDI 


The  McDonough  School  of  Business  at 

Georgetown  University 

International 
Executive  MBA  Program 

RANKED  IN  THE 
TOP  10  WORLDWIDE 

Cordially  invites  you  to 
attend  one  of  our 

Information  Sessions  in  Washington,  DC 
March  13  •  April  A  •  April  17  •  May  3  •  May  15 

GEORGETOWN 


For  more  information  or  to  RSYP, 

please  call  202-687-2691  or 

Visit  msb.georget  own.edu/businessweek 


LET    UCONN 
TAKE    YOU    F 


Our  nationally-ranked  MBA  Programs 
put  us  in  the  top  5%  ol  Business  Schools 
worldwide.   That  puts  you  in  the  presence  ol 
distinguished  faculty  and  experienced  peers 


—  offering  the  best  in  business  education. 
Where  do  you  want  your  MBA  to  take  you? 


Traditional  FULL-TIME  MBA  Program 
Flexible  PART-TIME  MBA  Program 
20-Month  EXECUTIVE  MBA  Program  (EMBA) 


iff 

University  of  Connecticut 
SCHOOL  OF  BUSINESS 


AACSB  Accredited 

866-MBA-UCONN 
business.uconn.edu,  mba 


The  Whitman  MBA  Programs  at  Syracuse  University 


A  rigorous,  experiential,  and  flexible  MBA  with  nationally  ranked 
programs  in  accounting,  entrepreneurship,  and  supply  chain 


The  Full-time  MBA 

Traditional  and  accelerated  options 

The  iMBA 

The  flexible  executive  MBA 


\/\T\l  lf"TYl  Vk  W       The  Defense  Professional  MBA 
V  V  111  Lllldll  A  customized  MBA/EMPA 

SCHOOL  of  MANAGEMENT 


SYRACUSE  UNIVERSITY 


whitman.syr.edu 
whitad@syr.edu 


KOGOD 

SCHOOL  0/ BUSINESS 


Innovation 

is  more 
than  just  a 
good  idea. 


ead and 


'Jitlsts 


Become  a  global  business  leader  - 

accelerate  your  career  at  Kogod. 

American  University's  Kogod  School  of 

Business  offers  a  full-  and  part-time  MBA, 

MS  programs,  and  dual  degree  options. 


Successful  innovation  requires  effective  execution 
and  thoughtful  leadership.  MIT  Sloan's  executive 
programs  provide  senior  executives  and  managers 
with  the  tools  and  frameworks  to  drive  innovation 
and  turn  today's  good  ideas  into  tomorrow's 
successful  products  and  services. 

From  technology  strategy  to  system  dynamics, 
financial  engineering  to  life  sciences,  we  offer 
cutting-edge  programs  that  reflect  the  depth  and 
expertise  of  our  faculty  and  MIT's  research 
distinction. 


Pursue  your  passion  at  Kogod. 
www.kogod.arnerican.edu/grad 

AMERICAN  UNIVERSITY'S  KOGOD  SCHOOL  OF  BUSINESS 
4400  MASSACHUSETTS  AVENUE,  NW  •  WASHINGTON,  DC 

EO/AA  UNIVERSITY  AND  EMPLOYER 


>  http://mitsloan.mit.edu/bw 


MIT  Sloan 

Executive  Education 
+1  617  253  7166 
sloanexeced@mit.edu 


innovation  1 

@work 


COLLABORATES 

to  gain  new  perspectives 

across  continents 

to  create  the  next  big  thing 

to  surprise  the  competition,  yet  again 

to  do  what's  right,  not  what's  easy 

Duke  University's  Fuqua  School  of  Business  educates  leaders  at  all  stages  of  their  careers. 
Whether  you're  a  full-time  MBA  student,  a  professional  earning  an  executive  MBA  to  accelerate 
your  career,  or  part  of  a  team  in  an  executive  education  program,  you'll  gain  a  broader,  more 
global  perspective  through  an  innovative  curriculum  and  instruction  by  a  top  research  faculty. 


THE  FUQUA 

SCHOOL 
OF  BUSINESS 


fuqua.duke.edu 


DAYTIME     MBA 


EXECUTIVE     MBA 


EXECUTIVE     EDUCATION 


The  Spring  2007 
BusinessWeek  Executive  Education 

&  MBA  Directory 

COMPANY       INFORMATION 

For  more  information  on  the  companies  in  this  directory,  you  can  select  from  the  two  easy  options  listed  below  through  BizLink. 

Companies  will  be  found  in  the  April  9,  2007  issue. 


Internet     You  can  request  information  and/or  link  directly  to  company 


• 

websites  through  our  electronic  reader  service  program 

• 

@  www.businessweek.com/BizLink 

BizLink   Maii 

Fill  out  the  attached  postage-paid  reader  service  card  and 
simply  drop  in  the  mail. 

www.businessweek.com/BizLink 

1 .  American  University 

1 1 .  Syracuse  University 

-Kogod  School  of  Business 

-Whitman  School  of  Management 

2.  Baruch  College 

12.  UMassOnline 

-Zicklin  School  of  Business 

13.  University  of  Chicago 

3.  Colorado  State  University 

Graduate  School  of  Business 

4.  Duke  University 

14.  University  of  Connecticut  School  of  Business 

-  Fuqua  School  of  Business 

15.  University  of  Rochester 

5.  Georgetown  University 

-Simon  Graduate  School  of  Business 

-The  McDonough  School  of  Business 

1 6.  University  of  Texas  at  Austin 

6.  Institute  de  Empresa 

-McCombs  School  of  Business 

7.  MIT  Sloan  School  of  Management 

17.  University  of  Virginia 

8.  University  of  Oxford 

-Darden  Executive  Education 

-Said  Business  School 

18.  University  of  Virginia 

9.  Sacred  Heart  University 

-Darden  School  of  Business 

10.  Stanford  Graduate  School  of  Business 

19.  Walden  University 

BusinessWeek 


To  reserve  space  in  the  Fall  2007  directory,  call  1-312-464-0500  or  e-mail  patrice_serret@businessweek.com 


ExecutiveLife  I  B-Schools 
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tive  MBA  programs  were  designed  as  a 
convenience  for  local  executives  who 
couldn't  miss  work  for  school,  EMBA  stu- 
dents are  increasingly  drawn  from  afar. 
According  to  the  Executive  MBA  Coun- 
cil, 22%  of  EMBA  students  travel  100 
miles  or  more,  up  from  11%  two  years 

88  I  BusinessWeek  I  April  9.  2007 


jumped  from  2%  to  4%.  EMBA  students 
routinely  fly  to  the  U.S.  from  Korea,  Chi- 
na, Singapore,  and  Bahrain  for  programs 
at  Wharton  West,  the  University  of  North 
Carolina,  and  Columbia  University. 

As  Serbenfs  plane  touched  down  at  San 
Francisco  International  Airport,  Vishal 


Meet  the  Big 
Commuters 
On  Campus 

Executive  MBA  programs  were  intended  for  locals,  but 
students  from  all  over  are  enrolling.  BY  JANE  PORTER 


CHARLA  SERBENT  WANTED  a  Wharton  MBA  badly 
enough  that  she  was  willing  to  commute  to  school 
every  other  weekend  between  Shanghai  and  San 
Francisco.  That  was  10^  hours  there,  13  H>  hours  back. 
Given  the  magic  of  time  travel  across  the  international 
date  line,  she  arrived  at  the  West  Coast  campus  of 
the  University  of  Pennsylvania's  Wharton  School  4V2 
hours  before  she  boarded  the  plane  back  home.  "When  you're  travel- 
ing over  multiple  time  zones,  you're  studying  and  not  feeling  great," 
says  Serbent,  who  is  general  manager  for  PPG  Industrial  Coatings' 
Asia  Pacific  office.  "All  of  a  sudden  your  MBA  becomes  a  physical  task." 
J  A  growing  number  of  executives  like  Serbent  are  forking  over  week- 
end time  to  earn  an  MBA  and  commuting  sometimes  astronomical 

distances  to  do  it.  While  weekend  execu-      ago.  Those  with  international  commutes 


Verma  could  have  been  heading  out 
door  of  his  Los  Altos  home  for  a 
minute  drive  to  Wharton  West.  Inste 
the  32-year-old  partner  in  venture  c< 
tal  firm  Edgewood  Ventures  opted  to 
nearly  1,800  miles  to  EMBA  classes  at 
University  of  Chicago.  "I  wanted  to  g< 
whiff  of  the  world  outside  of  Silicon  ] 
ley,"  says  Verma,  who  typically  caught 
11:50  p.m.  red-eye  on  alternate  Thursd 
before  graduating  in  March.  Like  i 
bent— who  had  been  known  to  make 
way  from  Shanghai  to  Seoul  in  five  day 
business  trips,  with  stops  in  Melboui 
Hong  Kong,  and  San  Francisco  al< 
the  way— Verma  often  scheduled  clas 
around  business  trips  to  India,  travel 
14  hours  from  Chicago  to  do  so. 
To  make  it  work,  big  personal  sacrif 
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nit  often  required.  For  Marcus  Goddard, 
i  o  traveled  seven  hours  door-to-door 
isti  n  his  New  Brunswick  (Canada)  home 
e  a  Durham,  N.C.,  for  Duke  University's 
1  to  BA  program,  time  with  his  wife  and 
sat  ;e  kids  was  the  first  casualty  of  B- 
o  gi  ool.  The  52-year-old  business  devel- 
op r  for  Irving  Oil,  an  energy  company 
i»lii  ed  in  St.  John,  wasn't  around  for  bike 
lrsd  s,  homework,  school  plays,  or  Easter. 
k  I  wife,  Jennifer,  "was  basically  a  single 
ake  ent  during  the  weekends,"  says  God- 
da;  d,  who  graduated  in  November. 
boil 

alfENTIVES 

cla  i  NOT  JUST  the  Whartons  and  Dukes 

-ave :  are  reaching  out  to  distant  students. 

BA  programs  across  the  board  are  wid- 

acri  kg  their  recruiting  efforts.  When  layoffs 


cut  Eastman  Kodaks  Roch-    WJc%Acr\ncr 
ester  (N.Y.)  staff  from  28,100     V  V  CU&m& 
in  1998  to  12,500  last  year,    4n  «  Ifl-hoiir 
the  University  of  Rochester    llia  ±VJ  11^U1 
was  hit  hard.  The  company    f"T"ir)  t"Q  clciSS 
once  sent  15  students  a  year  to     ,      F 
Rochester's  EMBA  program.    \SJ\  t  SO 
This  year  it  sent  none.  In  Sep- 
tember the  program  shifts    111100111111011 
from  a  weekly  to  a  biweekly    ^^___ 
format,  in  an  effort  to  attract 
students  from  afar  who  were  unwilling  to 
make  a  weekly  trip.  Another  incentive:  Stu- 
dents can  get  airfare  and  hotel  discounts 
through  partnerships  with  JetBlue  Airways 
and  Holiday  Inn  Hotels  &  Resorts. 

Similarly,  the  University  of  Chicago 
began  recruiting  for  its  weekend  EMBA 
program  in  San  Francisco,  Seattle,  and 


SOFT  LANDING 

Students  grab  a  bite 
at  Wharton  West  in 
San  Francisco 


Santa  Clara  after  noticing  unsolicited 
interest  from  West  Coast  students  like 
Verma  last  year,  says  Director  Patricia 
A.  Keegan.  To  accommodate  its  globe- 
trotting clientele,  the  B-school  hired  a 
full-time  staffer  in  November  to  work  on 
EMBA  student  services  such  as  airport 
shuttle  coordination  and  hotel  lodgings. 

FREQUENT  FLIER 

A  SATURDAY/SUNDAY  schedule  is  one 
reason  Guru  K.  Prabhu,  a  service  delivery 
manager  at  Bank  of  America's  Concord 
(Calif.)  office,  decided  to  go  to  Cornell 
University— despite  a  six-hour  one-way 
commute  by  air  and  rental  car  to  the 
EMBA  campus  in  Palisades,  N.Y.,  every 
other  weekend.  In  nine  months,  Prabhu 
has  earned  enough  frequent-flier  miles  to 
circumnavigate  the  globe  16  times.  If  he's 
delayed,  his  microeconomics  professor 
will  videotape  the  8  a.m.  class— a  service 
he  has  needed  only  once. 

For  Prabhu,  out-of-pocket  costs  will 
amount  to  about  $24,000  for  travel  and 
$120,000  for  tuition  at  the  end  of  his 
two-year  program.  But  Prabhu  expects  a 
rebate  in  the  form  of  bonuses,  raises,  or 
full  expense  coverage  from  his  next  em- 
ployer, an  increasingly  common  practice. 
For  Serbent  and  Verma,  their 
companies  paid  for  much 
of  the  air  fares  and  hotels, 
since  most  of  the  travel  was 
sandwiched  between  busi- 
ness trips. 

The  road  warrior  lifestyle 
on  top  of  tuition  and  travel 
costs  are  the  price  Prabhu 
is  paying  for  a  chance  to  ad- 
vance his  career.  "People  call 
me  crazy,"  he  says.  "Once 
you  know  what  your  ambition  is,  the 
rest  follows."  It's  Serbenf  s  mantra,  too. 
Before  graduating,  she  took  each  class 
as  it  came,  one  day  at  a  time.  "Before  you 
know  it,"  she  says,  "you're  on  your  last 
day  in  San  Francisco,  and  there  you  go." 
Just  in  time  for  a  well-deserved  nap  and 
a  flight  back  home.  ■ 
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An  MBA,  on 
The  Family  Plan 


How  B-schools  help 
families  relocate-or 
manage  being  apart 

BY  GEOFF  GLOECKLER 
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ADDISON  HEARD  USES 
an  image  of  his  wife 
and  infant  son  for  the 
background  on  his 
laptop.  An  MBA  stu- 
dent at  the  University 
of  Virginia's  Darden 
School  of  Business,  Heard  thinks  about 
his  family  constantiy.  But  because  he's 
away  at  B-school,  he  has  experienced 
much  of  his  son's  first  year  via  phone 
calls  and  digital  photos.  Says  Heard:  "It 
has  been  particularly  hard,  not  being 
there  with  them  every  day." 

This  was  his  family's  choice.  It  didn't 
make  financial  sense  for  his  wife,  Eden,  a 
corporate  lawyer  in  Washington,  to  quit 
her  job,  sell  their  condo,  and  move  to 
Charlottesville  with  her  husband.  So  he 
went  alone.  In  his  first  year  each  spouse 
made  the  200-mile  round-trip  commute 
on  alternate  weekends. 
Since  their  son  was  born 
last  May,  Addison  has  been 
doing  most  of  the  driving. 
As  complicated  as  the 
Heards'  situation  seems,  it 
isn't  all  that  rare.  In  any 
year,  hundreds  of  couples 
deal  with  how  to  handle 
the  family  logistics  of  going 
to  B-school.  Some  choose  a 
long-distance  relationship, 
commuting  back  and  forth 
on  weekends  and  breaks. 
Others  see  partners  and 
children  only  on  vacations 
and  holidays.  Still  others 
pack  up  the  family  and 
bring  them  along. 

Being  apart  hasn't  been 
easy,  but  the  Heards  have 
made  it  work.  On  week- 


ends when  the  couple  is  in  Virginia, 
they  attend  social  events,  so  she  can 
feel  a  part  of  the  community.  Heard  also 
avoids  Friday  classes  to  gain  more  fam- 
ily time.  "We've  gotten  into  a  routine 
that  works,"  he  says,  "but  I'm  looking 
forward  to  being  home,  so  the  three  of 
us  can  be  a  family." 

Any  long-distance  commute  puts  pres- 
sure on  a  relationship,  causing  some  cou- 
ples to  drift  apart.  Throw  in  a  rigorous 
academic  schedule  for  one  spouse  and  a 
demanding  career  for  the 
other,  and  the  stress  inten- 
sifies, often  distracting  stu- 
dents from  their  studies. 

Some  schools  offer  stu- 
dents in  these  situations  a 
good  deal  of  support.  For 
faraway  spouses,  there  are 
on-campus    social    events 


Support  can 
range  from 
social  events 
to  online  aid 


HEARD  A 

newborn  son 
and  a  200- 
mile  commute 


when  they  visit,  online  communir 
even  involvement  in  alumni  network  I 
their  home  cities.  But  mainly  B-schiJ 
try  to  make  it  easier  for  students  to  1 
their  partners  along  for  the  ride.  Til 
help  families  find  housing,  preschool!i| 
local  employment.  "We  go  out  of  our 
to  make  sure  they  have  all  of  the  reso1 
es  they  need,"  says  Amy  Mitson,  sei  I 
associate  director  of  the  MBA  program 
Dartmouth's  Tuck  School  of  Business  I 
The  110-member  Partner's  Group 
the  University  of  ChicaJ 
Graduate  School  of  Bi 
ness  has  been  a  major  l| 
efit  for  MBA  student  i\ 
Hrncirik.  He  and  his 
moved  to  Chicago  last  s 
mer  from  the  Czech  Rep! 
lie  with  their  three  yo< 
children.     The     Partri] 
Group  introduced  then, 
other  new  families  in  i 
area.  "It  helped  us  fee| 
home,"  Hrncirik  says, 
was  also  assigned  a  m 
tor,  who  went  above 
beyond  the  call.  "He  w<  I 
look  at  apartments  foil 
and  then  send  pictures 
thoughts,"  Hrncirik  say  I 
The  decision  to  attei  [ 
distant  B-school  is  frail 
with  financial  and  logj 
cal     problems.     Studi 

I^^H      also  must  decide  if  tj 
^bm      families  should  stay  or 
Either  way,  schools  tr| 
accommodate  them, 
have  more  than  oursej 
to  think  about,"  Hrnc 
says.   "It's  a  family-ir| 
enced  choice."  ■ 
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Today's  Students: 
Living  Large 

They're  splurging  like  the  high-paid  executives 
they  expect  to  become,  by  Kerry  miller 


AN  EPIDEMIC  HAS  HIT 
America's  top  MBA 
programs.  At  Harvard 
Business  School,  it's 
called  FOMO:  fear  of 
missing  out.  Symptoms 
include  a  chronic  in- 
ability to  turn  down  invitations  to  any 
party,  dinner,  or  junket  attended  by  any- 
one who  might  be  a  valuable  addition  to 
one's  network— no  matter  the  cost. 

With  their  incomes  about  to  get  a 
big  boost  at  graduation,  many  students 
are  spending  far  more  than  absolutely 
necessary,  in  part  on  luxuries  like  leisure 
travel  and  in  part  on  networking  events. 
Nobody  wants  to  quibble  over  the  costs 
when  they're  partying  with  folks  who 
may  advance  their  career.  Says  Mike  Alt- 
man,  a  student  at  the  University  of  Cali- 
fornia at  Los  Angeles'  Anderson  School 
of  Management:  "It  isn't  worth  coming 
off  as  cheap  or  petty  when  you're  build- 
ing a  network  for  life." 

At  top  B-schools,  where  high-rolling  in- 
vestment bankers  set  the  pace,  those  extras 
add  up.  Harvard  suggests  MBAs  budget 
$23,784  a  year  for  room  and  board,  but 
Harvard  grads  responding  to  a  Business- 
Week survey  last  year  estimated  their  an- 
nual living  expenses  at  $37,000,  with  more 
than  40  reporting  $80,000  or  more. 

Columbia  Business  School,  where 
some  MBA  grads  reported  spending  as 
much  as  $85,000  a  year,  recommends 
that  students  budget  about  $2,080  a 
month  for  room  and  board.  But  student 
Aakash  Nijhawan  says  most  people  he 
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knows  end  up  spending  at  least  that 
much  on  housing  alone,  to  live  in  the 
trendier  precincts  of  Manhattan,  such  as 
Tribeca  or  SoHo,  in  an  apartment  "that's 
not  the  size  of  a  shoebox." 

The  B-school  set  doesn't  stint  when  it 
comes  to  travel,  either.  There's  the  winter 
"learning  experience"  in  China,  spring 
break  in  the  Caribbean,  and  weekend 
jaunts  to  Vegas  or  Vail.  The  wine-tasting 


trip  to  Napa,  sponsored  by  the  Univi 
sity  of  Chicago  Wine  Club,  and  the  cele 
rity-spotting  excursion  to  Cannes,  offer] 
by  UCLA's  Entertainment  ManagemeJ 
Assn.,  are  not  to  be  missed.  And  who  cov  I 
turn  down  an  invite  from  a  University  f 
Chicago  club  to  break  bread  with  the  Sa 
of  Omaha  himself,  Warren  Buffett? 

REFORMED  CHEAPSKATE 

FOR  NIJHAWAN,  who  will  return  to  i 
vestment  banking  at  graduation,  that's 
no-brainer.  "When  you  work  in  bankir 
you're  working  really  hard,  and  somethrj 
vacations  get  canceled,"  he  says.  Tha 
how  he  rationalized  spending  $5,000  fo 
student  trip  to  India  and  about  $1,500 ) 
spring  break  in  Hawaii— qui 
a  bit  more  than  the  $3,9' 
a  year  Columbia  recommen 
students  budget  for  "persoi 
expenses"  including  travel 
clothing. 

When  he  graduates  in  M< 
Nijhawan  hopes  to  spend  t 
summer  in  Greece  and  t 
Bahamas  before  starting  1 
new  job  at  Citigroup.  W 
the  money  he  stands  to  ma 
there— the  median  starti 
salary  for  Columbia  grads 
his  field  is  $125,000— he's  i 
worried  about  paying  back  1 
loans.  In  fact,  with  what 
managed  to  save  before 
school,  he  probably  could  In 
paid  for  it  all  in  cash.  Still,  j 
wasn't  ready  to  give  up  1 
high  life.  "I  wanted  to  1 
more  comfortably,"  he  sa 
"and  I  budgeted  accordingl 
While  he  gave  up  the  Broc 
Brothers  shopping  sprees  a 
$300  dinners,  he  kept  his  sj 
cious  1,200-square-foot  apa 
ment  in  Hoboken,  N.J.,  and  I 
stylish  BMW  325i. 

UCLA's  Altman,  a  onetime  member 
the  U.S.  national  rowing  team,  consid' 
himself  "a  bit  of  a  cheapskate."  E\ 
so,  Altman  eventually  realized  that  w 
the  $40,000  he  was  spending  each  y< 
on  tuition,  it  made  no  sense  to  pir 
pennies.  "I  made  such  a  huge  financ 
commitment,"  he  says.  "I  need  to  get 
much  out  of  this  as  I  can."  ■ 


iKNMiuuwin^na 


1 


ROTHY  COOKE   I  T:  +44  (0)1865  422840  I    EXECED@SBS.OX.AC.UK 


MOUNTAIN 
0  CLIMB 
A  SUMMIT 


fin 


J'W 


Said  Business  School's  executive 
education  programmes  offer 
individuals  and  organisations 
access  to  innovative  teaching, 
cutting  edge,  internationally 
relevant  research  and  a  focus  on 
personal  development,  combined 
with  state-of-the-art  facilities  in 
the  attractive  setting  an<~< 


v 


V'-fe 


% 


if 


^FORD  EXECUTIVE  EDUCATION 


ii 


E  OXFORD  ADVANCED 

THE  OXFORD  PROGRAMME 

THE  OXFORD  DIPLOMA  IN 

NAGEMENT 

ON  NEGOTIATION 

FINANCIAL  STRATEGY 

DGRAMME 

15-20  Jul  2007  .< 

Apr  2007-Mar  2008 

Jun-14  Jul  2007 

23-28  Sep  2007 

Oct-03  Nov  2007 

CONSULTING  AND 

E  OXFORD  STRATEGIC 

THEOXFORD  SCENARIOS 

COACHING  FOR  CHANGE 

PROGRAMME 

..  Six  Modules  between 

\DERSHIP  PROGRAMME 

1171  $4^2007;            '   ; 

Nov  2006  and  Oct  2007 

-25  May  2007 

-16  Nov  2007 

THE  OXFORD  SCENARIOS 

CUSTOMISED 

13Jun2008 

MASTERS  CLASS 

PROGRAMMES 

-21  Nov  2008 

.  Jw&fnodules'  between    - 
'    Sep  and  Nov  2007'  %/i.  , 

WWW.SBS.OXFORD.EDU/EXECED 


!  oxford 

f-     'SAID  BUSINESS  SCHOOL 


Executive  Life  I  Parker  on  Wine 


BY  ROBERT PARKER 


Expect  a  Line 
For  Loire  2005 


i 


THE  LOIRE  VALLEY,  by  far  France's  largest  wine-producing  region,  stretches 
across  the  country  from  the  warm  foothills  of  the  Massif  Central  to  the 
windswept  shores  of  the  Atlantic  Ocean  in  Brittany.  The  region  is  best 
known  for  its  white  wines— sauvignon  blancs  and  chenin  blancs  that  seem  ti 
hit  heights  of  finesse  and  elegance.  J  On  a  recent  trip  to  France,  I  gorged  on 
oysters,  shellfish,  and  fresh  fish  in  Paris,  meals  made  all  the  more  enjoyable 
because  they  were  accompanied  by  a  number  of  unbelievable  Loire  wines 


from  the  2005  vintage.  Great  vintages 
are  few  and  far  between  in  the  Loire, 
and  while  2002  was  one,  2005  may  be 
even  better  because  of  the  combina- 
tion of  concentrated  flavors,  extraordi- 
nary aromatics,  and  crisp  acidity  and 
minerality. 

These  zesty  wines  are  just  hitting  the 
market  now,  but  they're  likely  to  disap- 
pear quickly  because  of  their  high  qual- 
ity. Here  are  three  notable  winemakers 
that  should  be  on  your  shopping  list.  I've 
also  identified  two  worthy  labels  in  the 
Sancerre  and  Saumur-Champigny  appel- 
lations. There's  a  wide 
price  range  in  these 
wines,  from  as  little  as 
$10  to  as  high  as  $75. 

Didier  Dagueneau 

Winemaker  Didier 
Dagueneau  makes 
outstanding  dry 
sauvignon  blancs  in 
Pouilly-Fume.  Look  for  the 
Pur  Sang  and  Cuvee 
Silex,  wines  of 
extraordinary  minerality, 
richness,  full-bodied 
power,  and  intensity. 
They  are  among 
the  most  expensive 
dry  whites  of  the  Loire, 
but  they  are  truly 
great  wines. 


Domaine  des  Baumard 

Check  out  the  dry  chenin  blancs  from 
the  appellation  of  Savennieres,  probably 
the  most  underrated  dry  white  wine  in  the 
world.  The  Savennieres  Clos  du  Papillon 
has  gorgeous  notes  of  honeyed  oranges, 
nectarines,  and  citrus.  Hints  of  almonds, 
chalk,  and  honeysuckle  are  also  apparent. 
This  is  one  of  the  few  dry  whites  from  the 
Loire  that  can  last  more  than  a  decade. 

Domaine  Huet 

Try  Le  Haut  Lieu-Sec  and  Le  Mont  Sec,  both 
from  Vouvray.  These  wines  should  appeal  to 


those  who  enjoy  exceptionally  dry, 
honeyed  notes  of  chalk,  spices,  and 
lemon  grass  in  a  medium-  to  full-bodied, 
incredibly  intense  wine.  They  should  age 
beautifully  for  four  to  five  years. 

Sancerre 

In  most  Paris  bistros,  the  dry  sauvignon 
blancs  from  the  Sancerre  appellation  are 
enormously  popular.  Some  of  the  best  in 
class  come  from  Domaine  Alphonse  Mellot 
Hippolyte  Reverdy,  Domaine  Thomas  et  Fils 
Henri  Bourgeois,  and  Edmond  Vatan.  For  an 
earthy,  full-bodied,  intense  Sancerre,  look  f< 
the  Pascal  Cotat. 


Saumur-Champign 

In  this  lesser  known  yef 

emerging  appellation, 
the  wines  are  getting 
better  all  the  time.  Lool 
for  bottles  from  Clos 
Rougeard,  Chateau  de 
Villeneuve,  andDomaii 
de  la  Roche  Neuve.  ■ 

Robert  Parker  is  the 

world's  most  influential 
wine  critic.  Visit 
eRobertParker.com  to 

see  tens  of  thousands 
of  tasting  notes,  buy  his 
books,  or  subscribe  to 
his  newsletter,  The  Wine 
Advocate. 


For  more  Parker  columns,  go  to  businessweek.com/exttas. 
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A  losopher  of  risk.  The  octogenarian  Bernstein,  long  an  ad- 

U  viser  to  institutional  investors,  is  known  to  a  wider  audi- 

m*^^   ence  through  his  books  explaining  how  modern  financial 

theory  operates  in  today's  capital  markets  and  how  we 

can  use  it  to  shape  our  own  investments.  Among  his  best- 

L.  known  are  1992's  Capital  Ideas,  an  examination  of  how 

icepts  developed  in  academia  transformed  Wall  Street,  and  Against 

Gods,  a  sweeping  history  of  risk  and  return  in  the  financial  markets, 

blished  in  1996.  Capital  Ideas  Evolving,  a  follow-up  to  the  1992  work, 

lue  out  this  month.  Contributing  Editor  Christopher  Farrell  recently 

lght  up  with  Bernstein.  The  following  are  excerpts  from  their  chat : 


w  do  you  define  risk? 

;  definition  is  not  mine,  but  I  like 
It's  from  Elroy  Dimson  at  the  Lon- 

Business  School:  Risk  means  more 
igs  can  happen  than  will  happen. 

hat  means  you  don't  know  the  limits 
what  can  happen,  but  you  still  have 
nake  decisions.  So  you  manage  risks 

omparing  them  to  potential  returns, 

through  diversification, 
temember,  just  because  more  things 
happen  than  will  happen  doesn't 
an  bad  things  will  happen.  The  out- 
le  can  be  better  than  you  expect, 
ybe  a  stock  I  own  will  triple. 

;s  that  perspective  on  risk  affect  how 
look  at  today's  market? 

fleets  how  I  look  at  the  markets  any- 
'.  It's  difficult  to  assess  the  iange  of 
ible  outcomes.  I  used  to  do  scenario 
casts— four  or  five  possible  outcomes. 
?ut  probabilities  on  the  forecasts,  and 
would  add  up  to  100%.  But  that's  not 
because  there  is  always  something 
didn't  think  of.  When  you're  gambling, 
do  have  the  range  of  outcomes.  In  the 
kets,  you  don't. 

worried  are  you  about  the  subprime 
tgage  market? 

worried,  but  I  don't  think  the  sub- 
ne  market  will  upend  the  apple  cart, 
problems  are  too  well-known. 

ite  February  a  9%  drop  in  the  Chinese 
:k  market  sent  equity  prices  sharply 
m  around  the  world.  Why? 

tory  is  full  of  things  like  that,  but 
ally  there  is  more  of  a  buildup.  There 

a  week  of  significant  decline  before 
1987  market  crash.  There  were  de- 
es before  the  1929  crash.  This  time 

market  wasn't  doing  much— and 

bang.  Then  again,  investors  seemed 
more  complacent  about  market  risk 

time  around. 

rso? 

ve  a  sense  that  people  have  rational- 


ized this  as  a  period  of  low  interest  rates, 
low  returns,  and  low  risk.  Investors  are 
seeking  higher  returns  and  not  worry- 
ing about  it  because  we're  in  a  low-risk 
environment.  But  we  could  also  be  in  a 
low-return  environment  because  we  have 
overvaluation  of  assets. 

I  think  what  happened  to  the  Chinese 
market,  although  peripheral  in  world 
markets,  was  a  wake-up  call  that  inves- 
tors have  been  underestimating  market 
risk  everywhere. 


Where  did  the  idea  come  from  that  we 
are  living  in  a  world  of  low  returns? 

It  started  after  the  crash  of  2000-2001, 
when  we  entered  a  period  in  which 
the  rate  of  inflation  seemed  to  be  low 
and  under  control  and  likely  to  remain 
so  because  central  bankers  everywhere 
are  hawks  on  inflation.  A  low-inflation 
environment  relieves  some  uncertainty 
about  the  future,  and  less  uncertain- 
ty encourages  investors  to 
make  longer-term  bets.  In    66\7yii  f*3Tl'l~ 
an  environment  where  risks 
are  low. 
be  low,  too 

In  search  of  higher  returns, 
a  lot  of  investment  pros  went 
into  alternative  investments 
where  expected  returns  are 
higher,  and  so  are  the  risks. 
You  see  it  in  emerging-mar- 
ket returns.  Now,  some  of 
this  is  justified  by  the  fundamentals. 
These  are  no  longer  just  emerging  econo- 
mies. They  are  part  of  the  global  markets. 
That  said,  the  enthusiasm  for  these  mar- 
kets was  overdone. 


So  the  derivatives  are  a  big  plus? 

Derivatives  have  become  quite  compli- 
cated, and  there  are  a  lot  of  inexperienced 
players  using  them.  Here  I  worry. 

You  recently  wrote  that  over  the  long 
term,  stocks  are  fundamentally  less  risky 
than  bonds.  Doesn't  that  fly  in  the  face  of 
conventional  wisdom? 

Stocks  are  less  risky  in  this  sense:  So 
long  as  a  capitalist  system  persists  and 
the  financial  markets  hold  together,  equi- 
ties do  have  a  built-in  long-term  rate  of 
return.  That  rate  of  return  is  a  nominal 
measure  of  the  economy.  In  other  words, 
if  the  economy  continues  to  grow,  there  is 
in  the  long  run  a  positive  return  to  equi- 
ties. Bonds,  on  the  other  hand,  are  vic- 
tims of  inflation  surprises.  And  you  can't 
say  there  won't  be  an  inflation  surprise. 

Why  don't  investors  expect  a  higher 
return  from  bonds  than  from  equities? 

The  reason  is  that  a  bond  is  a  contract. 
It  specifies  a  moment  when  the  issuer 
has  to  repay  the  money.  If  a  bond  gets 
into  trouble,  the  terms  of  the  contract 
give  bondholders  some  power  and 
choice,  since  bondholders  get  paid  back 
first.  In  sharp  contrast,  there  is  infinite 
uncertainty  with  equities.  Equities  are  a 
claim  on  uncertain  future  earnings. 


mment  wnere  hsks 

the  returns  should    SJW  tllCr6 

wont  be  an 
inflation 


surprise 


Tell  us  more  about  Capital  Ideas  Evolving. 

The  big  story  in  the  original  book 
was  how  the  guys  in  the  Ivory  Tower 
figured  out  what  markets  and  investing 
are  about.  Ideas  like  the  trade-off 

between  risk  and  return,  the 
efficient-market  hypothesis, 
and  diversification.  But 
implementation  was  limited 
when  I  wrote  the  book.  Now 
everyone  is  doing  it— people 
like  Nobel  laureates  Robert 
Merton  and  Bill  Sharpe, 
Andrew  Lo  at  MIT,  Bob 
Shiller  at  Yale,  all  the  big 
finance  thinkers  are  making 
money  from  their  ideas. 
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What  role  are  financial  derivatives 
playing  in  all  of  this? 

The  fall  in  2000-2001  was  a  big  one, 
but  the  financial  system  didn't  blow  up. 
The  typical  failure  of  institutions  did  not 
occur.  I  kept  waiting  for  it  to  happen.  It 
may  be  that  the  derivatives  business  did 
spread  the  risk.  I  don't  know  whether 
that  will  be  the  case  the  next  time. 


But  what  about  the  idea  that  markets  are 
efficient  and  can't  be  beaten? 

The  efficient  market  is  the  benchmark. 
All  these  guys  say  how  difficult  it  is 
to  beat  the  market  and  that  it's  get- 
ting more  difficult.  David  Swensen  [chief 
investment  officer  for  Yale  University's 
endowment  fund]  went  the  unconven- 
tional route  into  alternative  investments 
because  he  thinks  conventional  markets 
are  too  efficient.  They're  all  aware  of  the 
limits  of  active  management.  They're 
trying  to  beat  the  market,  and  the  ones  I 
write  about  did  it.  ■ 

April  9,  2007  I  BusinessWeek  I  97 


KM* 


PersonalFinance  Web  Sites 


r 


A  One-Stop  Shop 
For  Stock  Chat 

InstantBull  collects  posts  from  Siliconlnvestor, 
Yahoo!  Finance,  and  more-fast.  BY  LAUREN  YOUNG 


STOCK  JOCKEYS  ALWAYS 
want  to  know  the  lowdown 
on  companies.  Yet  keeping 
tabs  on  gossip  about  your 
holdings,  or  even  about  your 
own  company,  can  be  a  full- 
time  job.  Different  message 
boards  attract  different  blabbermouths: 
day  traders,  do-it-yourself  investors,  even 
disgrunded  employees.  To  complicate 
matters,  each  message  board  may  fea- 
ture multiple  threads  on  the  same  com- 
pany. That's  why  Gal  Arav,  a  35-year-old 
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software  geek,  created  InstantBull.com, 
a  stock-talk  aggregation  site. 

Since  it  launched  last  July,  Instant- 
Bull  has  tracked  more  than  100  million 
message-board  posts  from  major  chat 
sites,  including  ClearStation,  Investors- 
Hub,  InvestorVillage,  RagingBull, 
Siliconlnvestor,  Yahoo!  Finance,  and 
Google  Finance.  And,  as  the  name  sug- 
gests, InstantBull  does  it  fast.  "Investors 
are  the  ones  who  appreciate  the  speed  of 
access,"  Arav  says.  "They  want  the  latest 
buzz  on  a  stock." 


InstantBull's  nifty  All-in-One  feati 
unveiled  in  February,  lets  users  type  i 
stock's  symbol  and  see  real-time  chitcl 
Scroll  to  the  left  side  of  the  Instant! 
page  (do  not  click),  and  the  full  mess; 
appears  in  the  main  window. 

Overall,  the  site  isn't  much  to  1< 
it,  but  it  is  speedy.  When  Goo 
announced  fourth-quarter  earnings 
Jan.  31,  InstantBull  was  collecting 
posts  per  minute  in  the  hours  follow 
the  release,  according  to  Arav.  Th; 
impressive,  but  not  all  of  those  posts 
going  to  be  useful. 


i 


WORK  AROUND  THE  SPAM 

IN  FACT,  ONE  DOWNSIDE  is  that 
site  can't  filter  out  spam  and  other  ir 
evant  material.  Sandwiched  among 
cent  postings  about  Apple's  introduct 
of  AppleTV  were  religious  messages-^1 
well  as  a  plea  to  support  Hillary  Clintc 
Presidential    campaign.   What's    mo 
Motley  Fool's  busy  members-only  boa; 
are  notably  absent  from  the  group 

You  can  still  find  plenty  of  good,  s( 
intelligence  about  companies  on  InstE 
Bull.  In  addition  to  the  posts  about  spi 
in  volume,  investors  can  read  det: 
about  how  Accredited  Home  Lend  l! 
Holding,  a  troubled  mortgage  insui  mis 
secured  a  $200  million  loan.  Also  n( 
worthy  is  InstantBull's  "Hot"  list,  whlfi 
tracks  the  most-talked-about  stocks, 
cently  those  included  Sirius  Satellite 
dio  and  Goldman  Sachs.  The  Hot  butti 
on  the  top  left  corner  of  the  home  pa 
will  take  you  to  an  alphabetical  lis)  • 
ticker  symbols.  The  ones  that  appj 
in  the  largest  typeface  are  generati 
the  most  comments.  This  setup  is  a 
clunky,  but  you  get  the  idea. 

More   useful    is    InstantBull's    B 
Matrix,  which  shows  the  number  of  cc  i  i$fl 
pany-specific  postings  on  different  rc>  1(27, 
sage  boards.  The  site  tracks  the  num 
of  messages  that  appeared  in  the  past 
minutes,  half-hour,  or  hour,  which 
clue  you  in  to  market-moving  news.  A 1 
the  New  York  Stock  Exchange  recei     )Q 
regulators'  blessing  for  a  corporate  bo 
trading  system  on  Mar.  23, 40  comme 
were  posted  within  an  hour. 

More  buttons  at  the  top  left  of 
home  page  let  you  delve  deeper.  "Bio  i 
offers  a  list  of  more  than  100  finan  4Jclit 
blogs.  You  can  even  do  a  comprehen: 
search  of  the  blogs  by  ticker  syml 
Investors  can  also  find  links  to  stand 
financial  fare. 

Right  now  the  site  is  free.  But  A 
hopes  to  attract  enough  loyal  users  vftsf, 
will  think  it's  worth  paying  for  the  in  % 
ligence  InstantBull  provides.  ■ 
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rsonalFinance  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

MERGING  MAY  MEAN  MORE  ROBUST  HEALTH  AT  CVS/CAREMARK. 


EXPONENT  TAKES  ON  MORE  LITIGATION  AND  REGULATORY  WORK. 


A  NEW  DRUG  IS  SHOWING  PROMISE  AT  ACORDA  THERAPEUTICS. 


RAISING  THE 
TEMPERATURE 

STOCK  PRICE  (DOLLARS) 


ail  to  CVS/Caremark 

)EAL  OR  NO  DEAL,  CVS  was  already  a  fave  on  Wall 
Street.  And  now  that  it  has  acquired  Caremark  Rx, 
No. 2  in  pharmacy-benefits  management,  Goldman 
hs,  UBS,  and  Matrix  USA  are  even  more  bullish.  CVS  is 
U.S.  drug  chain  with  the  most 
lets,  and  the  combined  company 
been  renamed  CVS/Caremark 
S).  "We  see  the  stock  rallying  not 
s  \y  for  the  long  term  but  in  the  next 
months  as  well,"  says  Goldman's 
jn  Heinbockel,  who  upped  his  12- 
irith  target  for  CVS,  now  at  33-98, 
n  39  to  43,  with  a  buy  rating.  He 
si  i)  raised  his  2008  earnings  forecast 
5<t,  to  $2.30  a  share,  and  his  2009 
imate  to  $2.60.  His  2007  estimate  is 
fhanged,  at  $1.88.  These  figures  are 
^d  on  expected  boosts  in  revenues  from  the  merger:  from 
l  billion  to  $76  billion  in  2007,  from  $54  billion  to  $91 
ion  in  2008,  and  from  $58  billion  to  $99  billion  in  2009. 
lii  ^006,  CVS  earned  $1.56  a  share  on  $43.8  billion.  William 

her  of  UBS  upgraded  CVS  to  a  buy  even  before  the  deal. 

ra  paid  he  would  raise  his  price  target  from  42  to  46  once  the 

ger  was  O.K.'d.  Ivan  Feinseth  of  Matrix  sees  the  current 

6.3%  return  on  invested  capital  doubling  in  a  year  or 

.  "Operating  profits  will  pick  up,"  he  says,  "and  cost 

ft  tngs  will  kick  in."  CVS  completed  the  deal  on  Mar.  22  and 

|i  $27.2  billion  for  Caremark,  which  contracts  with  outfits 

employers  or  labor  unions  to  manage  their  prescription 


AUG.  14,  '06      MAR.  28,  '07 
Data:  Bloomberg  Financial  Markets 


g  plans.  It  earned  $1.1  billion  in  2006  on  $36.7  billion. 


(ponent:  A  Rising  Power 
Consulting? 


ri  XPONENT  (EXPO)  is  a  real  problem  solver.  It's  a 
scientific  and  environmental  consulting  firm  with 
clients  in  the  automotive,  energy,  health-care,  and 
ernment  fields.  Its  stock,  reflecting  the  small  outfit's 
pess,  has  bolted  from  14  in  August  to  19.52  on  Mar.  26. 

tan  unusual  company  with  a  franchise  in  litigation 
ort,  which  is  an  attractive  growth  industry,"  says  David 
ferby,  portfolio  manager  at  Loomis  Sayles,  which  owns 
fes.  Exponent  is  involved  in  high-profile  cases,  such 
tigation  over  the  "Big  Dig"  in  Boston  and  Hurricane 
rina  in  New  Orleans.  Some  65%  of  revenue  comes  from 


STEADY 
PROGRESS 

STOCK  PRICE  (DOLLARS) 

m 
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litigation  support  and  25%  from 
design  and  regulatory  work  in  science 
and  the  environment.  The  rest  is  from 
Defense  Dept.  projects.  Sowerby  notes 
revenues  grew  every  year  since  1993 
and  earnings  since  1998.  Both  should 
speed  up  again,  he  says,  as  Exponent 
gains  new  projects.  David  Gold  of 
investment  firm  Sidoti  rates  the  stock 
a  buy,  with  a  12-month  target  of  26.  He 
sees  profits  of  93<t  in  2007  and  $1.06 
in  2008,  up  from  83<t  in  2006. 

Acorda  Tackles 
Multiple  Sclerosis 

ACORDA  THERAPEUTICS  (ACOR)  isn't  your  typical 
biotech.  Even  before  its  public  debut  in  early  2006,  the 
company  had  a  commercial  product.  Zanaflex  treats 
spasticity  or  muscular  spasm,  a  condition  associated  with 
multiple  sclerosis.  Acorda's  newer  product  is  Fampridine-SR, 
which  alleviates  walking  disabilities  caused  by  MS.  Shares  of 
Acorda  have  been  on  a  tear  since  Fampridine's  first  phase  III 
trials  yielded  "strong  data,"  says  Phil  Nadeau  of  securities 
firm  Cowen.  The  patients  involved 
showed  "consistent  improvement 
in  walking  speed,"  he  says.  About 
half  of  all  MS  patients  will  need  help 
in  walking  within  15  years  of  their 
diagnosis,  says  Nadeau,  who  rates 
the  stock  "outperform."  He  expects 
Fampridine  to  be  on  the  market  by 
2009,  with  $120  million  sales  in  2011. 
The  drug  will  undergo  a  second  phase 
III  trial  this  spring.  Results  of  the  first 
phase  III  will  be  released  at  the  May  2 
meeting  of  the  American  Academy  of 
Neurology.  That  may  fire  up  the  stock  again  as  more  details 
about  the  trials  become  known.  Caroline  Stewart  of  Piper 
Jaffray  rates  Acorda,  now  at  18.69,  a  buy,  with  a  12-month 
target  of  30.  She  estimates  the  market  for  Fampridine  at  $450 
million  a  year  and  for  Zanaflex  at  $35  million.  ■ 


BusinessWeek  .coin 


ONLINE:  Gene  Martial's  Inside  Wall  Street  is  posted  at  businessweek.com/ 

investor  at  5  p.m.  EST  on  the  magazine's  publication  day.  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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MAR.    SEPT.    MAR. 




1 

m 

: 

1420 
1417-2 


COMMENTARY 

The  market  sank  after  weak 
economic  news  depressed 
investors.  In  February,  new 
home  sales  fell  3.9%  and 
durable  goods  orders  weren't  as 
strong  as  expected.  Consumer 
confidence  dropped  by  four 
percentage  points  in  March. 
As  if  that  weren't  enough,  the 
Fed  chairman  testified  he's  still 
focused  on  inflation,  dashing 
hopes  for  a  near-term  rate  cut. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAR.  27 

■  S&P  500  ■  U.S.  DIVERSIFIED  WK  ALL  EQUITY 


%  3  6  9  12  15  18 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


PURCHASING  MANAGERS'  INDEX 

Monday,  Apr.  2, 10  a.m.,  EDT  »The 
Institute  for  Supply  Management's 
manufacturing  activity  is  forecast 
to  have  slipped  back  to  51.4%  in 
March,  after  rising  to  52.3%  in 
February.  That's  the  consensus 
among  economists  queried  by 
Action  Economics. 
FACTORY  INVENTORIES 
Wednesday,  Apr.  4, 10  a.m.  EDT 
i  Manufacturing  inventories 
most  likely  grew  by  0.3%  during 


U.S.  MARKETS 

MAR  28 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P 500 

1417.2 

-1.2 

-0.1 

9.6 

Dow  Jones  Industrials 

12,300.4 

-1.2 

-1.3 

10.3 

NASDAQ  Composite 

2417.1 

-1.6 

0.1 

4.9 

S&PMidCap400 

847.4 

-0,5 

5.4 

8,2 

S&P  SmallCap  600 

410.6 

-0.7 

2.7 

5.7 

DJ  Wilshire  5000 
SECTORS 

14,314.8 

-1.2 

0.7 

9.6 

BusinessWeek  50* 

803.0 

-1.0 

0.6 

4.4 

BW  Info  Tech  100" 

441,6 

-1.7 

-1,3 

13,2 

S&P/Citigroup  Growth 

649.0 

-1.1 

-0.5 

6.5 

S&P/Citigroup  Value 

767,1 

-14 

0.4 

12.7 

S&P  Energy 

465.0 

3.0 

2.1 

14,7 

S&P  Financials 

476.2 

-2  8 

-3  9 

8,7 

S&P  REIT 

201.8 

-3.4 

1.5 

16.3 

S&P  Transportation 

263,3 

-1.7 

-0.2 

-4  1 

S&P  Utilities 

203.0 

0.6 

8.8 

28.5 

GSTI  Internet 

205  5 

0.3 

2.9 

7,8 

PSE  Technology 

883.3 

-1.6 

0.9 

2.5 

GLOBAL  MARKETS  mar,  28 

S&P  Euro  Plus  (U.S.  Dollar)       2043.6 
London  (FT-SE 100)  62672 

Paris  (CAC  40)  5552.7 

Frankfurt  (DAX)       6816.9 

Tokyo  (NIKKEI  225)  17,254.7 

Hong  Kong  (Hang  Seng)  19,553.9 

Toronto  (S&P/TSX  Composite)  13,197.2 
Mexico  City  (IPC)  23  093  3 


%  CHANI 

YEAR  TO     L/ 
WEEK  DATE      M( 

0.8  2.7      2. 


0.2 
0.9 
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-0  4 


0.7 
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3,3 
0.2 

-2.1 
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FUNDAMENTALS                       mar  27  week  ago    yea> 

S&P  500  Dividend  Yield  1.81%  1.85%       1.79 

S&P  500  P/E  Ratio  (Trailing  12  mos.)         17.2  17.0  18 

S&P  500  P/E  Ratio  (Next  12  mos.)*           15.3  15.1 

First  Call  Earnings  Revision*  0.13%  -0  24% 

TECHNICAL  INDICATORS         mar  7  weekago    yeaf 

S&P  500  200-day  average  1356.1  1351.9    Positr 

Stocks  above  200-day  average  73.0%  70.0%  Negati' 

Options:  Put/call  ratio                          0.98  1.11    Positi' 

Insiders:  Vickers  NYSE  Sell/buy  ratio        6.63  6  39  Negati 
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BEST-PERFORMING 
GROUPS 

Tires  &  Rubber 
Oil  &  Gas  Refining 
Divsfd.  Metals  &  Mining 
Oil  &  Gas  Equipment 
Agricultural  Products 


LAST 
MONTH1) 

27.7 

10,7 
8.2 
8.1 
7.2 


Tires  &  Rubber 

Divsfd.  Metals  &  Mining 

Power  &  Energy  Traders 

Steel 

Constr.  Materials 


LAST  12 
MONTHS  % 

123.6 

52  5 
44.3 

44,1 
34.8 


WORST-PERFORMING  ^ 

MONTH  % 

-12.9 
-11.8 
-11.6 
-8.5 
Dvsfd.  Commercial  Svcs.      -7.9     Airlines 


I 


GROUPS 

Forest  Products 
Homebuilding 
Motorcycles 
Electric  Mfg.  Svcs. 


LA' 

M0N 


Homebuilding 
Electric  Mfg.  Svcs. 
Photographic  Products 
Distillers  &  Vintners 


EQUITY  FUND  CATEGORIES 


4-WEEK  TOTAL  RETURN  % 
LEADERS 

Latin  America  7.6 
Natural  Resources 

Utilities        MB  4.2 

Communications  2.8 

LAGGARDS 

Japan  -1.7 

Real  Estate  -1.6 

Precious  Metals  0.1 

Financial  0.3 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 
LEADERS 

DireXn.Lat.Am.Bull2Xlnv.  16.6 

ProFds.Ult.Oil&Gaslnv.  13  4 

DireXn.Emrg.Mkts.  Bull  2X  12.6 

ProFunds  Oil  Equip.,  Svcs.  115 

LAGGARDS 

DireXn.Emrg.Mkts.  Short  -&5 

ProFds.  UltSh.  Oil  &  Gas  -12  2 

ProFunds  UKSh.Emrg.Mkts.  -11.4 

iSharesDJ  U.S.  Home  Constr.  -101 


52-WEEK  TOTAL  RETURN 
LEADERS 


Latin  America 

33.6 

Utilities 

30,5 

Pacific/Asia  ex-Japan 

29.7 

Europe 

LAGGARDS 

34  8 

Japan 

-1.5 

Health 

2,1 

Small-cap  Growth 

3.4 

Technology 

4  0 

INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


MAR,  28 

WEEKAGO      YEAf 

4.87% 

4.86%    4. 

5.04 

5.04       4. 

4.57 

4.53       4. 

4.62 

4.54       4. 

4.83 

4.72       4. 

6.09 

6.03       6. 

tBanxQuo,  fe 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

Dreyfus  Prem.Grtr.  China  A  597 
Old  Mut.  Clay  Finlay  Ch.  A  48  8 
iShares  MSCI  Malaysia  Idx.  48.4 
Oberweis  China  Opport.       47.4 

LAGGARDS 

DireXn.Emrg.Mkts.  Short  -40.7 
DireXn.  Dev.  Mkts.  Bear  2X  29  6 
SPDR  S&P  HomebuOders  ETF  -25.8 
Frontier  MicroCap  -25.0 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 

10-YR,  BOND 

General  Obligations  3.77% 


Taxable  Equivalent 


5.39 


Insured  Revenue  Bonds 


3.96 


Taxable  Equivalent 


5.66 


February.  In  January,  inventories 
declined  by  0.2%. 
NONMANUFACTURERS'  INDEX 

Wednesday,  Apr.  4, 10  a.m. 
EDT  »The  Institute  for 
Supply  Management's  March 
nonmanufacturing  index  probably 
rebounded  to  55%,  following  a 
decline  to  54.3%  in  February. 
EMPLOYMENT  Friday  Apr.  6, 
8:30  a.m.,  EDT » March  nonfarm 
payrolls  are  forecast  to  have 
increased  by  135,000  workers, 


after  a  gain  of  97,000  in  February, 
the  smallest  in  more  than  two 
years.  The  jobless  rate  probably 
rose  a  tick  to  4.6%,  after  a 
surprising  fall  to  4.5%  in  February. 
Besides  stronger  hiring,  average 
hourly  wages  and  the  average 
workweek  most  likely  grew,  too. 
INSTALLMENT  CREDIT  Friday, 
Apr.  6,  3  p.m.  EDT » Consumers 
probably  added  $6.8  billion  of 
debt  in  February,  after  a  $6.4 
billion  gain  in  January. 
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The  BusinessWeek  production  inn}, 
slid  to  291.4  for  the  week  ended 
Mar.  17,  an  8.2%  gain  from  a  year 
ago.  Before  calculation  of  the  fou 
week  moving  average,  the  index 
improved  to  291.3. 


m 


BusinessWeek  .com 


I  W 


For  the  BVV50,  more  investment 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras 
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ompany  Index 


j  is  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
I  erence  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
^mes.  Companies  listed  only  in  tables  are  not  included. 


S|  redited  Home 
bnders  98 


rda(ACOR)99 
ceo  (ADO)  28, 31 
.Edwards  (AGE)  70 
regate  Knowledge  46 
itel-Lucent(ALU)26 
aranth  Advisors  78 
azon(AMZN)20,46 
)  (AMD)  26 
?en(AMGN)70 
^Research  38 
(TWX)22,34 
le(AAPL)20,36,46, 
!,98 

)  Partners  78 
The  Builder.com  46 
T(T)51,72 
6 

Kearney  45 
hen  40 
)Pacific9 
iueA/Razorfish46 


k  of  America  (BAC) 

A  Pharmaceutical 

|RL)70 

ibu  Group  78 
Icon  Hill  Asset 

Banagement78 

jzer(BZH)26,32 

d&  Jerry's  62 
ing(BA)80 
£-Warner(BWA)66 
ton  Scientific  (BSX) 
i 

well  Group  14 
i)ks  Brothers  92 
?erKing(BKC)34 


:orce  17 

ion  Coach  12 

rpillar(CAT)28 

(CBS)  46 

eauReynierlO 

ular  Wireless  (T)  34 

.roup  (C)26,28, 

1,92 

rStation  98 

C104 

ns&Aikman26 

pete  46 

ol  Energy  (CNX)  28 

en(C0WN)70,99 

s  &  Barrel  45 

itSights  36 

'Caremark  (CVS)  99 


ilerChrysler(DCX)9 
(DELL)  31, 46, 72 
hi(DPHIQ)76 
scheBank(DB)78 
t  Search  Marketing 


Dunkin'Donuts56 

EADS68 

Eastman  Kodak  (EK)  88 

eBay  (EBAY)  46 

Edison  Media  Research 

72 
Efficient  Frontier  46 
EnCana(ECA)28 
Enterprise  Applications 

38 
EPAM  Systems  31 
Eurekster46 
Eurocopter68 
Exponent  (EXPO)  99 

F,G 

FeedBurner72 
Fitch  Ratings  36 
Ford  (F)  9, 76 
Fox  (NWS)  34 
Friedman  Kaplan  78 
Gap  (GPS)  45 
GE(GE)62,66 
Genentech(DNA)70 
Genzyme(GENZ)70 
GM(GM)9,22,76 
Goldman  Sachs  (GS)  23, 

98  99.106 
Google  (GOOG)  20, 22, 

34,46,51,62,98 


H 

Haagen-Dazs56 
Halliburton  (HAL)  28 
HarperCollins  (NWS)  20 
HB0(TWX)72 
HDNetl4 

Hedgebay  Trading  78 
Heidrick  &  Struggles  80 
Hewlett-Packard  (HPQ) 

31,46,62 
Highland  Partners  80 
Hilscher31 
Holiday  Inn  (IHG)  88 
Honda(HMC)9 
Hovanian(HOV)26 

I.  J 

IBM(IBM)26,80 
Ikea40,45 
lnfosys(INFY)28 
lnstantBull98 
Intel  (INTC)  22, 26 
lnvestorsHub98 
InvestorVillage  98 
Irving  Oil  88 
ITT  (ITT)  26 
J&J(JNJ)70 
J.D.Edwards  38 
JetBlue  (JBLU)  88 

K,L 

KBHome(KBH)26 
Korn  Ferry  (KFY)  80 
Lancer  Partners  78 
Lear (LEA) 76 
Lehman  Brothers  (LEH) 

62.68 
Lennar(LEN)26 


Liberum  Research  80 
Liquidity  Solutions  78 
LoomisSayles99 

M 

Manpower  (MAN)  28 
Martin  Guitar6 
Matrix  USA  99 
McDonald's  (MCD)  56 
McGraw-Hill  (MHP)  46 
Merrill  Lynch  (MER)  34 
Metro  40 
Microsoft  (MSFT)  20, 22, 

31,38,46,51 
Morgan  Stanley  (MS)  78 
Morningstar(MORN)80 
Motorola  (MOT)  36 
MSN  (MSFT)  46 
Muji45 
Mylan  Laboratories 

(MYL)70 
MySpace(NWS)22, 

34,46 


N 

NASDAQ  (NDAQ)  104 
NBC  Universal  22, 26, 46 
New  Century  Financial 

(NEW)26 
News  Corp.  (NWS)  22, 

26, 34, 46 
New  York  Times  (NYT) 

46 
Nokia  (NOK)  31 
Nollenberger  Capital  36 
Northrop  Grumman 

(N0C)68 
Novartis(NVS)70 
Novell  (NOVL)  36 
Nu  Image  31 
NYPPEX78 
NYSE(NYX)98 

0,P 

Oracle  (ORCL)  26, 38 

Penguin  (PSO)  20 

PeopleSoft(ORCL)38 

PG&E(PCG)62 

Piper  Jaffray(PJC)  99 

Pizza  Hut  (YUM)  36 

Podtrac72 

Pontiac(GM)34 

PPG  Industries  (PPG)  88 

Pratt  &  Whitney  68 

Procter  &  Gamble  (PG) 

46 
Publicis  Group  (PUB)  46 

R 

RagingBull98 
Ranbaxy70 
Random  House  20 
Raytheon  (RTN)  68 
RBC  Capital  (RY)  46 
Research  In  Motion 

(RIMM)36 
Restricted  Stock 

Partners  78 
Retek(ORCL)38 


Royal  Bank  of  Scotland 

(RBSPY)17 
Russell  Reynolds  80 
Ryohin  Keikaku45 

S 

Salesforce.com  (CRM)  46 
S&P(MHP)23,80 
SAP  (SAP)  26, 31, 38 
Shell  (RDS)  28 
Sidoti99 
Siebel(0RCL)38 
Siliconlnvestor  98 
Simple  Times  Farm  6 
Sirius(SIRI)98 
Skyline  Asset 

Management  80 
Sling  Media  14 
SmugMug6 
Sodexho  (SDX)  62 
SonnenscheinNath& 

Rosenthal  38 
Sotheby's  (BID)  46 
Spencer  Stuart  80 
Starbucks  (SBUX)  56 
Spherion(SFN)72 
StarcomlP72 
Strategic  Data  34 
Sun(SUNW)46,51 
SurePayroll28 

T 

TAM  Tours  56 

Target  (TGT)  45 

TCG  Advisors  46 

Tellabs(TLAB)36 

Teva(TEVA)70 

Thomson  Financial 

(TOC)  23 
3AcornsEco-Auditsl2 
3M(MMM)80 
Time  Warner  (TWX) 

22,46 
TiVo(TIVO)20 
Toll  Brothers  (TOL)  26 
TomorrowNow(SAP)38 
Topix46 

Toyota  (TM)  9, 28 
Tribune  (TRB)  26 


U,V 

UBS  (UBS)  23, 99 
Uniqlo45 
Verizon  (VZ)  26, 51 
Viacom  (VIA)  22, 46 
Vonage(VG)9 

W,Y 

Wal-Mart  (WMT)  46 
Walt  Disney  (DIS)  34 
Washington  Analysis  70 
Wasserman  Media  17 
Whole  Foods  (WFMI)  62 
Wood  River  Capital  78 
Yahoo!(YHOO)22,98 
YouTube(GOOG)22, 
26,46 
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It's  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  March  31  and  April  1: 

Biodiesel  Boost:  As  access 
to  alternative  fuels  grows, 
see  some  innovative  ways  to 
run  cars  without  crude  oil. 

Economy  Check-Up:  Our 

Chief  Economist  shares  his 
concerns,  beyond  subprime 
fallout  and  weak  housing. 

Baseball  Memorabilia: 

Opening  Day  is  this  weekend  and 
collectibles  are  hot,  from  balls 
and  bats  to  scorecards  and  seats. 

Posh  Pens:  We'll  show  you 
dazzling  gold  and  diamond- 
studded  writing  instruments 
that  can  help  you  shine. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Find  your  local  station  and  airtime  by 

zip  code  at  businessweekweekend.com 


IdeasBooks 


Thank  You  for  Dying 


BOOMSDAY  A  Novel 

By  Christopher  Buckley;  Twelve;  318pp;  $24.99 


Have  you  heard  the  latest  proposal  out  of 
Washington  for  fixing  the  Social  Security 
mess?  It's  simplicity  itself.  As  the  baby 
boomers  shuffle  into  their  sunset  years, 
Uncle  Sam  will  hand  them  a  bundle  of 
juicy  tax  breaks  and  assorted  perks  in 
return  for  agreeing  to  a  painless  lethal 
injection  at  age  65.  Too  draconian?  Not 

to  worry.  A  second  option  would  give  slighdy 
less  generous  benefits  to  those  who  prefer  to 
hang  around  to  age  70. 

Given  the  boomers'  well-known  love  of 
tax-code  manipulation,  the  idea  has  a  certain 
irresistible  logic.  But  as  you've  probably  guessed 
by  now,  this  is  not  a  proposal  you'll  hear  from 
any  of  the  candidates  currently  running  for  top 
office.  Instead,  it's  a  plot  device  from  the  latest 
pitch-perfect  political  satire  from  Christopher 
Buckley.  Boomsday  follows  squarely  in  the 
tradition  of  Thank  You  for  Smoking,  Buckley's 
earlier  send-up  of  the  tobacco  lobby.  Once 
again,  he  precisely  captures  that  peculiarly 
Washingtonian  flair  for  packaging  naked  self- 
interest  as  the  national  agenda. 

Buckley  sets  his  Swiftian  tale  more  or  less 
in  the  present.  President  Riley  Peacham's 
foreign  policy  has  devolved  into  chaos, 
inflation  is  spiraling  out  of  control,  and  the  national  debt 
has  reached  epic  proportions.  As  a  beleaguered  Fed  ratchets 
interest  rates  up  toward  15%,  the  body  politic  grows  restless. 
Enter  Cassandra  Devine,  a  29-year-old  Washington  public- 
relations  executive  by  day  and  diva  blogger  by  night,  who 
rallies  otherwise  lethargic  young  Americans  to  a  cause  even 
they  can  embrace:  that  of  forcing  their  parents  to  pay  down 
the  debt  for  their  cushy  government-subsidized  retirements 
before  the  bill  lands  permanently  around  the  younger 
generation's  necks.  After  driving  her  frenzied  followers 
into  a  series  of  riots  outside  gated  retirement  communities, 
Cassandra  hits  on  the  suicide  scheme  as  a  way  to,  as 
she  puts  it,  get  the  ungreatest  generation  to  finally  give 
something  back. 

Cassandra's  obsession  with  the  sins  of  the  boomers  was 
sparked  by  her  entrepreneur  father  who,  years  earlier, 
drained  her  college  fund  and  mortgaged  the  family  home, 
a  fact  she  discovered  just  as  she  got  her  acceptance  letter 
from  Yale.  Unabashed,  he  suggested  she  instead  consider 
enlisting  in  the  military.  (Later,  after  his  dot-com  enterprise 
struck  it  rich  and  he  embarked  on  marriage  No.  2,  he 
dropped  $25  million  to  persuade  the  gatekeepers  at  Yale 


It 
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not  to  flunk  out  his  drug-addled  stepson,  Boyd,  adding  to 
Cassandra's  wrath.) 

Cassandra's  allies  in  her  crusade  are  two  familiar 
Washington  types.  There's  her  mentor,  Terry  Tucker,  a 
spinmeister  extraordinaire,  and  Randolph  K.  Jepperson  IV, 
old-money  WASP  and  junior  senator  from  Massachusetts, 
who  sees  in  the  idea  just  the  sort  of  out-of-the-box,  youth- 
appealing  proposal  he  needs  to  jump-start  his  Presidential 
bid.  ("Cynical"  doesn't  do  Buckley's  worldview  justice.  In  a 
particularly  masterful  touch,  Jepperson  confides  that  he  wa 
inspired  to  pursue  a  life  of  public  service  while  dropping 
acid  as  a  youth  in  the  JFK  Presidential 
library.)  Naturally,  the  pro-life  lobby  sees 
Cassandra's  novel  fix  for  Social  Security 
as  a  heaven-sent  opportunity  to  rally  the 
troops.  Its  spiritual  leader,  the  Reverend 
Gideon  Payne,  latches  on  to  the  issue  as  a 
launch  pad  for  his  own  campaign  for  the 
White  House.  Now  fully  wound,  the  slight 
mechanical  plot  is  set  tick-tocking  on  its 
mostly  hilarious  way. 

Buckley's  real  subject,  of  course,  is 
neither  Social  Security  nor  intergeneratioi 
politics.  As  in  his  last  novel,  the  subject 
is  Washington,  the  place  and  the  process, 
in  all  its  glorious  absurdity.  Like  all  great 
satire,  Boomsday  is  outrageous,  but  only 
slightly  more  so  than  real  life.  In  a  perfect 
parody  of  euphemism-laden  bureaucrates 
the  mass-suicide-for-pay 
scheme  becomes  "Voluntary 
Transitioning."  And  since  this 
is  Congress,  by  the  time  the 


In  Buckley's 
latest  satire, 
a  modest 
proposal  for 
saving  Social 
Security 
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bill  wends  its  way  through  thtfO 
Senate  it  has  been  buried  und 
a  mountain  of  pork,  including 
tax  breaks  on  Segways  for 
the  arthritic  and  subsidies  for 
Botox  injections.  Meanwhile, 
increasingly  desperate  Presidtl  ^ 
Beacham  hands  out  promises^ 
'  **"*"■  of  high-level  appointments, 

ambassadorships,  even  the  Vi  ^ 
Presidency,  like  cheap  cigars.  And  inevitably,  the  Reverend  i  WI0£, 
Payne  is  laid  low— by  a  weakness  for  Russian  prostitutes,    i  \<n 

In  Buckley's  Boomsday  universe,  everyone  is  in 
permanent  campaign  mode  (whether  they're  running  for  .:}■"'■ 
office  or  not),  endlessly  scheming  and  spinning  their  way  |  ^ 
to  various  tawdry  ends.  By  the  conclusion  of  the  book,      i  *? 
nothing  much  has  changed  among  this  cast  of  characters '  *« 
though  plenty  has  happened  along  the  way.  Sort  of  like 
Washington  itself.  II 

-By  Mary  Kui  I 
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fhe  BusinessWeek  Best-Seller  List 


HARDCOVER  BUSINESS  BOOKS 


1FREAK0N0MICS  Steven  D.  Levitt,  Stephen  J.  Dubner 
(Morrow  •  $27.95)  Crack  gangs,  the  Ku  Klux  Klan,  and  more, 
examined  by  a  University  of  Chicago  economist. 

2  JIM  CRAMER'S  MAD  MONEY  James  J.  Cramer  with  Clift 
Mason  (Simon  &  Schuster  •  $25)  More  investing  wisdom 
from  the  television  personality. 

3   THE  WORLD  IS  FLAT  Thomas  L.  Friedman  (Farrar,  Straus 
&  Giroux  •  $30)  Globalization  is  great-sort  of-says  a 
columnist  for  The  New  York  Times. 


LAST      MONTHS 
MONTH     ON  LIST 


II 


s    WORDS  THAT  WORK  Dr.  Frank  Luntz  (Hyperion  •  $24.95) 


7 
8 


A  Republican  spinmeister  on  how  business  can  impiove 
its  communications. 

THE  ONLY  THREE  QUESTIONS  THAT  COUNT  Ken  Fisher 
(Wiley  •  $27.95)  A  contrarian  approach  to  investing,  by  a 
Forbes  columnist. 

THE  STARBUCKS  EXPERIENCE  Joseph  A.  Michelli 
(McGraw-Hill  •  $21.95)  How  the  coffee  retailer  succeeded. 


i 


9  JEFFREY  GITOMER'S  LITTLE  GOLD  BOOK  OF  YES! 
ATTITUDE  Jeftrey  Gitomer  (Prentice  Hall  •  $19.95) 
Accentuate  the  positive. 


0 
1 

12 


T 

ill 


THE  TOTAL  MONEY  MAKEOVER  Dave  Ramsey  (Thomas 
■Nelson  •  $24.99)  How  to  get  rid  of debt  and  build  up  your 
rainy-day  reserves. 

THE  SMARTEST  INVESTMENT  BOOK  YOU'LL  EVER  READ 

Daniel  R.  Solin  (Perigee  •  $19.95) /A  four-step  plan. 


14 


STRENGTHSFINDER  2.0  Tom  Rath  (Gallup  Press  •  $19.95)      - 
Assessing  your  talents  and  putting  them  into  practice. 

OUR  ICEBERG  IS  MELTING  John  Kotter,  Holger  Rathgeber        12 
(St.  Martin's-  $19.95)  Dealing  with  change. 

WHAT  GOT  YOU  HERE  WON'T  GET  YOU  THERE  Marshall         8 
Goldsmith  with  Mark  Reiter  (Hyperion  •  $23.95)  An 
executive  coach  on  negative  habits  that  can  hurt  careers. 

,  WIKINOMICS  Don  Tapscott,  Anthony  D.  Williams  (Portfolio      - 
►  •  $25.95)  Harnessing  collaboration  to  make  your  company 
more  innovative  and  profitable. 


23 


22 


WOMEN  &  MONEY  SuzeOrman  (Spiegel  &Grau«  $24.95)       -       1 
Inspirational  prose  and  practical  tools  to  help  females  with 
their  finances. 

MADE  TO  STICK  Chip  Heath,  Dan  Heath  (Random  House  7       2 

•  $24.95)  An  examination  of  why  some  ideas  gain  traction 
while  others  fade  from  view. 


-      24 
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PAPERBACK  BUSINESS  BOOKS 


LAST       MONTHS 
MONTH     ONUST 


7 
8 


GOOD  TO  GREAT  AND  THE  SOCIAL  SECTORS  Jim  2       15 

Collins  (Collins  •  $11.95)  A  primer  on  how  noncorporate 
organizations  can  excel. 

START  LATE,  FINISH  RICH  David  Bach  (Broadway  1        2 

$14.95)  Strategies  and  tactics  for  baby  boomers  nearing 
the  age  of  retirement. 

CRUCIAL  CONVERSATIONS  Kerry  Patterson,  Joseph  7       13 

Grenny,  Ron  McMillan,  Al  Switzler  (McGraw-Hill  •  $16.95) 
How  to  handle  those  all-important  talks. 

QUANTUM  SUCCESS  Sandra  Anne  Taylor  (Hay  House  -        1 

•  $14.95)  The  "science  of  success,"  as  described  by  a 
psychologist  and  consultant. 

A  GUIDE  TO  THE  PROJECT  MANAGEMENT  BODY  8       13 

OF  KNOWLEDGE  Project  Management  Institute  (PMI 
Publications  •  $49.95)  Delivering  results. 

WHAT  COLOR  IS  YOUR  PARACHUTE?  2007  Richard  4        7 

Nelson  Bolles  (Ten  Speed  Press  •  $17.95)  The  enduring 
job-search  bible. 

LEADERSHIP  AND  SELF-DECEPTION  The  Arbinger  -       9 

Institute  (Berrett-Koehler  •  $14.95)  A  leader's  motivation 
is  what  matters,  says  this  business  fable. 

J.K.LASSER'S  YOUR  INCOME  TAX  2007  The  J  K.Lasser         3        3 
Institute  (Wiley  •  $17.95)  Time  to  start  sorting  receipts. 

THINK  AND  GROW  RICH  Napoleon  Hill  (Ballantine  •  $7.99)      12      22 
Willpower  and  a  positive  attitude  are  the  essential  elements 
of  success. 


10 
11 
12 

13 
14 
15 


$21.95)  finding,      -       1 


FLIP  Rick  Villani,  Clay  Davis  (McGraw-Hill 
remodeling,  and  selling  properties. 

THE  GOAL  Eliyahu  M.  Goldratt,  Jeff  Cox  (North  River  Press       -       5 

•  $24.95)  A  "business  novel"  on  overcoming  bottlenecks. 

THE  ERNST  &  YOUNG  TAX  GUIDE  2007  Ernst  &  Young  LLP       5        3 

(CDS  Books  •  $16.95)  Sharpen  those  pencils  and  get  out 
the  W-2s. 

THE  ESSAYS  OF  WARREN  BUFFETT  Warren  E.Buffett,  9        4 

Lawrence  A.  Cunningham  (Cunningham  Group  •  $25)/A 
selection  of  epistles  to  Berkshire  Hathaway  shareholders. 

THE  INTELLIGENT  INVESTOR,  REVISED  EDITION  -       21 

Benjamin  Graham,  with  Jason  Zweig  (HarperBusiness  • 
$19.95)  The  classic  treatise  on  "value  investing." 

A  WHOLE  NEW  MIND  Daniel  H.  Pink  (Riverhead  •  $15)  The       -       1 
future  belongs  to  "right-brain  thinkers." 


LONG-RUNNING  BEST-SELLERS 


IRDCOVER  BUSINESS  BOOKS 

OD  TO  GREAT  Jim  Collins  (HarperBusiness  •  $27.50) 

W.  DISCOVER  YOUR  STRENGTHS  Marcus  Buckingham, 

nald  0.  Clifton  (Free  Press  •  $30) 

E  FIVE  DYSFUNCTIONS  OF  A  TEAM  Patrick  Lencioni  (Jossey- 

ss-  $22.95) 

10  MOVED  MY  CHEESE?  Spencer  Johnson  (Putnam  •  $19.95) 

INK  Malcolm  Gladwell  (Little,  Brown  •  $25.95) 

EUTTLE  RED  BOOK  OF  SELLING  Jeffrey  Gitomer  (Bard  Press  •  $1995) 


PAPERBACK  BUSINESS  BOOKS 

RICH  DAD.  POOR  DAD  Robert  T.  Kiyosaki  with  Sharon  L.  Lechter 

(Warner  •  $15.95) 

GETTING  THINGS  DONE  David  Allen  (Penguin  •  $15) 

THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay  •  $14.95) 

THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  Stephen  R.  Covey 

(Free  Press  •  $15) 

THE  E-MYTH  REVISITED  Michael  E.  Gerber  (HarperBusiness  •  $16) 

THE  48  LAWS  OF  POWER  Robert  Greene  (Penguin  •  $18) 


GETTING  TO  YES  Roger  Fisher,  William  Ury,  Bruce  Patton  (Penguin  •  $15) 

RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T.  Kiyosaki  with 

Sharon  L.  Lechter  (Warner  •  $17.95) 

RICH  DAD'S  GUIDE  TO  INVESTING  Robert  T.  Kiyosaki  with 

Sharon  L.  Lechter  (Warner  •  $19.95) 

SMART  WOMEN  FINISH  RICH  David  Bach  (Broadway  •  $14.95) 

THE  MILLIONAIRE  NEXT  DOOR  Thomas  J.  Stanley,  William  D. 

Danko (Pocket  Books  •  $15) 

SMART  COUPLES  FINISH  RICH  David  Bach  (Broadway  •  $14.95) 


•,'messWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics,  management, 
les  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  represented.  Current  rankings  are  based 
a  weighted  analysis  of  unit  sales  in  February.  Titles  that  have  been  on  the  Best-Seller  List  for  more  than  two  years  appear  as  Long-Running  Best-Sellers. 


iews  and  more  are  available  on  www.businessweek.com. 
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WITH  MARIA  BARTIROMO 


Michael  Oxley's  Next  Act 


MICHAEL  OXLEY  is  best  known  as  the  co- 
author of  the  Sarbanes-Oxley  Act,  the  2002 
law  that  set  new  standards  of  accountability 
for  company  boards,  management,  and  ac- 
counting firms— and  led  business  to  bemoan 
the  financial  burdens  of  compliance.  Now  the 
former  Ohio  congressman  is  working  to  win 
over  business  as  NASDAQ's  nonexecutive 
vice-chairman.  He'll  work  with  CEO  Robert 
Greifeld  and  will  try  to  entice  companies  to 
list  on  the  exchange.  I  caught  up  with  Oxley 
to  talk  about  SarbOx,  private  equity, 
and  American  competitiveness. 

Tell  me  what  your  role  at  NASDAQ  will  be  and  what 
you're  expecting  to  accomplish. 

I  will  be  advising  Bob  Greifeld  and  the  board  on  public 
policy  issues,  and  I'll  be  meeting  with  a  lot  of  the  listed 
company  CEOs  and  CFOs  throughout  the  country.  I'll 
try  to  better  explain  to  the  listed  company  members  the 
role  that  Washington  plays  for  good  and  for  bad,  and  to 
develop  some  ideas  [to]  better  serve  them. 

What  can  be  done  to  reclaim  financial-services 
business  lost  to  overseas  markets? 

Well,  first  of  all,  I  think  [the  problem]  is  a  bit 
overstated.  I  don't  think  we  could  expect  to 
be  a  monopoly  forever.  There  are  going  to 
be  more  competitors.  We  just  have  to  be 
better  at  it.  I  haven't  talked  to  a  CEO  yet 
who  doesn't  relish  the  opportunity  to  be 
competitive  in  the  global  marketplace  and 
go  after  that  kind  of  business. 

Do  you  worry  about  your  reputation  as  an 
architect  of  Sarbanes-Oxley,  a  law  many 
in  business  have  complained  about?  Will 
that  be  a  hindrance  in  terms  of  getting 
new  business  listings  on  NASDAQ? 
Oh,  I  don't  think  so.  I  think  there's  a  lot 
of  misinformation  about  the  law.  Some 
changes  in  Section  404  [which  requires 
companies  to  produce  an  annual  inter- 
nal-control report]  will  be  very  posi- 
tive for  the  business  community. 
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What  kinds  of  changes  to  404  might  we  expect? 

You're  going  to  see  not  a  one-size-fits-all  but  a  more  tailon 
approach  affecting  the  smaller  companies.  You're  going  to  a 
some  commonsense  proposals  coming  out  of  the  Securities 
Exchange  Commission  and  the  Public  Company  Accountii 
Oversight  Board  that  will  have  the  effect  of  bringing  a  lot  of  tl 
excess  costs  out  of  the  system,  but  maintaining  the  integrity 
the  system  and  protecting  the  investors  at  the  same  time. 

But  large  companies  also  have  complained  about  404.  In 
restrospect,  was  that  section  too  harsh  and  costly  for  business: 

I  think  404  has  obviously  proved  to  be  much  more  expensi 

than  anticipated,  and  I  think  everybody  agrees  with  that,  ai 

that's  why  the  flexibility  we  put  into  the  law  allows  the  SEC  at 

the  pcaob  to  make  some  of  those  changes.  For  examp 

their  proposals  will  put  much  more  of  an  emphasis  on  tl 

internal  audit  as  opposed  to  the  external  audit.  You  c< 

make  a  good  argument  that  most  of  the  costs  have  bee 

because  of  the  external  audit. 

What  are  your  thoughts  on  the  private  equity  boom? ' 
Do  you  think  we  need  to  see  heavier  regulation? 

No,  I  don't.  I  think  private  equity  plays  an  enormo 

role  in  our  economy  that  is  somewhat  misunde 

stood.  Whether  they're  hedge  funds  or  priva. 

equity  concerns,  they  do  a  real  service, 

many  cases,  private  equity  firms  take 

company  private,  fix  it  up,  dress  it  u 

and  put  it  back  on  the  market  for  an  IP 

We  have  enormous  capital  there  that  I 

almost  uniquely  American.  If  we  wei 

to  regulate,  say,  the  hedge  funds,  yc 

would  have  to  increase  the  budget 

the  SEC  something  like  tenfold.  I 

rather  unrealistic. 

How  worried  are  you  about  the 
subprime  mortgage  fallout?  Do  you 
think  we  could  enter  recession  at  son 
point  this  year? 

It's  always  possible.  But  I  don't  think  i 

going  to  be  driven  by  the  subprime  moi 

gage  meltdown.  The  indication  is  it's 

relatively  small  percentage  in  the  oven;] 

housing  mortgage  industry  and  an  ewj 

smaller  portion  of  the  overall  economy. 
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Health/Nutrition 


Ah  La/r.  G<?r  rh<?  Real  ykinny  on  far! 

An  Absolute  Must-Read  for  Men 

and  Women  Alike! 


fries.Qighs, 
andJues 


OEBOAAH  AAMESON    B)     Hi     UK 


•  Humorous  •  Clear  Cut 

•  Enlightening      •  Engaging . . . 

This  easy-to-access,  informative 

guide  will  have  the  fake  fats 

running  for  cover! 


Deborah  Arneson,  B.S.,  M.S., 
Licensed  Clinical  Nutritionist, 
demystifies  the  zany  outdated 
myths  surrounding  fat,  diets, 
health,  and  healing. 

TO  ORDER 

Please  Call: 

312-664-7979 

or  go  to 
www.healingquestcenter.com 

$16.50  +  shipping 
Allow  3-4  weeks  for  delivery 


/siness/Career  Opportunities 


IM  INCREDIBLE  INVENTION 


iroven  to  cut  electricity  costs 
by  up  to  40%. 

anufacturer  seeks  USA  &  overseas 
stributors  for  this  top  quality  high  tech 
foduct  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 


Rated  One  of  the 

TOP  BUSINESSES 

for  2007 


Business  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPANY 

fo  experience  needed,  we  support  you! 
Arrange  business  loans  and  leases 
from  $10k-  $10  million. 
Work  directly  with  national  lenders. 
Unlimited  earning  potential  and 
residual  income. 


$N 


Call  now  to  receive  a  FREE 
DVD  Seminar  and  Brochure! 

800-336-3933 


www.viewbfc.com 
The  Loan  Consultants,  Inc.,  since  1 983 


Education/Instruction 
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Onsite 

or 
Online 


reject  Management  Training 
vww.TheCourse.us 


Financial  Services 


ASSET  PROTECTION 


Offshore  &  Swiss  Bank 
Accounts/Credit  &  Debit  Cards 
Offshore  Corporations  &  Trusts 


604-608-6177 

BarberFinancialAdvisors.com 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 

Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 


Property  for  Sale 


BEACHFRONT  LOTS 
YUCATAN,  MEXICO 

Unspoiled  Beaches,  History  &  Nature 
in  colonial  Campeche.  Large  Sea 
Ranch  lots  from  $75,000,  Beachfront 
from  $125,000. 

www.SantillanaSeaRanch.com 

SantillanaSeaRanch@gmail.com 

800-517-8340 


For  Marketplace  advertising  rates  call 

312-464-0500 

or  email 
MMiller@classifiedinc.com 
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FREE  Fipmcial  Site! 

Quote.com  Brings  the  World's  Financial  Markets  To  You 


Quote.com  provides  you  Plus,  Quote. mobi  lets  you 

with  worldwide  quotes,  charts      take  the  markets  with  you  on 
and  news  covering  all  major         your  mobile  device. 


markets  —  All  for  FREE! 

www.Quote.com  •  www.Quote.com/uk 


Quote  com 

Bringing  The  World's  Financial  Markets  To  You  - 


Ouote.com  is  part  of  the  eSignal  Network  ol  Financial  Sites 

eSignal,  Inc.  is  a  wholly  owned  subsidiary  ol  Interactive  Data  Corporation  (NYSE  IDC). 


I  IdeasTheWelchWay 
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Turning  Blase  Into  Buy-In 


You  talk  a  lot  about  passion  being  the  key  to  success.  Is  passion 
innate  or  can  it  be  ignited  at  any  point  in  a  person's  career? 

—Bob  March,  Fairfield,  Conn. 

Every  one  of  us  knows  a  few  people  (or  more,  if  we're  lucky) 
who  are  perpetually  on  fire.  They're  madly  in  love  with  their 
work,  they're  wild  about  college  basketball  or  the  hometown 
team,  they  go  crazy  over  old  jazz  or  modern  art— whatever— 
they  just  pour  their  hearts  and  souls  into  life.  And,  given 
their  unrelenting  intensity,  you  can  be  pretty  sure  something 
innate  is  going  on. 

Let's  not  talk  about  them.  Like  people  born  with  blue  eyes 
or  high  arches,  they  are  what  they  are.  It's  more  useful  to  talk 
about  the  second  part  of  your  question:  Can  people  actually 
go  from  blase  to  burning  hot?  The  answer  is  a  resounding 
"yes,"  as  every  good  manager  already  knows.  Passion  can 
indeed  be  ignited,  but  you  must  draw  on  your  own  inner  fire, 
giving  your  people  powerful  answers  to  the  questions:  Where 
are  we  going?  Why?  And:  What's  in  it  for  me? 

Now,  we  realize  it's  probably  hard  to  imagine  these 
questions  motivating  the  glazed-eyed  employees  who,  sadly,  ' 
populate  too  many  companies,  counting  the-minutes  until  they 
are  free  of  managers  who  don't 
seem  to  care  or  make  sense  or 
both.  But  we've  seen  passion 
uncorked  in  even  the  most 
benumbed  cubicle  dwellers. 
Consider  what  happened  at  a 
business  we're  familiar  with— 
let's  call  it  Acme.  Three  years 
ago,  Acme  was  an  orphaned 
unit  floundering  inside  an 
international  manufacturer.  Its 
profits  weren't  growing,  and  its 
people  were  about  as  motivated 
as  hedgehogs  in  winter.  Enter  a 
private  equity  firm,  which  took 
Acme  private.  Critics,  of  course, 

focus  on  private  equity's  flaws,  but  one  of  its  greatest  virtues  is 
that  it  can,  and  often  does,  transform  an  acquisition  through 
zealous  attention  to  people,  rigorous  execution,  and  fresh 
ideas.  That's  what  happened  at  Acme.  Yes,  some  employees 
were  asked  to  move  on.  But  for  those  who  remained,  many  of 
them  in  their  50s  and  60s,  the  new  owners  offered  a  vision  of 
the  future  with  a  compelling  upside  for  those  who  bought  into 
it— new  opportunities  for  career  growth,  financial  reward,  and 
just  plain  fun  at  work. 

Fast-forward  to  an  Acme  business  review  that  one  of  us 
recentiy  attended.  Instead  of  acting  like  a  dreary  collection  of 
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It's  every 
leader's  job  to 
make  purpose 
come  alive 
—to  turn 
cynicism  into 
engagement 


clock-watchers,  people  were  exchanging  turnaround  stories, 
boasting  about  productivity  gains,  and  excitedly  comparing 
notes  on  "attacking"  previously  untapped  markets.  The 
cynicism  of  the  old  days  was  replaced  by  optimism  and 
genuine  engagement.  Clearly,  employees  who  had  once  seemdl 
passionless  had  learned  the  game,  how  they  were  supposed  to  j 
be  playing  it,  and  how  they  would  benefit  if  the  team  won. 
Fortunately,  you  don't  need  a  private  equity  investor  to 
make  that  happen  in  your  company.  Even  if  you  are  managirl 
just  three  people,  the  concept  applies.  Passion  gets  ignited  bji 
purpose.  And  if  s  every  leader's  job  to  make  that  purpose  conl 
alive.  Paint  the  future  in  vivid  colors.  Before  long,  people  whrtjjj 
once  looked  bored  may  well  burst  into  flame.  They  just  need  I 
you  to  strike  the  match. 

Does  the  subprime  mortgage  meltdown  have  the  potential  of 
bringing  down  the  U.S.  economy? 

—Alan  Marshall,  Plymouth,  Miq| 

Meltdown  is  a  good  word  for  the  unfolding  subprime 
mortgage  mess,  but  the  answer  to  your  question  is  still  "no, 
This  is  not  the  savings-and-loan  disaster  of  1989,  which 
helped  send  the  U.S.  economy  into  a  recession.  Today's 
economy  is  so  much  more  broad-based  and  global,  and  its 
financial  markets  so  much  more  liquid,  that  it  can  handle  th 
relatively  small  problem  without  serious  long-term  damage 

Of  course,  the  problem  doesn't  feel  small  to  the  people 
living  with  it.  Thousands  of  families  are  being  forced  to  moi 
out  of  their  homes  and  unload  their  properties,  many  of  the 
saying  they  never  understood  that  rising  interest  rates  couk 
destroy  their  dreams  of  homeownership.  And  employees 
of  the  companies  that  made  the  subprime  loans  are  facing 
layoffs  in  a  weakened  industry. 

Even  with  those  disheartening  stories,  though,  it  is 
important  to  recognize  that  the  subprime  mortgage 
business  is  just  a  small  percentage  of  a  $15  trillion  national 
economy.  Indeed,  you  can  already  see  the  economy's  overall 
resiliency  and  liquidity  in  the  activities  of  several  investment 
companies,  such  as  Goldman  Sachs,  that  are  buying  up 
portfolios  of  subprime  loans  at  distressed  prices. 

We're  not  saying  the  subprime  crisis  should  be  pooh- 
poohed.  But  even  with  its  spillover  effects— diminished 
consumer  spending,  for  instance— it  won't  kill  the  economy 
Think  big  blip,  not  blowout.  ■ 

Jack  and  Suzy  Welch  bok  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  thenifl 
arthewelchway@businessweek.com.  For  their  weekly  podcast  1 
go  to  www.businessweek.com/search/podcasting.htm. 
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Municipal  closed-end  funds  may  not  be  famous  for  heart-pounding  excitement.  Then  again,  there's  something  thrilling  about  the  tax-free  incoj 
they  can  provide.  With  over  90  municipal  closed-end  funds,  Nuveen  Investments  continues  to  pioneer  new  ways  to  offer  you  dependa 
tax-free  income.  Which  means  you'll  have  more  ways  to  balance  your  portfolio  and  keep  even  more  of  your  money.  Which  is  anything  but 
Learn  about  other  smarter  ways  to  be  conservative:  contact  your  advisor  or  visit  nuveen.com/cef.  As  always,  there  are  risks  inherent  ir 


investment,  including  the  possible  loss  of  principal.  Closed-end  funds  frequently  may  trade  at  a  discount  or  premium  to  their  net  asset  valt  j 

NUVEEN 

Investments 
Smarter  ways  to  be  conservative!' 

An  investor  should  carefully  consider  the  Fund's  objective,  risks,  charges  and  expenses  before  investing.  For  an  annual  repo/^J 
or  prospectus  (when  applicable)  containing  this  and  other  information  about  Nuveen's  funds,  contact  your  advisor  or  Nuveen  j ' 
1-800-257-8787.  Read  this  information  carefully  before  you  invest  or  send  money.  Income  from  national  Nuveen  municipal  closed-en 
funds  may  be  subject  to  state  and  local  taxes,  and  income  from  most  Nuveen  municipal  closed-end  funds  may  be  subject  to 
the  federal  alternative  minimum  tax.  Capital  gains,  if  any,  will  be  subject  to  capital  gains  taxes.  ©2007  Nuveen  Investments,  Inc 
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THE     POSSIBILITIES     ARE     INFINITE 


Your  potential.  Our  passion." 

Microsoft 
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The  next  8  hours 
will  be  very,  very  different. 

OFFICE2007.COM 

It's  a  new  day.  It's  a  new  office. 
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"We  chose  the  firm  with 
a  passion  for  the  business  of  accounting.' 


"The  Grant  Thornton  Assurance  team's  passion  for  what  they 
do  has  been  very  valuable  to  us.  They  delivered  exactly  what 
they  committed  to  in  their  proposal  and  displayed  an  exceptional 
ability  to  organize  and  execute  an  effective  audit.  They  asked 
excellent  questions  and  their  insights  demonstrated  a  deep 
understanding  of  our  business.  They  are  easy  to  get  along  with 
while  always  professional  at  the  same  time.  We  are  very 
appreciative  of  Grant  Thornton's  efforts  and  look  forward  to  a 
continuing  relationship  with  them." 

Brad  Johnson,  REI  Chief  Financial  Officer 

Ac  Grant  Thornton,  our  passion  for  what  we  do  for  our 
clients,  our  expertise  and  partner  involvement,  have  been 
the  hallmark  of  Grant  Thornton  LLP  in  the  U.S.  for  80 
years.  And  you  get  the  benefit  of  Grant  Thornton 
International  member  firms  in  112  countries.  Give  our 
CEO,  Ed  Nusbaum,  a  call  today  at  312.602.8003  or 
contact  our  partners  at  www.GrantThornton.com.  Get 
the  personalized  audit  assistance  you  deserve  and  find  out 
how  it  feels  to  work  with  people  who  love  what  they  do! 


Brad  Johnson 

REI  Chief  Financial  Officer 


Grant  Thornton  S 

A  passion  for  the  business  of  accounting* 
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30  China  vs.  Private  Equity 

Commerce  Secretary  Carlos 
Gutierrez  cited  manufacturers, 
workers,  and  farmers  when 
he  announced  new  tariffs  on 
Chinese  coated-paper  imports. 
But  the  biggest  beneficiaries 
are  private  equity  firms  such 
as  Cerberus  Capital  that  have 
bought  out  U.S.  papermakers 
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The  Corporation 

54  Cyber  Battles 

In  an  era  when  nastiness  can  erupt 
and  go  global  overnight,  "no  comment" 
doesn't  cut  it.  Here's  how  to  cope 


Science  &  Technology         Columnists 


Finance 

58  Sears:  Dawn  of  the  'Brand  Bond' 

It  has  created  $1.8  billion  in  securities 
based  on  the  value  of  Kenmore, 
Craftsman,  and  DieHard 

61  Q&A  with  David  Stockman 

Collins  &  Aikman's  last  CEO  claims  he's 
a  victim  of  prosecutors  "gone  wild" 


68  Big  Pharma's  Animal  Spirits 

From  doggie  antidepressants  to  livestock 
treatments,  veterinary  medicines  provide 
a  welcome  boost  as  drugmakers  lose 
patents  on  human  meds 

69  Developments  to  Watch 

Adjust  your  glasses  to  a  color  you  want; 
coral  may  be  tougher  than  it  seems; 
female  hormones  and  multiple  sclerosis 


Executive  Life 

76  Deja  Vu:  A  Boy's  Vacation  in  France 

The  author  never  forgot  the  Cote  d'Azur. 
Now  his  sons  won't  either 


Health 

62  Maine's  Grand  Experiment 

The  Dirigo  system  hasn't  provided 
universal  health  care,  but  it  offers  other 
states  a  blueprint  and  useful  lessons 

65  The  Small-Biz  Torpedo 

How  it  could  sink  a  health-care  fix 

65  Q&A  with  Ed  Gillespie 

A  powerful  GOP  lobbyist  pushes  reform 


22  Steve  Wildstrom:  Tech  &  You 

Micro-PCs  await  a  reworking  of  Windowv 

24  Jon  Fine:  MediaCentric 

Weighing  Sam  ZelPs  debt-heavy 
purchase  of  Tribune 

78  Mike  Marrone:  My  Tunes 

Groundbreaking  releases  from  two 
originals,  Tori  Amos  and  Neil  Young 

79  Robert  Parker:  On  Wine 

Bordeaux's  2003  vintage  stands  to  age 
gracefully,  so  stock  up  while  you  can 

92  Jack  and  Suzy  Welch:  The  Welch  Way 

Telecommuting  can  be  a  great  way  to 
live,  but  it's  no  route  to  the  top 


Government 

67  Shifting  Landscape  for  Illegals 

States  and  cities  are  responding  in  vastly 
different  ways  to  undocumented  workers 
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U.S.  real  estate  stocks  have  cooled,  but 
funds  are  finding  boom  times  abroad 

83  The  Hunt  for  Extra  Dividends 
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THE  WALL 
STREET  JOURNAL. 


3  200 J  Do*  /cot.  AC 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

/^endrick's 

V^30/750ml 

Most^V 
FlavorfuM 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
g    Organic 


Best 
Presentation 


$26.50/750ml 


V 


HENDRICK'S 


=3 


A  Most  Unusual  Gin 

HENDRICKSGIN.COM 


What's  Hot  This  Week  A 

BusinessWeek.com! 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/07_16/online.htm. 


Entrepreneurial  aces  (clockwise  from  top  left):  Felix 
Miller  and  Richard  Jones  of  Last.fm;  Atlassian  founder«L_ 
Mike  Cannon-Brookes  and  Scott  Farquhar;  Motricity's  tv  ■ 
Jud  Bowman;  Loopt  CEO  Sam  Altman 

Tech's  Newest  Hotshots 

Jud  Bowman  had  barely  begun  college  at  Stanford  University 
when  he  started  selling  venture  capitalists  on  the  idea  of 
downloading  songs  and  ringtones  to  cell  phones.  Five  years  late  J 
at  the  ripe  old  age  of  25,  his  company,  Motricity,  has  raised  more] 
than  $200  million  and  is  poised  for  an  IPO.  Bowman  is  in  the 
vanguard  of  young  entrepreneurs  who  are  extending  the  boundariej 
of  the  Web  on  mobile  phones.  Read  his  story,  and  meet  more  than 
a  dozen  other  30-and-under  innovators  in  BusinessWeek.com's 
annual  report  on  the  Best  Young  Entrepreneurs  of  Tech.  Among  this 
year's  finalists,  culled  from  a  long  list  of  nominees  submitted 
by  top  venture  capitalists  and  BusinessWeek.com  editors,  is 
Dalton  Caldwell,  CEO  of  Imeem.  Imeem's  Web  site  lets  users 
view  and  share  song  and  video  playlists— and  it's  shaking  up  the 
way  artists  put  their  music  in  front  of  millions  of  would-be  fans.  The 
best  entrepreneurs  aren't  just  building  a  better  Web;  they're 
also  striking  out  in  other  areas  of  tech.  Cases  in  point:  Seth  Coet 
Sullivan,  who  founded  QD  Vision  to  make  sharper,  less  expensive 
displays,  and  Mike  Cannon-Brookes  and  Scott  Farquhar,  the 
founders  of  Atlassian,  who  are  developing  software  to  help 
companies  manage  their  work  and  communications.  Go  to 
www.businessweek.com/go/07/best  for  these  stories  and  much  mor*! 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  New  York  Auto  Show:  The  latest  in  cars  and  trucks  I  De 
tination  CEO:  Xerox'  Anne  Mulcahy  I  Credit  unions  battle  banks  for  loans,  deposits,  and  customers  I  Che 
your  local  TV  listings  for  program  dates  and  times.  For  video  clips,  go  to  www.businessweekweekend.co 
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Pure  Performance 


Absolute  Precision 


K.Norris 


2154  Galleria  at  Tyler 
Riverside,  C A 

909.352,3773 
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3  Italy,  the  Hutchinson  mobile  company, 
always  chooses  the  best. 

To  build  the  DVB-H  Network, 
broadcast  the  mobile  television  signal, 
manage  and  control  the  DVB-H  system 
and  continuously  improve  DVB-H  performance, 
3  Italy  relies  on  RRD  service  &  solutions 
for  mobile  TV 

now  serves: 

-  3  Italy  with  a  multi  years  agreement  for 
playout  and  broadcast  services 

-  Hiwire  USA  trial  in  Las  Vegas 
for  the  entire  DVB-H  platform. 


Visit  us  at:  www.r 


n||    IfTV  |« 
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Come  and  visit  us  at  NAB2007  -  Booth  C7824 
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RADIOTELEVISIVE 


THE  WORLD'S  LARGEST  ELECTRONIC  MEDIA  SHOW 


jpFront 


"Should  there  be  a  divorce . . . 
we  would  be  very  happy." 

-Henning  Gephardt,  a  fund  manager  at 

DWS  Investment,  on  the  possible  sale  of  Chrysler, 

a  comment  that  drew  applause  during 

DaimlerChrysler's  annual  shareholder  meeting. 
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IRLINES 


Workers 
>ay:  We 
Nsntan 
Jpgrade' 


DN  THE  WEB  SITE  for  the  Allied 
Pilots  Assn.,  American  Airlines 
pilots  are  counting  down  the 
ys  until  Apr.  18.  That's  when  parent 
R  is  expected  to  award  big  bonuses 
nearly  1,000  top  managers.  At  noon 
i  pilots  plan  to  march  a  half-mile 
m  their  union  office  to  the  corporate 
adquarters  in  Fort  Worth,  shouting 
the  way  about  how  management 
eaping  upwards  of  $180  million 
bonuses  while  pilot  pay  has  fallen 
ring  the  past  five  years. 
The  good  news  is  the  airline 
ustry  is  back  in  the  black.  The 
d  news— for  airline  execs  and 
estors— is  that  workers  want  a 
ger  slice  of  those  profits.  Since  the 
)tember  11,  2001,  terrorist  attacks, 
:  airlines  have  done  a  tremendous 
of  cutting  employee  costs.  Four  of 
nation's  largest  carriers  declared 
tikruptcy,  allowing  them  to  break 
>or  contracts  and  hand  over  pension 
bilities  to  the  federal  government, 
w  passenger  traffic  and  fares  are  up, 
i  the  industry  netted  more  than  $2 
lion  in  2006,  its  first  profitable  year 
ce  2000. 
\lmost  every  major  airline  will 
al  with  labor  strife  this  year.  On 


LABOR'S  DECLINE 

PERCENT 
40. 


Mar.  27  five  unions  representing 
30,000  employees  at  United  Airlines 
announced  they  had  formed  a  coalition 
to  argue  for  better  pay  and  working 
conditions.  At  Northwest  Airlines,  which 
is  still  operating  in  Chapter  11,  flight 
attendants  have  been 
seeking  court  permission 
to  strike.  A  federal  court 
struck  down  their  suit 
on  Mar.  29,  and  the 
union  vows  to  appeal. 
Airline  management  says 
employees  are  benefiting 
from  the  industry  updraft. 
American  spokeswoman 
Susan  Gordon  notes  that 
employees  got  38  million  shares  of 
stock  when  they  negotiated  givebacks 
in  2003,  a  stake  now  worth  more  that 
$1  billion.  United  similarly  granted 
nearly  35  million  shares  of  UAL  stock 
to  more  than  64,000  employees,  an 
amount  worth  $1.5  billion,  when  the 


company  came  out  of  bankruptcy 
protection  last  year. 

But  James  Little,  head  of  the 
Transport  Workers  of  America,  says 
such  grants  were  one-time  events 
tied  to  worker  concessions  in  bleaker 
times.  Furthermore, 
airline  employees  have 
made  huge  strides  in 
efficiency.  "Because  of  all 
the  productivity  gains, 
employees  should  receive 
some  return,"  he  says. 

The  labor  woes  come 
at  a  still-difficult  time  for 
the  industry.  Although 
profits  are  climbing,  the 
major  carriers  face  high  fuel  costs  and 
continued  fierce  competition  from 
low-cost  carriers.The  trick  for  airline 
management  will  be  finding  a  way  to 
reward  employees  while  keeping  their 
companies  competitive. 

-Christopher  Palmeri 


55 


PERCENTAGE  OF  ADVERTISERS  who  have  produced  a  YouTube  video  to  promote  their 
brand,  according  to  a  survey  by  BusinessWeek.com  and  the  New  York  American  Marketing 
Assn.  The  poll  was  of  the  121  top  marketers  serving  as  judges  for  the  ad  industry's  2007  Eff  ie 
Awards.  To  see  the  full  results  of  the  survey,  visit  www.businessweek.com/go/07/effie. 
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ECO  WATCH 


HOW 
GREEN  IS 
MY  COFFEE 

WANT  AN  AVATAR  with  that 
latte?  Starbucks  is  serving 
up  an  earnest  ecology- 
themed  video  game  at 
planetgreengame.com, 
a  Web  site  that  was 
established  to  burnish 
the  company's 
environmentalist  image. 
Players  create  their 
own  avatars,  explore 
the  fictional  town  of 
Evergreen,  and  receive 
grades  based  on  their 
eco-sawy.  Hint:  Biking  or 
skateboarding  gets  you  a 
better  score  than  driving 
around  in  an  SUV. 

Starbucks  says  the 
new  game  was  inspired  by 
so-called  serious  games 
such  as  the  U.N.'s  Food 
Force.  It  enlisted  Global 
Green  USA,  a  nonprofit 
environmental  outfit, 
and  Tree  Media  Group,  a 
Santa  Monica  (Calif.)  film 
and  Web  producer,  for 
writing  and  creative  help. 
If  s  promoting  the  game 
on  its  homepage,  store 
receipts,  and  a  sponsored 
group  on  Facebook. 
com.  The  single  product 
placement  is  subtle 
enough:  a  sound  track 
featuring  songs  from 
Starbucks'  new  employee- 
produced  CD,  Off  the 
Clock. 

-Elizabeth  Woyke 


WALLY  WORLD 

IT'S  A  TOUGH  TOWN,  NEW  YORK 


LIKE  CHIEF  EXECUTIVES  of  other  beleaguered  companies, 
Wal-Mart  Stores  head  H.  Lee  Scott  Jr.  took  the  advice  of  his 
public-relations  advisers  and  in  late  March  met  directly  with 
some  of  his  critics:  the  New  York  media. 

But  on  his  goodwill  tour  he  encountered  even  more  bad 
press.  The  first  story  to  come  out,  in  the  Mar.  28  issue  of  The 
New  York  Times,  proclaimed:  "Wal-Mart  Chief  Writes  Off 
New  York."  Scott,  who  told  the  paper,  "I  don't  care  if  we  are 
ever  here. ..I  don't  think  it's  worth  the  effort,"  brought  that 
misfortune  upon  himself. 

Although  Scott  was  more  careful  in  other  interviews,  the 
negative  stories  continued.  The  next  day,  the  Times  published 
a  front-page  story,  "Bare-Knuckle  Enforcement  for  Wal-Marf  s 
Rules."  The  Wall  Street  Journal  followed  with  an  Apr.  4  article, 
"Inside  Wal-Mart's  'Threat  Research'  Operation." 

On  the  newsstands,  meantime,  was  a  New  Yorker  piece, 
"Selling  Wal-Mart:  Can  the  Company  Co-Opt  Liberals?" 
Mona  Williams,  Wal-Mart's  chief  spokeswoman,  had  met  the 
magazine's  writer  in  her  Bentonville  (Ark.)  office,  where  she 
has  a  framed  2003  BusinessWeek  cover  that  asks:  "Is  Wal-Mart 
Too  Powerful?"  She  told  him:  "I  keep  that  there  to  remind  me 
never  to  trust  reporters."  Nonetheless,  she  and  Scott  dropped 
by  to  see  us,  too.  -Susan  Berfield 


BEST  IN  SHOW 

GIVING 
THE BOOTH 
A BOOST 

EVERY  INDUSTRY  has  a  trade 
show — even  the  folks  who 
put  on  trade  shows.  At 
this  year's  Exhibitor2007 
conference,  held  at  the  end  of 
March  in  Las  Vegas,  the  big 
pitch  was  helping  companies 
boost  returns  on  their  trade- 
show  investments. 

Consultant  Martin 
Smith  places  cameras 
over  the  booths  of  clients 
such  as  Toshiba  and  Xerox 
to  monitor  traffic  flow 
and  the  performance 
of  the  booth  operators. 
He  tells  customers  not 
to  design  booths  that 
have  walls,  platforms, 
or  sharply  contrasting 
carpet  that  discourage 
walk-in  traffic. 

"A  big  mistake  people 


make  is  treating  this  like  a 
one-on-one  sales  call,"  says 
Matthew  Hill,  who  trains 
corporate  salespeople.  He 
tells  them  to  invite  others 
into  a  conversation,  so 
they  can  pitch  two  or  more 
potential  customers  at  once. 

A  rising  number  of  the 
13,100  shows  in  the  U.S.  have 
turned  to  independent  firms 
to  audit  their  attendance. 
Skip  Cox,  president  of  Exhibit 
Surveys,  analyzes  such  data. 
For  instance,  if  most  visitors 


are  first-timers,  he  says,  a 
company  might  not  need  to 
build  a  new  booth. 

Even  providers  of  "booth 
babes"  are  getting  into  the 
act.  Drae  Collins,  founder  of 
GoodGirl  Promotions,  says  she 
now  puts  her  spokesmodels 
through  three  days  of 
training  on  client  products 
before  hitting  the  show  floor 
"They're  not  only  eye  candy, 
she  says.  "They  also  write 
orders." 

Trade  show  attendance 
in  the  U.S.  peaked  at 
5.1  million  visitors  in  i 
1996,  according  to 
TradeshowWeek.  Many 
have  folded  or  shrunk, 
as  companies  shift 
marketing  to  online  ac 
and  private  events.  Th 
19-year-old  trade  shov 
for  trade  shows  must 
be  doing  something 
right:  Exhibitor2007 
drew  a  record  7,200 
attendees. 

-  Christopher  Palme 
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S  2007  United  HeallhCare  Sen 
jffiliates.  Administrative  services 


isurance  coverage  provided  by  or  through:  United  HealthCare  Insurance  Company,  or  their 
if  United  HealthCare  Insurance  Company,  United  HealthCare  Services,  Inc.  or  their  affiliates. 


In  our  case,  supersizing  is  actually  healthy.  The  truth  is,  bigger 
can  be  better.  If  not  in  fast  food,  then  in  your  health  care  plan.  In  fact, 
i    our  network  includes  over  520,000  physicians  and  health  care  professionals, 
4,700  hospitals  and  60,000  pharmacies.  So  there  is  always  someone 
*  close  by  to  take  care  of  you  and  your  employees.  And  that  kind  of  access 
couldn't  be  any  healthier.  Simpler  process,  smarte/  solutions,  better  results 
for  you.   UnitedHealthcare  Healing  health  care.  Together. 


Call  your  broker  or  visit  uhcicom/together 
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TAX  HAVENS 

THE  ISLE  OF 
E-BUSINESS 

THE  ISLE  OF  MAN,  a  tax- 
friendly  dot  in  the  Irish  Sea, 
has  long  been  a  magnet  for 
well-heeled  performers  such 
as  actor  John  Rhys-Davies 
(The  Lord  of  the  Rings)  and 
the  Bee  Gees'  Robin  Gibb. 
Now  it's  chasing  another 
segment  of  the  entertainment 
industry:  film  and  music 
download  businesses.  The 
local  government  began  its 
push  last  April  after  cutting 
its  corporate  tax  rates  to  zero 
for  businesses  that  move 
their  headquarters  to  the 
island  and  capping  personal 
tax  liability  at  about  $197,000 


a  year.  Since  then  the  island 
has  attracted  businesses 
numbering  "well  into  double 
figures,"  says  Tim  Craine, 
director  of  e-business  and 
space  commerce  for  the  Isle 
of  Man  Treasury.  Continent  8 
Technologies  CEO  Michael 
Tobin,  who  launched  a 
business  building  and 
operating  Internet  data 
centers  on  the  island  last 
year,  also  cites  the  locale's 
strong  technological 
infrastructure,  such  as  its 
"good  connectivity,"  as  a 
primary  selling  point  for 
new  businesses.  But  there 
are  other  isles  in  the  sea.  The 
Channel  Islands  Guernsey 
and  Jersey  are  mulling 
similar  business-friendly 
tax  breaks.     -Lindsey  Gerdes 


WEB  WATCH 

CALLING  IN  THE  VIRTUAL  G-MEN 

THE  SEEDIER  SIDE  of  Second  Life-the 
online  world  where  users  spend  real 
money  to  shop  as  well  as  gamble  and 
misbehave — is  coming  under  federal 
scrutiny.  Linden  Lab,  the  company  behind 
the  virtual  world,  recendy  invited  the 
FBI  to  visit  its  online  casinos  and  clear 
up  what's  allowed  under  last  year's 
Internet  gambling  bill.  On  Second  Life,  residents  bet  with  Linden 
dollars,  which  are  not  real  currency,  Linden  Lab  argues.  But 
virtual  profits  can  be  converted  to  hard  cash,  through  PayPal.  Is 
it  offshore  gambling?  Depends  on  the  scale.  "The  FBI  needs  to 
distinguish  the  professional  gamblers  from  casual  gamblers  in 
Second  Life,"  says  Edward  Castronova,  a  telecom  prof  at  Indiana 
University  and  a  virtual-economy  expert.  -ALU  McConnon 
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OLYMPIC  CONTENDERS 

Let  The  Bids  Begin      j 

AND  THE  WINNER  IS...  Come  Apr.  14,  the  U.S.  Olympic 
Committee  will  pick  either  Los  Angeles  or  Chicago  as 
America's  nominee  to  host  the  2016  summer  games.  At 
stake  is  economic  impact  estimated  at  $6.5  billion,  and 
the  glory  of  being,  however  fleetingly,  the  center  of  world 
athletics.  The  U.S.  medalist  still  must 
beat  a  half-dozen  foreign  cities  to  claim 
the  tide. 


Fund-Raising  Goal 


$20  million  from  private 
sources,  plus  $320  million 
for  a  95,000-seat  stadium 
and  at  least  $1  billion  for  an 
Olympic  Village. 


$1  million  up  front  from 
private  sources,  and  about 
$20  million  later;  $60 
million  pledged  to  enlarge 
the  Home  Depot  Center. 


Local  Deep  Pockets 


Boeing,  Sears,  McDonald's, 
and  dozens  more  biggies. 


A  shorter  list  topped  by  ' 
Disney,  Hilton  Hotels,  and 
Mattel. 


Inside  Track 


Pros:  The  private  sector  has 
dug  deep  before,  giving  $200 
million  for  downtown's 
Millennium  Park.  Chicago 
would  be  a  new  venue,  too. 
Cons:  No  facility  is  big 
enough  to  be  a  centerpiece. 
And  no  celebrity  set. 


Pros:  Sunshine,  proximity  tc 
Hollywood,  good  existing 
facilities,  including  Los 
Angeles  Memorial  Coliseum 
built  for  the  1932  Games. 
Cons:  Has  already  had  its 
turn,  having  hosted  the 
Games  in  1932  and  1984. 


Gaming  the  Odds 


Why  Chicago  will  beat  L.A.: 
"The  level  of  private 
philanthropy  in  Chicago  has 
been  staggering,"  says  Ryan. 


Why  L.A.  will  beat  Chicago: 
"We're  asked. ..not  to  say 
anything  negative  about  our 
competition,"  says  Simon. 


Rugged, 

lightweight 

and  built  to 

stay  connected 

on  the  move. 


Broadband 

Access  Built-in 


Panasonic 
TOUGHBOOKY5 


Introducing  the  stylish  and  dependable 
Panasonic  Toughbook®  Y5  with 
Verizon  Wireless  BroadbandAccess 
Built-in.  Its  rugged  design,  lightweight 
construction  and  6-hour  battery  life 
provide  the  power  and  durability 
Toughbook  is  famous  for.  And  access 
to  America's  most  reliable  wireless 
broadband  network  is  already  built  in, 
so  you're  no  longer  dependent 
on  Wi-Fi  hotspots.  It's  the  freedom 
to  work  on  the  go,  on  the  notebook 
and  on  the  network  you  can  count  on. 


«  «*    m 


Buy  a  new  Toughbook  Y5  and  get  a: 

$75  mail-in  rebate  on 
BroadbandAccess  service  with 
a  new  2-yr  activation.* 


nasonic   leas  for  life 


yen  onwireless     TOUGHBOOK 


**w 


"  "y*  of  interstate  8,  mil  tele 
8A);  gov't  taxes  and  Veriz... . 

icrAgmt  Calling  Plan  &  credit  approval 

dbamJAccess  Plan  $59  99  or  higher.  Cannot  be 
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ebate.  Not  i 


eligible  for  procesMii 
'.  rebate  will  be  ma 


Contact  <{DW/  a  Panasonic  partner 
CALL  1.888.557.4239 
CLICKverizonwireless.com/panasonic 
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Jumping  Without 
A  Parachute 


THE  MAR.  31  departure  of 
Steven  Heyer  from  Starwood 
Hotels  &  Resorts  Worldwide  is 

raising  plenty  of  eyebrows. 
Investors  have  watched  a 
string  of  departing  CEOs 
collect  fat  payouts— even 
top  execs  who  led  their 
companies'  share  prices 
downhill.  On 
Heyer's  watch, 
Starwood's  stock 
marched  upward, 
and  he  is  credited 
with  a  number  of 
moves  to  diversify 
the  owner  of  such 
hotel  chains  as 
Sheraton,  Westin, 
and  Le  Meridien  and  position 
the  $6  billion  company 
for  future  growth.  Yet  he's 
leaving  without  a  penny  in 
severance.  What  gives? 

The  answer  may  be 
that  directors  are  finally 
getting  the  message:  The 
corporation  is  not  a  piggy 
bank  to  be  plundered  for 
payoffs.  Exiting  executives 
get  what  their  contract  calls 


for,  nothing  more. 

Three  years  ago,  Heyer 
walked  away  from  the  No.  2 
position  at  Coca-Cola  after 
directors  there  wouldn't 
promise  him  he  could  have 
the  top  job.  After  some 
hesitation,  according  to 
published  reports,  Coke's 
board  decided 
that  Heyer  was 
departing  for 
"good  reason,"  a 
common  provision 
in  employment 
contracts  that 
triggers  severance 
payments.  Heyer's 
$23  million  going- 
away  present  was  one  of 
several  at  Coke  that  drew 
criticism  and  ultimately  led 
the  beverage  giant  to  change 
its  exit-payment  practices. 

Did  Heyer  do  something 
bad  to  lose  out  on  severance 
at  Starwood?  A  for-cause 
firing  under  his  September, 
2004,  contract  would  have 
denied  him  severance, 
but  "cause"  is  defined 


specifically  as  such  things 
as  felony  convictions 
and  gross  negligence.  A 
Starwood  spokeswoman 
says  that  Heyer  "was  not 
terminated  for  cause." 
Instead,  he  "resigned," 
she  says,  adding:  "Steve 
and  the  board  mutually 
agreed  to  the  terms  of  the 
separation." 

It  is  no  secret  that  Heyer 
and  the  board  clashed 
frequently  over  everything 
from  strategy  to  his 
management  style.  Heyer's 
decision  to  base  himself  in 
Atlanta  and  commute  to 
Starwood's  White  Plains 
(N.Y.)  headquarters  on  a 
company  jet,  for  example, 
was  a  sore  point.  From 
Heyer's  vantage  point,  he 
too  often  had  to  fight  to  get 
the  board  to  sign  off  on  his 
plans.  Heyer  could  not  be 
reached  for  comment. 


Until  TIMES 

fairly  recent      SQUARE 
times,  even       Starwood'j 
an  acri-  w  Hotel 

monious 
parting 

of  the  ways  might  have 
led  a  board  to  stretch  to 
find  "good  reason"  for 
the  executive's  departure  i 
and  grease  the  exit  slide 
with  severance  cash.  Not 
anymore,  says  James  Kimi 
a  compensation  consultan 
at  Frederic  W.  Cook  in  San 
Francisco.  With  intense 
scrutiny  of  executive  pay, 
he  says,  "boards  are  very 
reluctant  to  go  beyond 
anything  that  wasn't 
specifically  negotiated"  in 
contract.  Now,  he  says,  th 
"are  going  to  try  to  part 
with  as  little  as  possible. 
The  days  of  trying  to  do  t! 
guy  a  favor  are  pretty  mm 
gone."  -Michael  Orn 


QUESTION  OF 
THE  WEEK 

You  finally 
made  it  to  the  top. 
What's  the  first  thing 
you  did  when  you 
moved  into  the  chief 
executive  suite? 


"/  promptly  agreed  to  meet 
with  everyone  who  has  Outlook 
calendar  capabilities— most  of 
the  free  world,  it  seemed— but 
more  to  the  point,  I  ate  lunch  in 
the  cafeteria  with  employees  and 
met  with  people  in  their  offices 
instead  of  having  them  come  to 
my  office." 

Jeffrey  Kinder,  who  became 
CEO  of  Pfizer  last  July 


"I  always  keep  a  camera  around. 
So  I  had  someone  take  my  picture 
against  one  window  where  you 
could  see  GM  headquarters  in  the 
distance,  and  out  another 
window  where  Chrysler's 
headquarters  is  in  the  distance. 
And  then  I  e-mailed  them  to  my 
family." 

Alan  Mulally,  who  became 
CEO  of  Ford  Motor  last  October 


A  people-ready  business  runs  on  Microsoft  software. 

Data  can  hide  anywhere.  But  that  doesn't  stop  a  people-ready  business.  The  search  features  in  the 
Windows  Vista™  operating  system,  running  on  Microsoft  *  Office  SharePoint"  Server  2007,  can  pinpoint 
the  most  obscure  files— quickly.  And  with  the  powerful  collaboration  tools  in  the  2007  Microsoft  Office 
system,  teams  can  share  the  data  and  turn  it  into  gold.  Looking  for  a  way  to  help  productivity? 
You  found  it.  Microsoft.  Software  for  the  people-ready  business™  microsoft.com/peopleready 
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The  only  really 
meaningful  actions 
are  to  reduce  one's 
own  emissions..." 

-Anja  Kolmuss 

Tufts  Climate  Initiative 

Medford,  Mass. 


CARBON  OFFSETS:  USEFUL  TOOL 
OR  SMOKE  AND  MIRRORS? 

AS  A  nonprofit  that  has  pioneered  the 
U.S.  offset  market  for  10  years,  ever  since 
Oregon  passed  the  first  law  requiring  new 
power  plants  to  offset  part  of  their  emis- 
sions, the  Climate  Trust  agrees  that  some 
of  the  greenhouse  gas  offsets  being  sold 
in  the  U.S.  market  are  of  dubious  quality 
("Another  inconvenient  truth,"  The  En- 
vironment, Mar.  26).  We  also  agree  that 
offsets,  if  done  right,  can  be  an  important 
tool  for  fighting  climate  change. 

The  promise  of  an  offset  is  that,  from 
the  atmosphere's  perspective,  the  results 
are  essentially  the  same  as  they  would 
be  if  a  business  met  its  reduction  goal 
by  cutting  emissions  at  its  own  facili- 
ties. High-quality  offsets  allow  society  to 
maximize  emissions  reductions  achieved 
per  dollar  spent. 

We  are  concerned,  however,  that  the 
low-quality  offsets  being  offered  by  some 
could  cause  policymakers  to  throw  out 
the  baby  with  the  bathwater. 

The  Climate  Trust  provides  a  model  for 
how  to  do  offsets  right.  If  the  rest  of  the 
voluntary  offset  market  applied  the  qual- 
ity standards  developed  by  the  Climate 
Trust,  consumers  would  get  what  they 
pay  for,  regulators  would  have  greater 


confidence  in  offsets,  and,  most  impoJ 

tant,  the  atmosphere  would  see  a  signiii 

cant  increase  in  environmental  benefits.) 

-Mike  Burnt 

The  Climate  Trui 

Portland,  Ot  | 

CONGRATULATIONS  ON  exposing 
sham  marketing  of  carbon  offset  credits  t-l 
assuage  the  guilt  of  the  rich  and  famou  j 
Lef  s  see  how  far  we  can  carry  the  hypao] 
risy  of  purchasing  credits  from  business^ 
that  would  have  cut  their  emissions  am| 
way,  either  through  regulatory  mandaJ 
or  because  it  made  good  business  sensei 
According  to  People  for  the  Ethicl 
Treatment  of  Animals,  the  meat  induif 
try  is  one  of  the  largest  contributor] 
to  greenhouse  gas  emissions.  Shouldrl| 
the  nation's  millions  of  vegetarians 
receiving  carbon  offset  credits  also? 

-Jeffrey  LavM 
Tigard,  Oil 

AL  GORE  AND  the  organizers  of  tl  W 
Academy  Awards   deserve   credit  fP 
raising  America's  awareness  of  climaj 
change— and     making     animal-waaj 
management  seem  cool— regardless 
whether  the  carbon  offsets  purchasd 
for  the  gift  baskets  at  the  Acadeni 
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ReadersReport 


Awards  are  "additional"  or  "business 
as  usual."  More  to  the  point  is  that 
by  limiting  itself  to  voluntary  efforts, 
the  U.S.  is  being  left  behind  in  the 
$20  billion-plus  global  carbon  market. 

If  BusinessWeek  focused  on  the  big- 
ger picture,  such  as  Europe's  unilateral 
commitment  to  reducing  emissions  and 
congressional  testimony  by  Al  Gore,  Sir 
Nicholas  Stern,  and  the  CEOs  of  major 
multinationals  endorsing  a  cap  on  U.S. 
greenhouse  gas  emissions,  it  could  help 
promote  a  dialogue  leading  to  meaning- 
ful action  by  the  U.S.  on  climate  change. 
-Veronique  Bishop 
McLean,  Va. 

AS  ONE  OF  your  sources,  I  was  pleased 
to  read  the  article  on  carbon  offsets.  But 
there  are  two  things  I  would  like  to  clar- 
ify: The  Tufts  Climate  Initiative  is  not  an 
advocacy  group  but  a  branch  of  the  Tufts 
Sustainability  Office,  which  helps  Tufts 
University  reach  its  goal  of  lowering 
its  own  greenhouse  gas  emissions.  We 
conduct  research  on  energy  and  climate 
change  and  help  the  university  implement 
energy-efficiency  projects  to  cut  its 
carbon  footprint. 

The  Tufts  Climate  Initiative  is  not 


strictly  opposed  to  carbon  offsets.  Car- 
bon offsets  do  have  a  place  in  spurring 
innovation  and  helping  the  U.S.  move 
toward  a  low-carbon  economy.  However, 
the  only  really  meaningful  actions  are  to 
reduce  one's  own  emissions  and  to  be 
politically  active  to  make  sure  meaning- 
ful legislation  is  enacted. 

To  claim  climate  neutrality  simply  by 
buying  offsets  is,  in  my  opinion,  dishon- 
est and  misleading. 

-Anja  Kollmuss 

Tufts  Climate  Initiative 

Medford,  Mass. 

YOUR  PIECE  PROVIDES  a  perfect  micro- 
cosm of  the  liberal  Establishment.  Rather 
than  do  any  heavy  lifting  to  achieve 
the  results  they  seek,  they  throw  money 
(someone  else's  if  possible),  climb  on  the 
shoulders  of  those  who  did  the  work,  and 
crow  about  the  great  things  they've  done. 
-Brett  A.  Larsen 
Indianapolis 

INDIAN  GAMING: 

THE  GOOD  AND  THE  UNFAIR 

"PARLAYING  CASINOS  into  empires" 
(Finance,  Mar.  26)  appears  to  suffer  from 
interest-group  capture.  Both  Wall  Street 


CORRECTIONS  &  CLARIFICATIONS 

"Hail  to  CVS/Caremark"  (Inside  Wall  Street 
Apr.  9)  should  have  said  that  William 
Dreher  is  an  analyst  at  Deutsche  Bank, 
not  UBS. 
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and  BusinessWeek  should  be  applauding 
the  economic  development  that  Indii,alitv 
gaming  brings  to  Indian  country. 

For  generations  our  people  suffenU" 
poverty  and  deprivation  while  the  feinite[ 
eral  government  built  infrastructure 
other  communities  just  across  the  ri\ |, 
or  over  the  mountains.  You  could  alwa 
tell  when  you  got  to  an  Indian  reserv^m 
tion  because  the  roads  were  so  bad. 

Today,  Indian  gaming  is  a  catahi 
for  the  economic  development  of  ] 
dian  lands  and,  more  recently,  of  t(ie'ta> 
U.S.  economy  as  a  whole.  And  Indi 
tribes  generally  have  good,  solid  relatio 
ships  with  local  communities.  So  yc 
article's  discussion  of  a  backlash  on  Mjlj 
Street  does  not  reflect  the  reality  of  cl 
situation. 

-Ernest  L.  Stevensuk 
National  Indian  Gaming  Aa  [( 
WashingU 
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AmericanAirlines,  AA.com  and  We  know  why  you  fly  are  marks  of  American  Airlines.  Inc.  oneworld  is  a  mark  of  the  oneworld  Alliance.  LLC. 


OUR  STORY  ON  INDIAN  gaming  was 
reaching  to  the  choir  here  in  Washing- 
>n  State.  With  26  federally  recognized 
ibes,  some  with  multiple  casinos,  as 
eighbors,  Washingtonians  are  acutely 
ivare  of  the  concerns  you  discuss. 
While  pointing  out  the  disadvantages 
(  local  nontribal  communities,  the  ar- 
cle  did  not  mention  a  glaring  economic 
ality:  Choosing  to  continue  as  wards  of 
ie  government  means  that  these  very 
iccessful  tribes  are  still  ladling  from  the 
lite  pot  of  federal  aid  that  could  be  bet- 
r  spent  accelerating  the  development  of 
uly  destitute  tribes  in  remote  locations. 
Meanwhile,  in  order  to  accelerate  the 
:onomic  growth  of  local  tribes,  our  state 
wernment  does  not  require  them  to 
y  any  gaming  revenue  tax.  So  we  state 
xpayers  just  tighten  our  belts,  take  up 
e  tax  slack,  and  dream  of  retiring  to 
Dnnecticut. 

-Michael  Whitehead 
Marysville,  Wash. 

|REAKUPAND 

AKE  THE  BUSINESSWEEK  50 

l>  A  RETIRED  Dun  &  Bradstreet  em- 
[loyee,  I  found  "The  BusinessWeek  50" 
fcover  Story,  Mar.  26)  particularly  in- 


teresting. Prior  to  being  spun  off,  Cogni- 
zant (No.  12),  IMS  Health  (No.  25),  and 
Moody's  (No.  29)  were  part  of  the  then- 
$5  billion-plus  Dun  &  Bradstreet  Corp. 

Previously  shackled  by  senior  man- 
agement, these  companies  subsequently 
flourished.  I  found  this  to  be  a  notewor- 
thy comment  on  the  business  skills  of  the 
people  in  senior  management  positions 
at  Dun  &  Bradstreet  at  that  time. 

-Doug  Greene 
Cortez,  Colo. 

MORE  EVIDENCE  THAT  YOUR 
DOCTOR'S  OPINION  ISN'T  GOSPEL 

THANK  YOU  FOR  your  excellent  review 
of  Dr.  Jerome  Groopman's  How  Doctors 
Think  ("The  doctor  is  in  a  rut,"  Books, 
Mar.  26).  Unfortunately,  however,  by 
saying  that  celiac  disease  is  rare,  you 
have  committed  one  of  the  errors  Groop- 
man  warns  about.  Celiac  disease  occurs 
in  the  U.S.  in  about  1%  of  the  population. 
That  makes  it,  according  to  many  re- 
searchers in  this  area,  the  most  common 
hereditary  disease  among  humans. 

Ann  Dodge's  story  is  a  common  one 
in  the  celiac  community.  My  brother 
died  of  lymphoma  two  years  after  I  was 
diagnosed  with  celiac  disease.  He  was 


refused  testing  for  celiac  disease  follow- 
ing the  diagnosis  of  his  lymphoma.  He 
was  told  that  celiac  disease  is  rare,  that 
the  gluten-free  diet  is  nutritionally  inad- 
equate, and  that  testing  for  celiac  disease 
might  cause  his  lymphoma  to  spread. 
All  three  of  these  claims  are  ludicrous, 
yet  they  came  from  his  primary-care 
physician,  someone  my  brother  trusted. 
-Ron  Hoggan 
Calgary 
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BY  STEPHEN  H.  WILDSTROM 


Waiting  for  Windows  Micro 

Since  you  can  buy  compact  notebook  computers  weighing  less  than  three 
pounds  for  around  $1,200,  do  we  really  need  teensy,  sub-two-pound 
Windows  PCs  for  $2,000?  I  have  tried  out  many  ultracompact  PCs  over  the: 
past  decade,  and  none  has  been  truly  compelling.  The  new  FlipStart  is  the 
best  one  I've  used,  but  it  needs  better  software  to  reach  its  potential. 


While  no  micro-PC  has  ever  been  a  huge  hit, 
the  market  is  surprisingly  crowded.  Samsung 
has  its  slate-like  Ql.  Startup  0Q0  has  a  model 
called  the  0Q0  2  with  a  slide-out  keyboard. 
Sony  has  the  Vaio  UX1XN,  also  a  slide-out.  And 
this  summer  a  company  called  HTC  will  start 
shipping  the  Shift,  with  a  flip-up  screen. 

Vulcan  Portals,  run  by  Microsoft  co-founder 
Paul  Allen,  took  a  different  approach  with  the 
FlipStart.  It  opted  for  a  shrunken  version  of  a 
conventional  clamshell  design,  just  6  in.  by  4V2 
in.,  with  a  5.6-in.  display.  The  unit  crams  in  all  the  features  of 
a  full-size  laptop.  Although  too  small  for  true  touch-typing, 
the  keyboard,  unlike  most  of  its  competitors,  contains  all  the 
numbers  and  symbols  in  a  standard  QWERTY  layout.  For 
pointing,  there  is  both  a  touch  pad  and  a  track  stick. 

One  feature  I  gready  admire  in  the  FlipStart  is  its  connect- 
anywhere  wireless.  It  comes  with  both  Wi-Fi  and  a  modem 
for  Sprint  NextePs  high-speed  data  network  (unlimited 
data  for  $60  a  month),  making  it  an  effective  alternative 
to  a  BlackBerry  or  other  smartphone. 
There's  even  a  tiny  camera  for  video- 
conferencing. It's  a  bit  big  to  wear 
on  your  belt  or  carry  in  a  pocket,  but 
it  can  run  all  Windows  (XP  or  Vista) 
applications. 

FLIPSTART  ALSO  ADDRESSES  another 
chronic  problem  of  the  micro-PC:  poor 
battery  life.  It  does  so  in  the  only  feasible 
way,  using  a  really  big  battery  that  gives 
up  to  six  hours  of  use.  The  standard 
extended-life  battery,  which  covers 
the  entire  bottom  of  the  unit,  accounts 
for  about  a  third  of  FlipStart's  1.6-in. 
thickness  and  10  of  its  28  ounces.  An 
optional  thin  battery  saves  a  quarter- 
inch  and  4  oz.,  but  cuts  battery  life  by 
more  than  half. 

But  for  all  their  cleverness,  Vulcan 
Portals'  designers  failed  to  solve  a 
fundamental  problem.  Windows  simply 
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doesn't  work  well  on  a  screen  much  smaller  thanil 
12  inches  in  diagonal,  and  FlipStart's  display  is 
far  tinier  than  that.  The  screen's  high  resolution,! 
l,024-by-600  pixels,  is  a  mixed  blessing.  Unlike 
many  small  displays,  you  can  see,  for  example, 
the  full  width  of  Web  pages  without  scrolling.  Bud 


on  the  eyes 


FlipStart's 
micro-PC  is 
the  best  yet. 

-1  •    5  -1        me  run  wium  or  wen  page: 

DUX  It  S  rOVLSjll     in  such  a  small  space,  type,  icons,  buttons,  and 
everything  else  are  minuscule. 

FlipStart  offers  several  tricks  to  get  around  the 
difficulty.  One  is  a  magnifier  button  that  provides 
several  levels  of  enlargement  for  everything  on 
the  screen— at  the  expense,  of  course,  of  showing  you  less. 
Another  button  brings  up  the  FlipStart  Navigator,  which 
provides  simple  access  to  frequently  used  programs  such  as 
e-mail.  And  the  InfoPane,  a  1.8-in.  display  on  the  outside  of 
FlipStart's  lid,  lets  you  browse  e-mail  messages,  calendar 
items,  and  contacts  without  even  opening  the  unit. 

All  of  these  features,  however,  are  essentially  Band-Aids. 
Microsoft,  in  partnership  with  Intel,  has  been  aggressively 
promoting  what  it  calls  the  ultra-mobile  PC  as  a  new  class 
of  personal  device.  But  it  hasn't 
customized  its  software  to  suit  these 
radically  reduced  dimensions.  What's 
needed  is  a  complete  reworking 
of  Windows,  as  well  as  such  key 
applications  as  Internet  Explorer, 
Outlook,  and  Word.  This  requires  hard 
choices  about  what  has  to  be  on  the 
display.  The  screens  must  be  simplified- 
not  merely*  shrunk— for  tiny  displays 
to  be  useful.  Until  that  happens,  these 
mini- PCs  will  remain  tributes  to  brilliant 
engineering.  But  for  now  if  s  hard  to 
make  a  strong  case  for  their  use.  ■ 
E-mail:  tech&you@businessweek.coi 


I  ONLINE:  For  past  columns 
and  online-only  reviews,  go  to  technology&you  at 
businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on ) 
his  latest  column,  go  to  businessweek.com/ 
search/pod  casting.htm 
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IT'S  NOT  EXPENSIVE  TO  LOOK  EXPENSIVE. 
HP  COLOR  LASERJETS  STARTING  AT  $299. 

Looking  your  best  just  got  even  easier  with  the  HP  Color  LaserJet.  Its  renowned  print  quality  helps 

you  stay  current  and  competitive.  And  for  15  years  running,  HP  has  been  PC  Magazine's  Readers' 

Choice  for  service  and  reliability.  HP  LaserJets,  the  reliable  workhorse  printers  for  business. 


GOOD  ^ 

HP  Color  LaserJet  1600. 
Up  to  8  pages  a  minute 

$299. 


Color  LaserJet  2605dn. 
Up  to  10  pages  a  minute* 
Plus  two-sided  printing. 

$499. 
BETTER 

HP  Color  LaserJet  2600n. 
Up  to  8  pages  a  minute. 
Plus  network-ready. 

$399 


it  hp.com/go/c6lorprinfer  Call  1-800-888-3119.  Or  visit  your  local  reseller  or  retailer. 
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BY  JON  FINE 


Running  Tribune— On  Empi 

So  ends  Tribune,  the  publicly  traded  company.  So  begins  Tribune,  the 
extraordinarily  leveraged  privately  held  company.  J  How  leveraged?  The 
just-announced  deal  orchestrated  by  investor  Sam  Zell  leaves  the  compa 
with  more  than  $13  billion  in  debt.  To  put  that  in  its  proper  perspective, 
Tribune's  cash  flow  in  '06— earnings  before  interest,  taxes,  depreciation, . 


and  amortization,  or  EBITDA— was  $1.3 

billion.  Thus  its  debt  exceeds  last  year's 

EBITDA  by  about  ten  times.  This  is  an 

angina-inducing  multiple  even  for  veteran 

media  players  accustomed  to  playing  with 

debt,  some  of  whom  get  nervous  above  six. 

And  Tribune's  cash  flow  comes  in  large 

part  from  big-city  Old  Media  properties, 

which  are  not  noted  for  their  stability  right 

now.  (Tribune's  revenues  declined  by  more 

than  5%  in  February.)  There  will  be  tax 

benefits  to  the  deal,  thanks  to  Zell's  use  of 

an  employee  stock  ownership  plan.  This 

also  means  that  said  employees  take  on 

more  risk.  Fortunately  for  them,  the  deal 

won't  touch  previously  accrued  Tribune  pensions,  but  even 

so,  doubters  are  not  hard  to  find.  "I  can  hardly  wait  to  share 

in  Tribune's  future  success  through  our  ESOP,"  e-mails  one 

sarcastic  editor  at  a  Tribune  newspaper.  (He  may  have  already 

known  that  Tribune  will  stop  contributing  to  employees' 

401(k)s.)  As  for  Zell,  who  isn't  discussing  the  deal:  He  bought 

a  massive  media  conglomerate  for  over  $8  billion  by  paying 

$315  million  down.  In  the  mid-'90s,  Tribune  was  one  of  the 

newspaper  sector's  darlings.  In  2007,  ifs  a  company  that 

dragged  through  a  six-month  sale  process  so  patently  lacking 

in  any  enthusiasm  that  its  deadline  had  to  be  extended  twice, 

before  being  sold  to  a  guy  who's  nicknamed  "Grave  Dancer." 

WE  ARE  ABOUT  TO  SEE  how  smart  Sam  Zell  is  and  whether 
an  outsider  can  better  remake  an  industry  suffering  through 
serious  challenges.  (He's  made  an  enormous  fortune  as  a 
Chicago  real  estate  investor,  which  makes  him  the  latest 
iteration  of  the  old  saying  that  the  local  newspaper's  buyer  of 
last  resort  is  a  local  developer.)  However,  Zell  will  run  Tribune 
with  so  much  debt  it's  hard  to  imagine  he'll  have  room  to 
invest  even  in  the  most  necessary  new  ventures— like,  say,  a 
modernized  Web  site  for  the  company's  single  largest  asset, 
the  Los  Angeles  Times,  which  in  December  was  the  subject  of 
a  lacerating  internal  review.  (A  "lack  of  financial  flexibility 
could  make  the  company  lag  its  better-capitalized  peers 
that  might  be  able  to  make  such  investments,"  says  Mike 
Simonton,  a  senior  director  at  credit  analyst  Fitch  Ratings; 
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observers  might  consider  how  slowly  si 
better-capitalized  industry  peers  have  r 
these  investments.) 

The  Times  has  failed  to  perform  to 
Tribune's  profit  expectations— unrealistj- 
ones,  staffers  there  would  say— and  it 
has  been  rent  by  a  series  of  conflicts  wit) 
corporate  executives  that  resulted  in  the 
departures  of  two  consecutive  top  editor  i 
and  one  publisher.  This  led  to  the  oft- 
expressed  wish  among  Times  staffers— 
sometimes  in  print— for  private  owners! 
and  relief  from  Wall  Street's  merciless 
quarterly  profit  demands.  But  what  Zell 
will  need  to  do  just  to  service  Vij 
W/|Yy  1 Q  debt  may  end  up  making  staff' 

1    .    «/  nostalgic  for  public  ownership 

thlS  mail  When  asked  where  Zell  may  fi  j 

cost-cutting  opportunities,  twvj 
executives  immediately  pointt 
to  the  Times  and  its  900-plus 
newsroom  employees. 

"We  think  this  is  a  very 
good  result,"  says  John  Rogei' 
chairman  and  chief  executive 
of  Ariel  Capital  Management 
major  Tribune  shareholder. " 
still  believe  there  is  an  upside ; 
in  newspaper  stocks."  The  market  obviously  disagrees  wv 
him  on  that  last  point.  Meanwhile,  the  deal  leaves  Tribun 
with  massive  debt  obligations  for  a  premium  that  ends  uj 
being  not  quite  $2  per  share  above  where  the  stock  closec 
before  negotiations  with  Zell  went  into  their  endgame  in 
March.  Should  Rogers  be  right  about  the  stock  market,  th 
are  many  current  shareholders  who  won't  make  out  well  i 
a  deal  that  takes  Tribune  private.  Most  notable  among  th< 
the  Chandler  family,  the  prickly,  tax-averse  faction  whose 
vocal  dissent  last  June  started  the  landslide.  ■ 


BusinessWeek  .com 


For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
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1  Wclllt  to  keep  in  touch  with  my 
friends  and  family  without  getting 
a  call  from  the  CFO. 


FREE 

HIGH-SPEED  INTERNET 
& 

FREE 

LONG  DISTANCE 


WHAT'S  YOUR  REQUEST?®  Do  you  want  to  chat  up  old  friends  and  current 
business  associates  every  day?  Or  do  you  want  to  leisurely  surf  the  web  looking  for  the  next 
big  thing  all  night?  We'd  like  to  hear  about  it.  Join  Wyndham's  free  ByRequest  program  and 
enjoy  extras  like  free  long  distance  and  Internet  when  you're  traveling  on  business.  Call  us  or 
your  travel  planner  for  details.     1.800.WYNDHAM      wyndham.com 


Wyndham  Phoenix 

Wyndham  Anaheim  Park 

Wyndham  Commerce 

Los  Angeles,  CA 


Wyndham  Orange  County 

Wyndham  Palm  Springs 

Wyndham  San  Jose 


WYNDHAM 
HOTELS  AND 
RESORTS 


■ 


Vjidham  ByRequest*  benefits  are  available    '  r 


els  and  Resorts  and  are  subject  to  certain  restrictions.  For  a  complete  list  of  terms  and  conditions,  visit  wyndham.com. 
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SMALL  BUSINESS 


AND  RECRUITING  NEW  ONES  IS  EASIER  THANKS  TO  SIMPLER,  AFFORDABLE  PLANS  FROM  HEALTH  NET." 

Health  Net's  newly  simplified  plans  can  help  small  business  owners  retain  employees    k  save  on  health 
plan  costs. 

New  cost  sharing  plans  offer  employers  coverage  at  prices  lower  than  our  regular  plans.  For  employees 
this  means  additional  plan  choice  and  value 

For  some  small  companies,  our  new  plans  could  make  the  difference  between  dropping  health  care  coverage 
altogether,  or  offering  it  for  the  first  time.  Now  that's  progress. 

For  more  information  on  Health  Net's  2007  new  small  business  plans,  call  your  authorized  Health  Net  Broker 
today.  Or  call  Health  Net  at  1-800-447-8812,  option  1.  Or  visitwww.healthnet.com 

Health  Net* 

A    BETTER    DECISION 

27  YEARS  IN  BUSINESS    •    11  MILLION  MEMBERS    •    $12  BILLION  IN  ANNUAL  REVENUES 

Health  Net,  Inc.  s  HMO.  POS,  insured  PPO.  government  contracts  subsidiaries  and  behavioral  health  subsidiary  provide  health  benefits  to  approximately  1 1  million  individuals  through  grouf  l 

individual,  Medicare,  Medicaid  and  TRICARE  programs.  Health  Net.  Inc.  has  $12  Billion  in  annual  revenue.  In  California,  HMO  and  POS  are  offered  by  Health  Net  of  California,  Inc. ,  PPO, 

Elect,  EPO  and  FlexNet  are  underwritten  by  Health  Net  Life  Insurance  Company.  Health  Net  of  California,  Inc.  and  Health  Net  Life  Insurance  Company  are  subsidiaries  of  Health  Net  Inc. 

©  2007  Health  Net  of  California,  Inc.  Health  Net®  is  a  registered  service  mark  of  Health  Net,  Inc.  All  rights  reserved. 
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earnings  Season 
s  About  to  Get  CMly 

softer  economy  and  sagging  margins  will  sap  profits  this  year 
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U.S.  ECONOMY 


Corporate  profits  have  been  on  a  tear  for  more  than  J  J 

iree  years.  Defying  expectations,  earnings  growth  remained  strong  Q 

1  st  year,  completing  a  record  14  consecutive  quarters  of  double-digit  Q 

§iins  from  the  previous  year.  Get  ready  for  a  change.  The  profits  "■■ 
lowdown  already  appears  to  have  started,  and  margins  are  getting 


Iieezed.  For  2007,  the  combination  of  cooler  demand 
a  J  warmer  labor  costs  will  create  a  tough  economic 
Inate  for  earnings.  Investors  who  don't  adjust  their 
■>ectations  are  bound  to  face  some  disappointments  as 
I  year  progresses. 

■  Some  slowdown  in  earnings  seemed  inevitable. 

lit  year's  tightening  in  the  labor  market  kept  upward 

■  ssure  on  wage  costs  at  a  time  when  productivity 

g  wth  was  cooling  off.  That  means  many  companies 

I  less  able  to  offset  rising  labor  costs  with  gains  in 
■ciency,  a  sure  recipe  for  slimmer  profit  margins. 
I^ow  companies  are  facing  a  double  blow.  Not  only 

I I  they  be  earning  less  on  each  item  they  sell,  but  the 

■  nomy  also  is  proving  to  be  a  bit  softer  than  many 
■momists  had  anticipated.  That  means  top-line  revenue 
liwth  will  most  likely  fall  short  of  expectations  as  well, 
pddition,  last  year's  strong  profit  performance  set  the 
I  high  for  year- ago  comparisons. 

lust  ahead  of  the  first-quarter  earnings  season,  which 
|<s  off  unofficially  on  Apr.  10  with  Alcoa's  report,  the 
■mate  for  quarterly  growth  stands  at  a  somber  3.8% 
In  a  year  ago,  according  to  Thomson  Financial.  That's 
■rply  below  the  8.7%  expectation  at  the  beginning  of 

■  quarter.  The  emerging  question  for  the  rest  of  the 
Ir:  Can  earnings  growth  stay  above  water? 

15  GOING  TO  BE  A  STRUGGLE.  Economists  are 
lering  their  forecasts  for  economic  growth  after  some 
aprisingly  weak  reports  of  late  and  the  tightening  of 
pit  conditions  resulting  from  the  subprime  mortgage 
■tdown.  The  housing  slump  appears  to  be  deeper  and 
Ire  protracted  than  previously  expected,  and  capital 
Inding  by  businesses  will  not  provide  the  support  it 
I.  been  projected  to  offer.  Consumer  spending  appears 
f  ave  held  up  well  last  quarter,  but  costiier  food  and 
■rgy  will  take  a  toll  this  quarter  (page  26). 
Many  forecasters  have  lowered  their  expectations 
■first-quarter  growth  in  real  gross  domestic  product 
I;ss  than  2%,  with  little  better  than  2%  projected 
■the  second  quarter.  Numbers  like  that  would  only 
fliforce  the  latest  round  of  corporate  spending  caution 
imply  a  further  slowing  in  the  growth  of  jobs  and 


MARGINS  APPEAR  TO 
HAVE  TOPPED  OUT 


CENTS  PER  UNIT 


incomes,  adding  to  the  weight  on  consumer  demand. 
Corporate  profits  in  last  year's  fourth  quarter  were 
actually  weaker  than  they  looked.  Compared  with 
the  previous  year,  earnings  for  the  companies  in  the 
Standard  &  Poor's  500-stock  index  rose  nearly  11%, 
and  even  higher  excluding  the  energy  sector,  where 
profits  were  depressed  by  falling  prices  for  oil  and 
gasoline.  However,  on  a  sequential,  or  quarter-to- 
quarter,  basis,  earnings  declined. 

That  drop  also  shows  up  in  the  government's  more 
comprehensive  roundup  of  fourth- quarter  profits. 
Overall  earnings,  adjusted  by  the  Bureau  of  Economic 
Analysis  for  seasonality  and  some  conceptual  differences 
between  government  definitions  and  company  reporting, 
fell  1.2%  from  the  third  quarter,  measured  at  an  annual 
rate.  Profits  for  nonfinancial  corporations  fell  24%,  the 

largest  drop  in  almost 
four  years.  Energy 
companies  accounted 
for  more  than  half  of 
the  loss,  but  wholesale 
trade,  commercial 
transportation,  and  other 
industries  also  posted 
big  declines. 

In  addition,  profit 
margins,  measured  as 
earnings  per  unit  of 
output  of  nonfinancial 
companies,  fell  to 
14.2<t,  the  lowest  in  a  year,  from  15.3$  in  the  third 
quarter  (chart).  And  you  can't  blame  that  dip  solely  on 
the  weakness  in  the  energy  sector.  Unit  labor  costs,  or 
workers'  compensation  adjusted  for  productivity  gains, 
soared  at  a  6.9%  annual  rate,  more  than  six  times  faster 
than  the  increase  in  prices. 

THE  PRESSURE  ON  MARGINS  will  only  increase. 
Given  the  expected  softness  in  first-quarter  growth, 
productivity  appears  to  have  posted  another  tepid  gain, 
while  wages  and  salaries  through  February  have  spiked 
upward,  boosted  by  big  bonus  payments  and  stock  option 
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Data:  Bureau  of  Economic  Analysis, 
Global  Insight  Inc. 
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exercises.  Unit  labor  costs  are  sure  to  post  another  large 
increase  in  the  first  quarter  that  will  once  again  swamp 
the  rise  in  prices  and  squeeze  margins  further.  Based 
on  Treasuiy  Dept.  data  through  Mar.  30,  corporate  tax 
receipts  in  the  first  quarter  are  up  only  17.7%  from  a  year 
ago,  the  slowest  pace  in  3^  years. 

PROFITS  THIS  YEAR  will  have  a  couple  of  supports  to 
help  cushion  the  impact.  One  is  overseas  revenues  and 
earnings.  Global  economists  at  UBS  calculate  that  foreign 
sales  of  companies  in  the  S&P  500  accounted  for  29% 
of  all  sales  in  2005,  up  from  25%  in  2001.  So  companies 
active  in  foreign  markets  should  fare  better  than  those  who 
aren't.  The  government5 s  latest  accounting  shows  profits 
from  the  rest  of  the  world  in  the  fourth  quarter  of  last 
year  were  up  38.5%  from  a  year  ago,  and  they  accounted 
for  16.5%  of  the  earnings  of  U.S.  corporations  (chart). 

With  U.S.  exports  booming,  more  gains  seem  likely. 
Fourth-quarter  shipments,  adjusted  for  inflation,  were 
up  9.4%  from  a  year  ago,  the  strongest  showing  in  more 
than  two  years,  and  the  momentum  continued  into  the 
first  quarter.  For  example,  makers  of  business  equipment, 
while  suffering  a  period  of  weak  capital  spending  in  the 
U.S.,  are  finding  strong  demand  overseas. 

Economies  abroad  are  robust  and  seem  likely  to 
remain  so,  with  growth  fueled  by  solid  domestic  demand, 
which  will  limit  the  impact  of  the  U.S.  slowdown  on 
foreign  activity.  Growth  in  Europe  has  generally  beat 
expectations.  Late-year  gains  in  Japan  eased  fears  of  a 
slower  recovery  there.  China  is  still  on  a  tear,  and  most 
emerging-market  economies  are  performing  well. 


CONSUMER  SPENDING 


A  KEY  SOURCE  OF 
EARNINGS  GROWTH 

PERCENT  CHANGE  FROM  A  YEAR  AGO 
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CORPORATE  PROFITS  FROM 
THE  REST  OF  THE  WORLD 


Corporations  on  the  whole  are  also  in  a  financially 
sound  position  with  solid  balance  sheets,  which  many  ar 
using  to  their  advantage.  Companies  may  be  hesitant  to 
borrow  money  for  new  equipment  and  other  expansion 
projects,  but  they  have  not  been  shy  about  using  their 
financial  clout  to  enhance  future  earnings  per  share 

through  stock  buybacks. 
They  retired,  on  net, 
a  record  $602  billion 
in  shares  last  year. 
Companies  this  year 
will  still  have  financial 
power  to  support  more 
buybacks,  helping 
to  offset  some  of  the 
huge  drag  from  softer 
operating  earnings. 
On  Feb.  26,  when 
former  Federal 
Reserve  Chairman 
Alan  Greenspan  rattled  the  markets  with  his  recession 
comments,  one  of  the  trends  he  cited  was  profits.  He 
noted  that  margins  had  begun  to  stabilize,  which  is 
usually  a  sign  the  economy  is  in  the  late  stage  of  a 
business  cycle. 

However,  equity  investors  needn't  throw  in  the  towel 
just  yet.  It  often  takes  a  long  time  after  profits  and 
margins  peak  before  any  stress  on  the  corporate  sector 
and  the  economy  takes  hold.  Consider  the  late  1990s: 
Margins  peaked  in  the  second  half  of  1997,  but  it  took 
three  years  and  the  tech  bust  for  the  economy  to  feel  it. 


Data:  Bureau  of  Economic  Analysis, 
Global  Insight  Inc. 


Pain  at  the  Pump  and  the  Checkout 


CONSUMERS  ARE  about  to  face 
another  stress  test.  Higher  energy 
and  food  prices  are  threatening  to 
erode  purchasing  power  and  could 
put  a  noticeable  dent  in  consumer 
spending  this  spring. 

Together,  food  and  energy  account 
for  more  than  a  quarter  of  consumer 
expenditures,  which  means  the  recent 
price  gains  could  leave  a  lot  less  money 
for  spending  on  other 
goods  and  services. 
During  the  first  half 
of  the  year,  "the 
combination  of  surging 
energy  and  food 
[prices]  threatens  to 
drain  more  than  $100 
billion  of  purchasing 
power,"  according  to 
Morgan  Stanley  chief 
U.S.  economist 
Richard  Berner. 


GASOLINE  PRICES 
GO  BACK  UP 
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income  households  will  feel  the 
biggest  squeeze  from  higher  prices. 
According  to  the  March  Reuters/ 
University  of  Michigan  consumer 
sentiment  index,  40%  of  families 
with  income  under  $50,000  say 
their  current  financial  situation  has 
worsened. 

Spending  hasn't  slowed  much  yet, 
but  most  of  the  impact  is  likely  to 
come  this  quarter. 
Indeed,  the  average 
price  for  a  gallon  of 
gasoline  kicked  off 
the  second  quarter 
at  $2.64,  the  highest 
level  since  Labor  Day 
weekend  of  last  year. 
Meanwhile,  the  cost 
of  food  has  also  risen 
noticeably  in  2007. 
The  Commodity 
Research  Bureau's 
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foodstuffs  is  up  7.7%  so  far  this  yeani 3' 

The  rise  in  gasoline  prices  goes  i 
beyond  higher  oil  prices  brought 
about  by  Iran's  detention  of  15 
British  sailors.  Gasoline  inventoric 
are  falling  sharply.  What's  more, 
lower  oil  production  by  OPEC 
members  and  refinery  shutdowns 
have  constrained  supplies.  Overall! 
gasoline  prices  could  move  close  t 
a  national  average  of  $3  per  gallor 
says  Burner.  The  picture  for  food 
prices  looks  a  little  less  threatenim 
on  forecasts  of  a  record  corn  harw 
this  year. 

Right  now  it  appears  consumer 
spending  won't  collapse.  But  furfhf 
upward  surprises  in  energy  and 
food  prices  could  seriously  impact 
spending,  since  many  Americans 
most  affected  by  higher  prices  are 
already  feeling  stressed  out  about  t! 
housing  recession.  ■ 

-By  James  Mehn 
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Our  Blueprint 
for  America 
is  actually 
quite  green. 
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This  year  the  American  Institute  of  Architects  (AIA)  is  celebrating  its  150th  anniversary  with  a  nationwide  community 
service  initiative,  Blueprint  for  America.  AIA  architects,  donating  their  time  and  expertise,  are  collaborating  with  citizens 
d  find  and  implement  ways  to  enhance  their  communities.  Over  150  projects  have  been  funded,  tackling  issues  ranging 
from  environmental  sustainability  to  homelessness  to  disaster  preparedness.  For  150  years,  members  of  the  AIA  have 

worked  to  create  more  valuable,  healthy,  secure,  and  sustainable  buildings  and  cityscapes.  What  better  way  to 

belebrate  our  past  than  by  helping  America's  communities  design  better,  more  sustainable  futures?  Learn  about  every 

blueprint  for  America  project,  and  other  ways  the  AIA  is  celebrating  its  anniversary  in  your  community,  at  www.aia150.org. 


The  AIA  acknowledges  the  following  lead  sponsors  to  date  for  their  financial  support: 

Corporate  Founders  Circle:  Autodesk;  McGraw  Hill  Construction  (Official  Media  Sponsor)    Gold:  HKS,  Inc.;  NBBJ 

Silver:  Hellmuth  Obata  &  Kassabaum,  Inc.;  DLR;  Victor  0.  Schinnerer,  Inc;  Thompson  Ventulett  Stainback  &  Associates; 

Zimmer  Gunsul  Frasca  Partnership   Bronze:  Cooper  Carrey,  Inc;  Hanley  Wood;  0WP/P;  Pei  Cobb  Freed  &  Partners;  Smith  Group 

Granite:  ADD  Inc.    Marble:  AIA  Trust;  Anderson  Mason  Dale  Architects;  WHR  Architects;  Miller/Hull  Partnership 


§AIA(0 


Celebrating  the  past.  Designing  the  future 

©  2007  The  American  Institute  ol  Architects 
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SCORE  ONE  FOR  THE  GREENS 

Environmentalists  were  cheering  after  the  Apr.  2  Supreme  Court  decision  in 
Massachusetts  v.  Environmental  Protection  Agency.  The  justices  issued  a  5-4  decision 
rebuking  the  Environmental  Protection  Agency  for  failing  to  act  to  cut  greenhouse 
gas  emissions.  "The  harms  associated  with  climate  change  are  serious  and  well 
recognized,"  wrote  Justice  John  Paul  Stevens  for  the  majority,  which  also  ruled  that 
states  have  legal  standing  to  bring  cases  alleging  damage  from  such  emissions. 
The  ruling  knocks  the  wheels  off  carmakers'  legal  challenge  to  carbon  dioxide 
tailpipe  emissions  reductions  proposed  by  California  (photo,  Los  Angeles  traffic)  and 
10  other  states.  It  gives  a  boost  to  states'  suits  against  utilities  for  alleged  harm  from 
global  warming  caused  in  part  by  power  plant  emissions.  And  it  raises  the  chances  of 
Congress'  passing  climate  change  legislation  that  will  affect  the  entire  economy. 
See  "Lighting  afire  under  global  warming, "  page  33,  and  vanum  "Court  turns  up  the 
heat  on  global  warming,"  www.businessweek.com/go/tbw 


The  Korean  Connection 

It's  the  biggest  bilateral  free- 
trade  pact  ever— and  the  largest 
trade  deal  the  U.S.  has  signed 
since  NAFTA  in  1994.  On 
Apr.  2  the  U.S.  and  South  Korea 
shook  hands  on  a  deal  that 
will  open  new  markets  for  U.S. 
farmers  and  ranchers  and  will 
benefit  Korean  auto  and  textile 
manufacturers— if  ratified  by 
both  legislatures,  which  is  by 
no  means  certain.  Forecasts  by 
Korean  government-funded 


institutes  show  the  countries' 
two-way  trade,  which  topped 
$75  billion  in  2006,  could  hit 
$90  billion  to  $100  billion 
within  a  few  years.  Meanwhile, 
Washington  on  Mar.  30  slapped 
tariffs  on  imports  of  glossy 
paper  from  China. 
See  "Private  equity  vs.  China," 
page  30;  "Now  it's  a  global 
stalemate," page  32;  and 
UKlllil*  "Korea  trade  pact:  No 
easy  ride  for  Detroit, " 
www.businessweek.com/go/tbw 


Extra!  Extra!  Zell  Wins! 

Real  estate  maverick  Sam  Zell 
on  Apr.  2  captured  Tribune  with 
a  bid  that  values  the  company 
at  $8.2  billion. 
See  "Running  Tribune— on 
empty, "  page  24,  and  vnn\i\* 
"Zell's  big  plans  for  Tribune," 
www.businessweek.com/go/tbw 


Corn  Stands  Tall 

Ethanol  thirst.  That's  what'll 
bring  a  bumper  2007  corn  crop, 


said  an  Agriculture  Dept.  report 
on  Mar.  30.  The  forecast— for 
90.5  million  acres,  up  from 
78  million  in  2006— knocked 
down  prices  a  bit,  but  they're 
still  high  as  an  elephant's  eye 
thanks  to  fast-rising  demand 
for  ethanol.  Farm  equipment 
makers,  meat  producers,  and 
ethanol  brewers  will  benefit 
from  the  corn-ucopia. 
MiWW  "Has  corn  hit  its  peak?" 
www.businessweek.com/go/tbw 
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KKR  Strikes  Again 

Another  week,  another 
humongous  buyout.  Private 
equity  giant  Kohlberg  Kravis 
Roberts  said  on  Apr.  2  that  it 
will  grab  electronic  commerce  <t  )t 
and  payment  services  provider*  nsunif 
First  Data  for  $29  billion.  KKR 
will  thus  become  a  power  in 
processing  everything  from 
credit  cards  to  debit  cards  to 
electronic  gift  cards  to  fraud 
protection. 


*  endlni 
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Apple's  Bumpy  Day  I  Ion M: 

Good  Apple  or  bad  Apple?  On  i  emal  ii 
Apr.  2,  CEO  Steve  Jobs  and  EMI 
Group  CEO  Eric  Nicoli  trumpetectjsco^y 
a  deal  under  which  songs  by 
EMI  artists  would  be  sold  on 
the  iTunes  Music  Store  without 
anti-piracy  strictures.  That 
means  those  songs  could  be 
copied  and  played  on  devices 
other  than  the  iPod.  Hours  late.  |' 
news  broke  that  the  European 
Union  had  sent  an  antitrust 
complaint  to  Apple  and  three 
other  companies,  asking  why 
the  same  song  on  iTunes  cost! 
different  amounts  in  different 
'countries. 

n»wn»  "EMI,  Apple  remove 
music's  copy  locks,"  and 
"Apple's  international  iTunes 
controversy," 
www.businessweek.com/go/tbw '  *WMP! 

I  toliator 

The  Subprime  Mess 

It  took  a  while,  but  New  Centur 
Financial  finally  did  what 
everyone  on  Wall  Street  had 
been  predicting  for  weeks: 
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jie  onetime  darling  of  the 
bprime  mortgage  biz  filed 
r  bankruptcy  on  Apr.  2  and 
id  it  would  lay  off  3,200, 
:>re  than  half  its  workforce. 
;w  Century  is  the  best- 
own  of  more  than  two  dozen 
bprime  lenders  to  go  bust 
II  get  acquired  over  the  past 
1:  months.  Its  stock,  trading 
a  mnd  $40  last  October,  had 
I  rik  to  less  than  a  buck  on  the 
I  ng  date. 

USU19  "The  subprime  story's 
test  chapter:  11" 
mw.businessweek.com/go/tbw 


in  the  financial  control 
environment."  It  wouldn't 
elaborate.  The  PC  giant,  whose 
accounting  the  SEC  and  the 
U.S.  Attorney  for  the  Southern 
District  of  New  York  are  also 
studying,  said  it'll  hold  off 
filing  its  yearend  report  beyond 
the  extended  Apr.  18  deadline. 
The  stock  barely  budged. 
MMIil»  "DeU:  Prolonging  the 
agony," 
www.businessweek.com/go/tbw 


lioppers  Step  It  Up 

liat,  consumers  worry? 
t  parently  not:  The  Commerce 
lot.  said  on  Mar.  30  that 
|:sonal  incomes  and 
Imding  both  rose  0.6% 
I  February,  way  above 
I  at  dismal  scientists  had 
I:dicted.  On  the  other  hand, 
i  lation  seems  to  be  stirring, 
§i,  with  the  core  personal 
fiisumption  expenditures 
ilex  up  2.4%  from  a  year  ago. 
I'  "Pain  at  the  pump  and  the 
mckout,"  page  26 
,_ 

lere'd  That  Money  Go? 

leasing  only  a  sliver  of 
a  about  a  major  probe, 
1  on  Mar.  29  said  an 
:rnal  investigation  has 
ntified  "errors,  evidence  of 
jconduct,  and  deficiencies 


Stuck  in  Reverse 

More  of  the  same  from  the 
Big  Three  carmakers,  who 
announced  March  U.S.  sales 
on  Apr.  3:  General  Motors, 
down  7.5%;  Ford,  down  13.5%; 
DaimlerChrysler,  down  7.4%. 
The  numbers  should  keep 
shrinking  all  year  as  Detroit 
pares  back.  Toyota,  meanwhile, 
revved  up  by  7.4%.  On  Apr.  4, 
DaimlerChrysler  confirmed  if  s 
trying  to  offload  Chrysler. 
imnk'W  "Detroit's  growing  green 
problem," 
www.businessweek.com/go/tbw 


Vacancy  at  Starwood 
CEO  Steve  Heyer  and  Starwood 
Hotels  &  Resorts  parted  ways  on 
Mar.  31.  The  stockjumped  9% 
by  Apr.  4,  partly  on  speculation 
that  the  company  might  put 
itself  in  play. 
See  "Jumping  without  a 
parachute,"  page  16 


fAPTURED  FUGITIVE  OF  THE  WEEK 

nline  gambling  king  Gary  Kaplan  has  been  on  the  lam  since 

eing  indicted  by  a  federal  grand  jury  in  June— but  no  longer. 

he  law  caught  up  with  the  BetOnSports  founder  on  Mar.  28  in 

ie  Dominican  Republic,  where  he  was  arrested  and  sent  to 

Puerto  Rico  to  await  extradition  to  the  U.S. 

on  wire  fraud  charges.  But  even  as  federal 

prosecutors  continued  their  long-running 

crackdown  on  Internet  betting  operators, 

the  World  Trade  Organization  slammed  the 

U.S.  on  Mar.  30  for  thumbing  its  nose 

at  a  2005  ruling  that  America's  online 

betting  ban  violates  global  trade  rules. 

Despite  its  big  win,  Antigua,  the  $1  billion 

micro-economy  that  houses  many  online 

gaming  operations  and  that  brought  the 

trade  complaint,  doesn't  plan  to  impose 

taliatory  sanctions  because  U.S.  exports  to  Antigua  are  so 

ny  that  Uncle  Sam  wouldn't  even  feel  a  pinprick.  "It's  a  huge 

•oblem,"  admits  Mark  Mendel,  Antigua's  lawyer.  Instead,  the 

^  kribbean  nation  is  pushing  Washington  for  the  right  to  do 

isiness  with  U.S.  bettors  and  has  invited  American  regulators 

help  keep  its  gambling  industry  on  the  up-and-up. 


JARY  KAPLAN 
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T'S  HARD  TO  THINK  OF  AN  AMER- 
ican  product  that's  less  strategi- 
cally important  than  the  coated 
paper  that  magazines,  annual  re- 
ports, catalogs,  and  auto-dealer 
brochures  are  printed  on.  Yet  there 
was  Commerce  Secretary  Carlos 
M.  Gutierrez,  on  Mar.  30,  announcing 
tariffs  on  coated-paper  imports  from 
China— the  first  time  in  at  least  two  de- 
cades that  U.S.  antisubsidy  law  has  been 
applied  to  that  country.  By  acting  against 
unfair  China  trade,  he  said,  the  U.S.  was 
standing  up  for  "American  manufactur- 
ers, workers,  and  farmers." 

But  Gutierrez  left  out  one  important 
group  of  beneficiaries:  private  equity  in- 
vestors. It  turns  out  the  paper  manufac- 
turer that  brought  the  complaint,  New- 
Page  Corp.,  is  owned,  through  several 
levels  of  intermediaries,  by  New  York- 
based  Cerberus  Capital  Management, 
the  mammoth  private  investment  group 
controlled  by  the  wealthy  and  reclusive 
Stephen  A.  Feinberg.  Another  big  in- 
dustry player,  Verso  Paper,  is  majority- 
owned  by  affiliates  of  private  investment 
firm  Apollo  Management. 

The  government  action  raises  obvi- 
ous questions  about  the  political  in- 
fluence of  private  investment  firms, 
especially  since  the  chairman 
of  Cerberus,  John  W.  Snow, 
served  as  President  George 
W.  Bush's  Treasury  Secre- 
tary from  February,  2003,  to 
July,  2006.  But  Cerberus  says 
Snow  didn't  make  phone  calls  on 
NewPage's  behalf.  And  Cerberus  has 
investment  interests  far  beyond  coated 
paper— Snow  recendy  toured  China  call- 
ing for  closer  business  cooperation  be- 
tween that  country  and  the  U.S. 

But  in  a  broader  sense,  whaf  s  going 
on  is  nothing  less  than  a  showdown  be- 
tween two  very  different  ways  of  financ- 
ing business.  On  the  one  side  is  China, 
which  is  accused  of  lowering  the  capital 
costs  of  coated-paper  makers  through 
subsidies  such  as  low-cost  loans  and  debt 
forgiveness.  On  the  other  side  are  the 
private  money  outfits,  which  raise 
huge  funding  pools  by  promising 
investors  high  returns  in  a  low- 
return  world. 

The  trade  sanctions— which  the 
Commerce  Dept.  could  still  back  away 
from— would  protect  private  equity- 
owned  paper  mills  from  China's  cheap 
capital  and  help  private  investors  realize 
the  high  returns  they  want.  This  battle  of 
financial  systems  may  be  a  harbinger  of 
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TRADE 


PRIVATE  B 

How  the  Commerce  Dept.  crackdown 
on  Chinese  paper  exports  will  help 
Cerberus  Capital  and  friends. 

BY  PETER  COY  AND  MICHAEL  MANDEL 


ITY  VS.  CHINA 


News   Insights 


HIBW 


the  next  wave  of  trade  disagreements. 

How  did  we  get  into  this  situation? 
Over  the  past  couple  of  years,  U.S.  paper 
giants  such  as  MeadWestvaco  Corp.  and 
International  Paper  Co.  wanted  to  shed 
some  of  their  laggard  divisions.  They 
found  ready  buyers  in  the  private  equity 
firms,  which  saw  a  good  deal. 

In  particular,  in  early  2005,  Mead- 
Westvaco sold  its  coated-paper  mills  and 
other  assets  to  NewPage  for  $2.1  bil- 
lion. The  newly  formed  company  took 
on  about  $1.8  billion  in  debt  to  finance 
the  purchase.  A  Cerberus-owned  affiliate 
tossed  in  $415  million  in  equity,  accord- 
ing to  documents  filed  with  the  Securities 
&  Exchange  Commission.  (Disclosure: 
The  same  documents  list  The  McGraw- 
Hill  Companies  Inc.,  the  parent  company 
of  BusinessWeek,  as  one  of  NewPage's 
biggest  customers.) 

CHINESE  LOCOMOTIVE 

THIS  LEVERAGED  BUYOUT  left  New- 
Page  with  big  debts  and  hefty  interest 
payments  totaling  $165  million  in  2006, 
roughly  double  the  size  of  its  $88  mil- 
lion in  capital  expenditures.  Such  heavy 
debt  makes  it  harder  for  the  company 
to  compete  against  the  Chinese,  as  well 
as  big  European  paper  manufacturers. 
NewPage  filed  the  complaint  against 
the  Chinese  in  October,  2006,  about  18 
months  after  Cerberus  took  over.  This 
was  the  first  time  since  1991  that  any 
company  had  formally  filed  such  a  com- 
plaint against  a  nonmarket  economy. 

Now,  the  fact  that  NewPage  is  owned 
by  a  private  investment  firm  doesn't 
make  the  trade  sanctions  wrong.  Indeed, 
the  big  paper  makers  may  have  sold  off 
their  businesses  in  part  because  they  saw 
the  onrushing  Chinese  locomotive  of 
cheap  coated  paper  exports,  which  have 
soared  from  $21  million  in  2004  to  $224 
million  in  2006.  The  trade  sanctions,  if 
they  stick,  could  help  preserve  the  more 
than  4,000  jobs  at  NewPage,  many  in 
economically  depressed  areas  of  the  U.S. 

And  it  can  be  argued  that  China  is 
at  the  point  where  such  subsidies  are 
unacceptable,  just  as  capital  subsidies  to 
Airbus  and  Boeing  Co.  are  unacceptable 
for  Europe  and  the  U.S.  "Our  view  is  very 
simple,"  says  Mark  A  Suwyn,  NewPage 
CEO.  "We  will  compete  with  anybody  in 
the  world  if  it's  fair.  China  can't  join  the 
WTO  and  then  choose  to  use  my  country 
as  a  dumping  ground.  That's  illegal." 

A  lot  of  people  who  worry  about  the 
rising  tide  of  Chinese  imports  agree  with 
Suwyn.  But  would  they  want  to  start  a 
trade  war  with  China  to  protect  private 
equity  investors?  ■ 
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Now  It's  a 
Worldwide  Stalemate 


Negotiating  for  freer  trade 
among  nations  is  like  riding 
a  bicycle  into  a  strong 
headwind.  You're  O.K.  as  long 
as  you  keep  moving  forward, 
but  if  you  slow  down  too  much  you're  in 
danger  of  tipping  over.  Right  now  the  world's 
free-trade  bicycle  looks  wobbly. 

The  latest  bad  news  for  free-trade 
advocates  was  the  U.S.  announcement  on 
Mar.  30  of  tariffs  on  coated-paper  imports 
from  China  and  the  signal  that  more  tariffs 
could  be  in  the  offing.  China  said  it  "strongly 
urges  the  U.S.  side  to  reconsider  the 


decision  and  reverse  it  as  soon  as  possible." 
The  Doha  Round  of  global  trade  talks, 
launched  in  2001,  was  suspended  last  July, 
and  there's  no  timetable  for  a  relaunch. 
Even  the  heralded  free-trade  agreement 
with  South  Korea,  reached  on  Apr.  1,  is  a 
compromise  that  opens  sales  of  American 
cars  and  TV  shows  but  still  shields  Korean 
farmers  from  American  rice  and  beef. 
U.S.  pickup  trucks  are  protected,  too.  If  it's 
rejected  by  lawmakers  in  either  country— a 
real  possibility— the  attempt  at  a  deal  could 
actually  worsen  U.S. -Korea  trade  relations. 

Think  of  this  as  a  contest  between 
two  powerful  forces:  globalization  vs. 
the  backlash  against  it.  Openness  to 
imports  and  exports  helps  consumers  by 
lowering  prices,  stimulating  innovation, 
and  increasing  the  variety  of  goods  and 
services  for  sale.  But  it  also  wipes  out 
some  jobs,  and  that  visible  downside 
has  been  getting  most  of  the  attention 


lately,  even  though  the  U.S.  trade  deficit 
excluding  petroleum  has  been  shrinking 
lately  as  a  share  of  the  economy.  "It's  a 
critical  juncture,"  says  Philip  I.  Levy,  a 
resident  scholar  at  the  pro-free-trade 
American  Enterprise  Institute. 

Progress  is  still  possible.  President 
George  W.  Bush  would  love  to  bring  the 
Doha  Round  to  a  successful  conclusion 
before  leaving  office.  And  some  key  senior 
Democrats,  including  House  Ways  &  Means 
Committee  Chairman  Charles  B.  Rangel  (D- 
N.Y.),  are  genuinely  committed  to  the  cause 
of  free  trade  and  may  be  able  to  bring  along 


Even  the 
new  trade 
accord  with 
South  Korea 
restricts 
U.S.  beef 
imports 


some  of  the  doubters. 

If  the  U.S.  manages  to  ink  free-trade 
agreements  with  Korea  as  well  as 
Colombia,  Panama,  and  Peru,  it  could 
get  some  momentum  going  that  might 
carry  over  to  a  restart  of  the  stalled  Doha 
Round.  New  energy  from  the  U.S.  might 
put  pressure  on  other  parties  whose 
recalcitrance  has  contributed  to  the  global 
stalemate,  from  French  dairy  farmers  to 
Brazilian  automakers. 

Trouble  is,  Bush  is  fighting  an 
unpopular  war  in  Iraq  and  facing  a 
Democratic  Congress  at  the  start  of 
a  Presidential  campaign.  And  even 
an  ambitious  trade  agreement  would 
have  no  impact  on  the  most  important 
factors  behind  the  huge  global  trade 
imbalances-namely,  excessive  saving 
in  China  and  undersaving  in  the  U.S.  No 
wonder  that  bike  is  wobbling.  ■ 
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BE  SUPREME  COURT 


LIGHTING  A  FIRE  UNDER 
GLOBAL  WARMING 

I  key  ruling  empowers  environmentalists 
land  turns  up  the  heat  on  business 


JOHN  CAREY 

rHE  FIRST  FALLOUT 
from  the  U.S.  Supreme 
Court's  dramatic  5-4  de- 
cision on  global  warm- 
ing came  swiftly.  Just  two 
days  later,  on  Apr.  4,  law- 
yers gathered  in  a  Ver- 
t  courtroom.  The  Green  Mountain 
e,  one  of  10  states  that  have  adopted 
fornia's  proposed  limits  on  carbon 
de  emissions  from  vehicles,  had 
n  sued  by  automakers  seeking  to 
k  the  rules.  At  the  Vermont  hearing, 
ronmental  lawyers  argued 
Detroit  no  longer  had  much 
case — and  the  state  now  is 
ected  to  win.  "The  Supreme 
irt  knocked  the  legs  out  from 
ler  all  of  the  claims  of  the  car- 
ers," says  Natural  Resources 
ense  Council  attorney  David 
Doniger. 

he  Supreme  Court's  decision 
ippling  through  other  court- 
ns,  statehouses,  and  even 
rdrooms  across  the  nation, 
if,  as  most  expect,  the 
ironmental  Protection  Agency 
White  House  do  not  use  their 
rt-sanctioned  authority  to 
ose  greenhouse  gas  emission 
>s,  the  ruling  sweeps  away 
:h    of   the    legal    challenge 


to  the  auto  regulations  in  California 
and  the  other  states,  which  will  force 
automakers  to  improve  fuel  economy.  It 
also  gives  a  boost  to  state  suits  against 
utilities  for  alleged  harm  from  power 
plant  emissions.  "Since  November,  this 
issue  has  accelerated  from  5  mph  to  80 
mph,"  says  Peter  A.  Molinaro,  director  of 
government  affairs  at  Dow  Chemical  Co. 
The  ruling  "just  adds  more  momentum." 
The  heart  of  the  high  court's  ruling 
is  that  carbon  dioxide  is  a  "pollutant" 
under  the  Clean  Air  Act  and  thus  can  be 
regulated  by  the  EPA.  Equally  important, 


Courting  Change 

The  justices'  5-4  decision  on  carbon 
dioxide  raises  the  stakes  for  industry 

LIKELY  RESULTS         CONSEQUENCES 


AUTOMAKERS  will  face 
higher  state  or  federal  fuel 
economy  standards. 


Hits  Detroit  harder  than 
rivals  such  as  Honda  or 
Toyota. 


CONGRESS  is  more 
likely  to  pass  laws  limiting 
greenhouse  gas  emissions. 


Biofuels,  renewables,  and 
nukes  gain.  Gasoline  and 
coal  power  prices  will  rise 


STATES  alleging  harm  from 
global  warming  get  a  lift  in 
cases  against  polluters. 


Industry  backs  carbon- 
cutting  plans  in  Congress 
to  preempt  state  action. 


Justice  John  Paul  Stevens  dismissed 
the  claim  that  Massachusetts  and  other 
states  had  no  legal  standing  to  bring  the 
case  because  they  hadn't  suffered  injuries 
from  global  warming.  "The  harms  are 
associated  with  climate  change  are 
serious  and  well-recognized,"  he  wrote. 

ONE  FEDERAL  RULE 

IN  MAKING  THE  decision  on  standing, 
the  court  ruling  removed  a  roadblock  for 
key  suits  in  federal  courts.  "Ifs  hard  to 
overstate  its  importance  in  the  litigation 
arena,"  says  J.  Kevin  Healy,  a  partner 
with  law  firm  Bryan  Cave.  It  improves  the 
chances  of  existing  lawsuits,  like  one  led  by 
Connecticut  asking  utilities  to  lower  their 
emissions.  And  it  could  bring  what  Arnold 
&  Porter  partner  Michael  B.  Gerrard  calls  a 
"forest  fire  of  litigation"  against  business, 
which  has  been  working  hard  to  get  the 
issue  out  of  the  courts. 

The  door  now  is  open  for  new  lawsuits 
against  companies  that  emit  carbon 
dioxide.  However,  the  suits  have  always 
been  a  means  to  an  end,  a  way  to  pressure 
companies  into  supporting  mandatory 
national  emissions  limits.  "Ultimately, 
the  litigation  is  aimed  at  Congress  and 
the  White  House,"  says  Gerrard. 

It's  working.  U.S.  carmakers  and  their 
biggest  supporter,  Representative  John 
D.  Dingell  (D-Mich.),  had  long  opposed 
boosting  fuel  economy  standards.  Now 
they  have  signed  on  to  federal  legislation. 
They'd  rather  have  one  national  rule 
than  the  patchwork  of  state  regulations. 
The  justices'  decision  "provides  another 
compelling  reason  why  Congress 
must  enact,  and  the  President  must 
sign,  comprehensive  climate  change 
legislation,"  Dingell  said  in  a  statement. 
Other  groups  and  companies  that  once 
opposed  mandatory  carbon  curbs,  like  the 
utility  industry's  Edison  Electric 
Institute  and  Dow  Chemical  Co., 
have  come  to  the  table,  too.  Healy 
tells  his  corporate  clients  they  can't 
ignore  global  warming  any  longer. 
"They  have  to  think  about  it  when 
planning  for  the  future,"  he  says. 

In  the  wake  of  the  Supreme 
Court  decision  and  increasing 
international  concern  (page  90), 
there's  even  more  pressure  for 
national  legislation.  If  Congress 
and  the  Bush  White  House  cannot 
reach  an  agreement,  business  fears 
that  the  next  Administration  might 
impose  tougher  rules  than  the  bills 
now  under  consideration.  The  top 
Presidential  candidates  from  both 
parties  have  endorsed  policies  to 
limit  carbon  emissions.  ■ 
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COMMENTARY 


BY  DIANE  BRADY 


A  Little  Shame  Goes  a  Long  Way 

Why  Catalyst  should  go  back  to  naming  companies  without  women  at  the  top  I 


THERE  WAS  A  TIME  when  cor- 
porate titans  were  right  to  be 
nervous  about  Catalyst.  The 
pioneering  women's  research 
organization,  which  opened 
its  doors  in  1962  (a  year  before  Betty 
Friedan  published  The  Feminine  Mys- 
tique), has  long  been  regarded  as  a  pow- 
erhouse in  tracking  and  promoting  the 
advancement  of  executive  women.  Its 

annual  awards,  now  in  their  20th  year,  confer  star  sta- 
tus on  companies  for  doing  groundbreaking  work.  Its 
research  reports  have  been  pointed  and  precise  about 
what  was  holding  women  back,  often  giving  data  that 
allowed  everyone  to  see  which  companies  operate  as 
men's  clubs. 

But  that  was  last  year.  When  Catalyst  released  its 
2006  census  of  women  at  America's  500  largest 
companies  a  few  weeks  ago,  a  breakdown  by 
company  was  missing.  Instead,  a  short  report 
on  the  group's  Web  site  noted 
that  women   were    "losing 
ground"   and  "dramatically 
underrepresented  at  the  high- 


Men's  Club 

Catalyst  has  stopped  running  data 
that  reveal  the  number  of  top  female 
officers  at  individual  companies. 
Here  are  some  prominent  companies 
with  no  women  among  their  top  five 
corporate  officers. 


AMGEN 


BALL 


BEAR  STEARNS 


BEAZER  HOMES 


BORDERS 


BRINK'S 


CIT  GROUP 


DANAHER 


DELL 


DIRECTV 


DOW  CHEMICAL 


ECHOSTAR 


FEDEX 


GATEWAY 


PROGRESSIVE 


SAKS 


STRYKER 


WHIRLPOOL 


Data:  Company  proxy  statements.  BusinessWeek 
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est  levels  of  business."  The  percentage  in  corporate  officer  an 
director  positions  fell,  to  15.6%  and  14.6%,  respectively,  froi  ■" 
16.4%  and  14.7%. 

Don't  look  to  Catalyst  to  help  spot  the  worst  offender/  P'e ' 
President  Ilene  H.  Lang  says  it  takes  too  much  time  am el 
there's  little  value  to  publishing  the  data  by  company.  "We'i 
not  in  the  shame  game,"  she  says.  "We  don't  find  that  public  f1^ 
embarrassing  people  achieves  anything."  It  certainly  used  1 1 
The  day  before  Jeffrey  R.  Immelt  became  chairman  of  Generrj0 
Electric  Co.  in  2001,  he  told  BusinessWeek  that  he'd  cringed  at 
photo  in  The  New  York  Times  showing  no  women  among  GEf aven 
top  31  officers:  "It  haunted  all  of  us."  Immelt  consult© 
with  Catalyst,  got  more  women  into  the  senior  ranli  )[]"|(- 
and,  in  2004,  won  a  Catalyst  Award. 

That  Lang  insists  nobody  cares  about  such  sprJ  dS  1 
cific  information— "except  for  a  couple  of  peopf 
in  the  press"— may  say  much  about  the  mindset  t  y 
today's  corporate  suites.  Some  talk  about  "divetprr 
sity  fatigue."  Gender  pales  next  to  hot-button  issuj  ^ 
like  going  green  or  expanding  in  China.  Lang  sa<|    ij 
it's  still  a  priority  for  the  member  companies  thr 
fund  its  $11  million  annual  budget,  including  ;|  Cfl 
million  in  advisory  fees.  |  B 

Who  are  those  members?  More  than  340  mi 
tinationals,  including  Amgen,  Dell,  FedEx,  an 
Whirlpool,  all  four  of  which  have  no  womn^? 
among  their  top-paid  corporate  officers.  Tt-  "P  fe 
membership  list  also  includes  recent  Catah  iaI  > 
Award  winners  like  Safeway,  BP,  and  Chut  I  sta'w 
Each  pays  $10,000  to  $100,000  or  mc 
annually,  in  part  to  associate  themsehi'fWs'ft 
with  the  Catalyst  name.  Says  Lan  lfnt  pi 
"We're  a  corporate  membershl  'Win 
organization  that's  here  to  set 
our  members." 


TOUGH  QUESTIONS' 

CATALYST'S  reputation  w^Mi  i 
built  on  being  more  th'^i 
a  diversity  consulting  si  )SI  > 
vice.    Lang    takes    pri  J  bait 
in  "asking  tough  que 
tions."   Julie   Hembro  "^ 
Daum,  a  former  Catal; 
executive  now  at  search  fb  "?. 
Spencer   Stuart,  says   "ther  le' 
no  other  organization  out  th< 
that  has  the  brand  name,  t'pc 
access,  and  the  credibility 


lake  on  this  issue."  But,  adds  Toni  G. 
tfblfman  of  Bentley  College  Women's 
.eadership  Institute,  "Catalyst  has  to 
arn  its  reputation....  Somebody  has 
3  keep  the  pressure  on,  and  disclosure 
;  part  of  the  solution." 

Lang  believes  the  best  way  to  pro- 
lote  women  is  to  reward  companies 
lat  do  so.  Catalyst  honors  efforts 
irough  annual  awards;  four  were 
anded  out  this  year  to  Goldman  Sachs, 
epsiCo,  PricewaterhouseCoopers,  and 
cotiabank.  The  chief  executive  of  each 
ompany  came  to  New  York's  Waldorf- 
storia  on  Mar.  21  to  pick  up  the  honor, 
I'hile  more  than  60  peers  and  1,600 
thers  looked  on. 

|  After  so  many  years  of  giving  mul- 
jple  awards,  it's  worth  asking  if  it's 
letting  more  difficult  for  Catalyst  to 
lid  groundbreaking  work.  Lang  says 
;ie  bar  just  gets  higher. 
\  If  dozens  of  companies  have  done 
)  much,  though,  why  do  so  few  have 
|omen  at  the  top?  It's  not  like  women 
javen't  been  flooding  into  law  schools 
and  MBA  programs 
for  decades.  And 
Catalyst  has  been 
drawing  record 

crowds  at  its  events. 
But  it's  hard  for  a 
company  to  look 
cutting-edge  with  a 
corporate  lineup  that 
evokes  the  1950s. 
Newell  Rubbermaid 
Inc.,  which  sells  such 
staples  as  Goody  hair 
products  and  Graco 
tby  goods,  has  a  13-member  leader- 
dp  team  composed  of  white  men. 
lat  lack  of  diversity  was  clear  in 
italyst's  2005  Census.  Last  year,  it 
red  two  senior-level  women  to  lead 
versity  and  organizational  develop- 
[j  ent  programs.  "We're  taking  action 
ensure  that  our  employee  base  better 
fleets  our  diverse  consumer  base," 
ys  spokesman  David  Doolittle. 
Would  Newell  Rubbermaid  have 
ithered  if  nobody  had  highlighted  the 
arth  of  women  at  the  top?  Maybe, 
ng  notes  that  Catalyst  is  about  to 
st  a  list  of  the  58  companies  with 
i  female  directors.  As  for  the  tougher 
3  of  advancing  women  into  the  top 
I,,  nks,  she  says,  "there's  a  lot  of  power 
looking  at  the  overall  numbers." 
re.  But  former  Catalyst  President 
eila  Wellington  points  out  that  when 
pomes  to  looking  for  top  women  at 
ph  company,  "there's  a  lot  of  power 
the  word  'none.'"  ■ 
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THE  SUBPRIME  MESS 


HOW  BIG  IS  THE  BITE  ON 
FANNIE  AND  FREDDIE? 

The  mortgage  giants'  exposure  to  risky  loans 
could  be  bigger  than  they  say 


BY  DAWN  KOPECKI 

COULD  THE  SUBPRIME 
mortgage  flu  spread  to 
Freddie  Mac  and  Fannie 
Mae?  These  giant  financial 
companies,  which  keep 
the  mortgage  market 
liquid  by  buying  loans 
from  banks  and  selling  them  to  investors, 
are  also  heavily  invested  in  subprime.  In 
fact,  they're  the  biggest  buyers  of  securi- 
ties backed  by  loans  to  risky  borrowers. 
Freddie  says  it  owns  $124  billion,  while 
Fannie  reports  $56  billion. 

Some  analysts  suggest  the  two  may 
even  be  underplaying  their  exposure. 
Part  of  the  problem  is  that  definitions  of 
subprime  can  differ.  The  biggest  quibble 
is  over  Freddie  and  Fannie's  investments 
in  securities  created  from  pools  of  mort- 
gages not  issued  or  guaranteed  by  the 
two  agencies.  These  so-called  private- 
label  loans  total  some  $235  billion  and 
$114  billion,  respectively,  for  Freddie  and 
Fannie.  The  companies  include  roughly 
half  of  that  category  in  their  subprime 
totals.  But  Paul  Miller,  an  equity  analyst 
at  Friedman  Billings  Ramsey,  says  they 
should  include  more:  "Subprime  is  in  the 
eye  of  the  beholder." 

Taking  a  step  back,  industry-wide 
data  show  subprime  and  other  risky 
loans  account  for  the  bulk  of  private- 
label  issues.  According  to  data  tracker 


Inside  Mortgage  Finance,  74%  of  the 
$1.15  trillion  private-label,  mortgage- 
backed  securities  issued  last  year  were 
not  considered  regular  or  "prime." 

Still,  in  either  calculation,  subprime  is 
only  a  small  piece  of  their  overall  busi- 
ness. Freddie's  total  portfolio  tops  $2.2 
trillion;  Fannie's,  $2.6  trillion.  Both  also 
mitigate  their  risk  by  primarily  own- 
ing the  highest-rated  securities  in  the 
subprime  group  and  then  adding  credit 
enhancements,  extra  insurance  against 
potential  losses.  "The  nature  and  scale  of 
our  participation  in  the  subprime  market 
should  insulate  us  from  material  losses," 
Fannie  chief  executive  Daniel  Mudd  said 
in  a  February  conference  call.  "Having 
[a  lot  of]  size  doesn't  mean  having  [a 
lot  of]  risk,"  says  Freddie  financial  chief 
Anthony  Piszel.  Even  Miller  admits  they 
own  the  "safest  pieces." 

Even  so,  problems  can  pop  up  in 
unlikely  places.  Freddie  and  Fannie's 
earnings  took  a  hit  in  2003— $212  million 
and  $511  million,  respectively— when  as- 
sets backed  by  mobile-home  loans  soured. 
Fannie  owned  roughly  $10  billion  worth 
of  such  debt;  Freddie,  $2  billion. 

Meanwhile,  Congress  is  pushing  the 
two  to  extend  more  credit  to  low-income 
borrowers.  But  doing  so  means  making 
a  deeper  dive  into  subprime.  ■ 

-With  Mara  Der  Hovanesian 
in  New  York 


News  Insights 


GOVERNANCE 


HOW  SWEET 
IT  IS  AT  MAGNA 

The  CEO  of  the  parts  maker  that  could 
buy  Chrysler  runs  the  company  his  way 


BY  DAVID  WELCH 

ON  FEB.  27,  MAGNA  IN- 
ternational  Inc.  an- 
nounced a  controver- 
sial decision  to  cut  its 
dividend  in  half.  The 
move  angered  some 
shareholders,  but  the 
Canadian  parts  maker  said  the  cut  was 
prudent  given  the  tough  times  in  the 
auto  industry. 

That  explanation  fails  to  account  for 
one  thing:  Over  the  past  nine  months, 
Magna  bought  two  golf  courses  from  an 
entertainment  company  run  by  Chair- 
man Frank  Stronach,  spending  $84  mil- 
lion on  the  purchases.  That  surpasses 
what  was  saved  by  the  dividend  cut. 
"That's  our  Frank,"  says  Claude  Lam- 
oreaux,  chief  executive  of  the  Toronto 
Teachers  Pension  Fund,  which  now  has 
less  than  1%  of  Magna  stock  after  dump- 
ing a  chunk  of  it  last  year.  "He's  a  suc- 
cessful entrepreneur,  but  then  you  have 
these  transactions  that  many  people  find 
questionable." 

Outside  investors  aren't  the  only  ones 
anxious  about  the  business  practices  of 
Stronach,  whose  company  has  emerged 
in  recent  weeks  as  a  leading  candidate 
to  buy  Chrysler  Group.  In  May,  four 
longtime  board  members  (out  of  12)  will 
be  resigning.  The  company  says  the  tim- 
ing is  "a  coincidence,"  but  one  director 
and  sources  close  to  the  board  indicated 
that  some  of  the  departing  directors 
grew  tired  of  trying  to  keep  Stronach 
from  straying  away  from  the  core  parts 
business  and  making  moves  that  up- 
set shareholders.  Three  of  them— lead 
director  Edward  C.  Lumley,  Canadian 
investor  Royden  R.  Richardson,  and 
retired  Ford  Motor  Co.  executive  Wil- 
liam H.  Fike— were  independent  board 
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members.  Lumley  wouldn't  state  his 
reason  for  leaving  but  conceded  that 
there  has  been  tension  between  a  few 
board  members  and  Stronach.  "Let's 
just  say  there  has  been  some  debate  over 
the  years,  and  leave  it  at  that,"  Lumley 
said  in  a  brief  telephone  interview.  "I 
just  had  a  conversation  with  our  largest 
shareholder,  who  wasn't  happy  about 
the  dividend.  This  isn't  the  first  time  I 
had  been  asked  to  talk  to  sharehold- 
ers." Stronach  declined  to  speak  to 
BusinessWeek. 


FIRM  GRIP 

A  CLOSE  LOOK  at  Magna  reveals 
a  complex  and  interesting  com- 
pany. True,  Stronach  is  a  brilliant 
entrepreneur  who  delivers  results. 
The  company  made  $528  million 
last  year  on  revenues  of  $25  bil- 


Beefs  with 
Frank 

HIGH  SALARY:  Stronach  has 
earned  an  average  of  $34  million 
a  year  over  the  past  five  years, 
several  times  what  CEOs  earn  at 
rival  parts  makers 

LAND  PURCHASES:  Magna  has 
disclosed  several  real  estate 
transactions  in  which  the  parts  maker 
paid  other  Stronach  companies  for  golf 
courses  and  other  property 

RENT:  Magna  doesn't  own  most  of 
the  property  it  occupies.  Instead,  it 
rents  offices  and  many  of  its  factories 
from  another  company  controlled 
by  Stronach 


lion,  even  as  many  parts  makers  sue 
cumbed  to  bankruptcy. 

But  there's  another  side  to  Magna's  in- 
domitable chairman,  a  side  some  investors  \p 
don't  like.  Although  Stronach  owns  just  59i 
of  the  common  stock,  he  controls  the  busi- 
ness outright,  with  67%  of  the  Class  B  vot-  3 
ing  stock.  Critics  complain  he  is  overpaid  |fsa 
and  uses  his  power  to  approve  rental  agree-  Li 
ments  and  other  real  estate  deals  between  ' 
Magna  and  companies  he  controls.  Board 
members  say  they've  had  to  wrestle  wii 
Stronach  to  keep  Magna  from  diversify- 
ing away  from  the  parts  business  and  intoi 
riskier  ventures  such  as  Stronach's  pa$ 
sion,  Thoroughbred  racing.  "It  wasn't  jusi 
one  thing,"  says  the  departing  Richardson 
"You're  constandy  in     _^^^^_ 
a  position  of  hav 
ing  to  look  out 
for  the  share- 
holders. They 
don't  have  a 
loud  voice." 

While  he 


respected  in  the  auto  industry,  Stronach 
is  few  fans  in  the  corporate  governance 
ovement.  He  started  Magna  in  a  ga- 
ge 50  years  ago  and  has  been  known  to 
ke  a  cavalier  attitude  toward  complaints, 
hen  shareholders  challenged  his  salary 
2004,  he  told  Toronto's  Globe  and  Mail: 
fs  a  free  country.  If  they  don't  like  it,  they 
ould  sell  their  shares." 
Such  views  are  more  common  in  Can- 
ada, where  major  companies  such 
as  Rogers  Communications,  Shaw 
Communications,  and   CanWest 
Global    Communications    have 
similar  structures  with  powerful 
controlling    stockholders.    "The 
U.S.  is  further  along  in  terms  of 
reforming    corporate    governance," 
says  Joseph  R.  D'Cruz,  a  business 
professor  at  University  of  Toron- 
to's Rotman  School.  "We 
still  have  a  number  of      ,-=^ 
companies  with  crony 
boards." 

Even    by    Cana- 


dian standards,  though,  Magna  is  ex- 
ceptional. Shareholder  activist  groups 
see  the  golf  course  transaction  as  just 
another  cozy  deal  between  Stronach's 
enterprises.  Lamoreaux  says  arrange- 
ments like  that  are  the  reason  Magna 
routinely  ranks  toward  the  bottom  of  the 
Globe  and  Marts  corporate  governance 
survey.  "I  would  question  why  the  board 
would  approve  the  purchase  of  two  golf 
courses.  The  stock  isn't  in  my  [personal] 
portfolio,"  says  Lamoreaux. 

Magna  offers  an  explanation  for  the  ac- 
quisitions: Both  courses  abut  Magna  head- 
quarters and  offices.  Executives  have  used 
the  country  club  and  its  facilities  to  hold 
company  meetings  and  events  and  paid 
up  to  $7  million  a  year  to  rent  them.  Buy- 
ing them  would  eliminate  rent 
payments.       Because 
Magna     Entertain- 
ment Corp.  (MEC) 
put  the  property 
up  for  sale,  Magna 
was  also  worried  a 


*^B|fc 


Stronach 
had  to  be 
steered 
away  from 
racing 
ventures 


new  buyer  would  acquire  it,  leaving  the 
company  without  easy  access  to  the  course. 
Magna  adds  that  the  deal  was  reviewed  by 
a  committee  of  independent  directors. 

Other  issues  raise  eyebrows.  Cana- 
dian shareholders  have  long  complained 
about  Stronach's  salary.  Since  2002,  he 
has  paid  himself  $168  million,  for  an 
average  of  nearly  $34  million  a  year, 
according  to  the  company's  annual  re- 
ports. His  pay  amounts  to  3%  of  profits 
in  a  typical  year.  By  comparison,  Johnson 
Controls  Chairman  and  CEO  John  Barth 
made  $14  million  in  cash  and  stock 
—1.4%  of  profits— running  a  larger  parts 
company  with  double  Magna's  2006 
earnings.  Magna  notes  that  independent 
directors  approve  Stronach's  pay. 

JUGGLING  INTERESTS 

THEN  THERE  IS  the  matter  of  real  estate. 
MI  Development  owns  Magna's  offices 
and  many  of  its  factories.  Stronach  is  both 
chairman  and  controlling  shareholder  of 
MID,  which  has  charged  Magna  $425 
million  in  rent  payments 
since  2003,  according  to  fi- 
nancial statements.  Magna 
argues   that   selling  those 
properties  to  Stronach's  real 
estate  firm  freed  up  cash. 
Also,  since  the  real  estate 
business  was  later  spun  out, 
with  some  shares  going  to 
Magna    stockholders,    the 
company  created  value  for 
its  investors.  When  Magna 
spun  off  the  real  estate  outfit 
back  in  2003,  the  company 
said  it  would  make  11%  re- 
turns on  the  Magna  properties  and  had 
built-in  rent  increases.  That  may  be  fine, 
but  with  Stronach  acting  as  chairman  of 
both  public  companies,  he  must  juggle 
the  responsibilities  of  making  strong 
rental  profits  for  MID  while  keeping 
costs  in  check  for  Magna.  The  com- 
pany says  that  all  of  the  leases  are 
for  "fair  market  value"  and  vetted 
by  independent  directors. 

Despite  questions  about  pay  and 
governance,  there's  a  reason  share- 
holders tolerate  Stronach:  He  posts 
good  numbers.  To  Magna's  owners, 
he  is  to  the  parts  company  what  Steve 
Jobs  is  to  Apple  Inc.  "Frank  created  this 
company  from  his  bare  hands,"  says 
Boston  University  business  school  dean 
Louis  Lataif,  who  sits  on  the  MEC  board 
and  joins  Magna's  board  next  month. 
"I  wouldn't  be  associated  with  this  if 
I  thought  there  was  anything  devious. 
There  may  be  things  controversial,  but 
not  devious."  ■ 
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The  iPhone's 
German  Accent 

Little-known  Balda  is  the  likely  pick  to  build 
the  touch  screen  for  Apple's  newest  gadget 


are- 


BY  JACK  EWING 

AND  ARIK  HESSELDAHL 

LAST  YEAR  WASN'T  EXACT- 
ly  auspicious  for  German 
mobile-phone  components 
maker  Balda.  The  company 
issued  two  profit  warnings, 
shed  70%  of  its  2,400  Ger- 
man workers,  and  ended  the 
year  with  a  loss  equal  to  13%  of  sales.  So 
why  would  a  heavy  hitter  such  as  Apple 
Inc.  hand  Balda  a  contract  to  make  the 
touch  screens  that  are  the  most  impor- 
tant design  element  of  the  much-antici- 
pated iPhone? 

Although  neither  Balda  nor  Apple  has 
actually  said  the  German  company  is 
going  to  make  the  displays,  it's  an  open 
secret  in  the  industry  that  Balda  has  the 
job.  It's  the  only  company  in  the  world 
currently  capable  of  producing  the  mil- 
lions of  advanced  small-format  displays 
that  Apple  will  need.  And  Apple  isn't  the 
only  reputable  company  betting  on  Balda, 
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which  is  hardly  a  household  name  even 
in  Germany.  Nokia,  Motorola,  and  Sony 
Ericsson  are  Balda  customers,  and  lots 
of  smart  investors  are  grabbing  shares  of 
the  company  based  in  the  northwest  Ger- 
man spa  town  of  Bad  Oeynhausen.  Fund 
manager  FMR  Corp.,  better  known  as  Fi- 
delity, and  New  York-based  Wyser-Pratte 
Management  Co.,  have  both  bought  big 
stakes  in  recent  months. 

They're  not  crazy.  Although  Balda  was 
better  known  as  a  maker  of  plastic  shells 
for  cell  phones,  a  well-timed  deal  with 
a  Chinese  producer  of  touch  screens 
catapulted  the  German  company  into 
what  looks  like  a  profitable  new  business. 
With  the  Chinese  technology,  Balda  now 
makes  glass-surfaced  screens  that  are 
far  more  sensitive,  thinner,  and  harder 
to  scratch  or  smudge  than  the  plastic 
displays  that  now  dominate.  They  offer 
sharper  resolution,  and  unlike  conven- 
tional touch  screens— which  get  con- 
fused by  more  than  one  finger  at  a 


time— Balda's  displays  can  sense  sevppenh 
eral  human  digits  simultaneously.  AppL 
which  plans  to  launch  the  iPhone  i 
June,  has  already  patented  software  thi 
would  allow  a  user  to  place  thumb  an 
forefinger  on  the  display,  then  sprea 
them  apart  to  magnify  an  image.  Whamo 
Balda  has  done  "seems  to  be  far  ahea<! 
of  the  competition,"  says  investor  Guy 
Wyser-Pratte,  who  has  7%  of  Balda  anr|acke!b 
says  he's  still  buying. 

Balda's  reversal  of  fortune  is  remarlr 
able  considering  the  rough  patch  it  werf 
through  just  a  few  months  ago.  It  g«, ifERi 
slammed  last  year  when  Taiwanese  elee  rwhet 
tronics  maker  BenQ  Corp.,  a  major  cuuijpav 
tomer,  declared  its  German  handset  oj> 
erations  insolvent  barely  12  months  affat  ;s  n 
buying  the  business  from  Siemens.  3 « al  s 
addition,  Balda's  core  business  of  hand!  &  29, 
set  casings  suffered  as  prices  plunge*  nmi 
Overall  sales  fell  7%,  to  $482  million  m« 
in  2006,  while  the  company  suffered!)  d-haff : 
pretax  loss  of  $64  million,  almost  tki  jna^n 
same  as  its  year-earlier  profit.  Bald*  id, ^ 
shares  slumped  nearly  60%  from  Apn  Califoi 
to  October,  when  management  issuedJ  ft  t( 
second  profit  warning.  "It  was  a  year  compe 
turmoil,"  CEO  Joachim  Gut  told  repon  commc 
ers  on  Mar.  28.  1  fc  d 

It  might  be  more  accurate  to  say  thlj  portant 
Balda  underwent  the  corporate  equivv^,, 
lent  of  simultaneous  organ  transplanti  But  m( 

-1  Ida's  sh 


On  Display        I 

How  Balda's  screens  help  make 
the  iPhone  cool: 

■  Surface  is  harder  and  more  scratch- 
resistant  than  existing  screens 

■  Resists  smudging,  essential  for  a 
device  that's  operated  with  fingers 

■  The  phone  housing  and  display  are  a 
single  unit,  allowing  for  extra-thin  design 

■  Capable  of  sensing  taps  by  several 
fingers  at  once 
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le  company  sold  five  of  its  six  German 
stories,  then  opened  new  facilities  in 
lina  and  India.  And  Balda  bought  50% 
I  TPK  Holding,  a  Xiamen  (China)  com- 
Iiiy  that  had  the  crucial  touch-screen 
6:hnology.  Although  Balda  had  no  expe- 
|:nce  in  touch  screens,  its  connections  to 

I  ae-chip  handset  makers  will  likely  open 

I I  new  markets  for  TPK,  and  Balda  says 
I  nay  soon  double  capacity,  to  70  million 
I  splays  annually. 

I  Initial  skepticism  about  Balda's  trans- 
Irmation  was  huge.  Analyst  Nicolas 
In  Stackelberg  of  German  bank  Sal. 
Ippenheim  jr.  even  flew  to  China  to 
■ake  sure  that  TPK  was  everything  Bal- 
I  claimed.  Stackelberg  came  away  im- 
jbssed  by  TPK's  modern  campus  and 
iichael  Chiang,  its  Taiwanese  founder. 
Iiiang's  family  acquired  15%  of  Balda  as 
lit  of  the  deal  and  is  now  the  combined 
impany's  biggest  shareholder.  "He's  a 
iry  energetic  entrepreneur  type,"  says 
f  ickelberg,  who  later  upgraded  Balda 
i ares  to  a  "buy." 

1ASSIVE  POTENTIAL 

IlERE  ARE  DOUBTERS  who  still  won- 
ir  whether  Balda  can  make  the  acquisi- 
V n  pay  off.  The  company  has  promised 
(■boost  pretax  profits  this  year  to  at  least 
■5  million  on  sales  of  $845  million— a 
lal  some  analysts  say  is  a  stretch.  On 
nr.  29,  Diisseldorf-based  bank  WestLB 
■wngraded  Balda  shares  to  "sell," 
J xning  of  "significant  risk"  that  sec- 
■d-half  sales  won't  be  as  spectacular  as 
u  magement  expects.  Further  down  the 
id,  other  touch-screen  makers  such 
A|  California-based  Synaptics  Inc.  may 
able  to  ramp  up  production  enough 
compete.  Although  Apple  declined 
comment  for  this  story,  the  company 
likes  depending  on  one  supplier  for 
d  portant  components  and  typically  en- 
qui  irages  rivals  to  join  the  fray. 
in  But  most  investors  are  still  bullish. 
_]  Ida's  shares  have  jumped  by  55%  since 
November  low  point.  Fidelity  has 
reased  its  stake  to  10%  since  disclos- 
;  a  5%  holding  in  March,  though  the 
id  company  declined  to  comment. 
e  likely  reason  for  the  optimism:  The 
ione  may  encourage  more  creative 
!  of  touch  screens  in  other  handsets, 
well  as  gadgets  such  as  MP3  players, 
dical  equipment,  and  perhaps  even 
?liances  like  toasters  and  refrigera- 
"This  touch-screen  technology  has 
ssive  potential,"  says  Michael  Treichl, 
paging  partner  of  London-based  fund 
dley  Capital,  which  owns  some  8%  of 
company.  "Balda  is  in  a  good  position 
e  advantage  of  it."  ■ 
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SAMSUNG'S 
UPSTAGE 


BY  CLIFF  EDWARDS 

AND  ROGER  O.  CROCKETT 

How  do  you  steal  the  spotlight 
from  Steve  Jobs?  It's  not  easy, 
but  with  two  months  to  go 
until  the  debut  of  Apple  Inc.'s 
iPhone,  wireless  carriers  are 
pinning  their  hopes  on  snazzy  new  devices 
from  Samsung,  LG,  and  Nokia.  The  names 
of  two  of  the  new  phones  say  it  all:  UpStage 
and  enV. 

No  one  knows  whether  the  iPhone  will 
be  a  runaway  success  when  it  hits  Apple 
and  Cingular  Wireless 
stores  in  June.  But  the 
combination  phone- 
music  player  got  rave 
reviews  at  its  unveiling 
in  January,  and  few  are 
willing  to  bet  against  CEO 
Jobs'  track  record.  The 
tension  is  even  higher 
because  the  iPhone  is 
arriving  at  the  same  time 
that  Sprint-Nextel,  Verizon 
Wireless,  T-Mobile,  and 
Cingular  are  tryingto  sign 
up  as  many  well-heeled, 
data-hungry  customers 
as  possible  to  offset  the 
high  costs  of  building 
third-generation  wireless 
networks.  That  explains 
why  so  many  phone 
discounts  and  30-day 
"test  drives"  are  suddenly 
available.  ^^"M^^ 

Industry  watchers  say 
such  pricing  and  marketing  moves  clearly 
aim  to  steal  the  limelight  from  the  iPhone. 
They  also  anticipate  a  surge  in  multimedia 
features,  despite  phone  users'  heretofore 
tepid  interest  in  downloading  music  or  video 
to  their  phones.  Sprint  may  be  the  most 
aggressive  of  the  lot.  This  month  it  began 
selling  Samsung's  UpStage  on  an  exclusive 
basis.  The  candy-bar-shaped  device  looks 
like  a  cell  phone  on  one  side  and  flips  over 
to  reveal  a  full  media  player  on  the  other. 
Including  an  add-on  battery  and  a  case,  it 
will  sell  for  just  $149— well  below  cost-with       predict,  it  will  bring  to  phones 


The  names  of 
two  new 
phones  say  it 
all:  UpStage 
and  enV 


a  two-year  contract.  In  addition,  Sprint  has 
slashed  the  price  of  its  over-the-air  music- 
download  service  to  99tf  a  track,  from 
$2.50.  Verizon  matched  a  Sprint  offer  to  give 
new  customers  30  days  to  decide  whether 
they  want  to  continue  their  service.  But 
Verizon  also  let  dissatisfied  customers  pay 
only  for  the  data  they  used. 

The  carrier  recently  rolled  out  LG's  enV 
multimedia  phone  and  plans  to  sell  similar 
devices  from  Samsung  and  Motorola.  In 
early  April,  T-Mobile 
began  selling  the  $250 
Nokia  5300  Xpress 
Music  at  a  $150  discount. 

All  these  phones 
have  clear,  large,  color 
screens  and  impressive 
sound  quality.  A  couple 
of  relatively  new 
Verizon  models  include 
an  antenna  to  grab 
television  signals.  The 
UpStage  even  uses  a 
touch  pad  for  navigation 
that's  similar  to  what 
Apple  promises,  if 
not  as  easy  to  use. 
Alana  Muller,  Sprint's 
director  of  wireless 
data  programming 
and  marketing,  says 
UpStage's  timing  is 
"serendipitous,"  adding: 
"We  didn't  plan  this 
because  of  Apple." 
■  Jim  Ryan,  Cingular's 

vice-president  for 
data  product  management  and  business 
marketing,  calls  it  an  act  of  "desperation." 
While  each  carrier  is  arming  itself  with 
new  gizmos,  the  victor  ultimately  must 
deliver  a  great  experience  as  both  a  phone 
and  a  media  player.  The  makers  of  the  new 
Sprint,  Verizon,  and  T-Mobile  phones  have 
been  criticized  in  the  past  for  multimedia 
software  that  is  too  complicated  for  average 
users.  Elegantly  simple  software  is  precisely 
the  advantage  Apple  brings  to  computers 
and  music  players— and  which,  Apple  fans 
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COMMENTARY 


BY  CHRISTOPH  GUTTENTAG 


The  College  Crunch:  Why 
Getting  In  Has  Gotten  So  Toug] 

At  Duke,  there  were  19,170  applicants  for  only  1,665  spaces 


FOR  MANY  AMERICAN  FAMILIES, 
March  Madness  refers  not  to  a 
basketball  tournament  but  to 
the  ever-increasing  anxiety  in 
the  weeks  before  colleges  mail 
their  acceptance  letters.  As  dean  of  admis- 
sions at  a  prominent  U.S.  university,  I 
hear  the  complaints  firsthand.  Last  week 

my  office  sent  disappointing  news  to  more  than  15,000  stu- 
dents—including almost  800  valedictorians— applying  for 
admission  to  Duke  University. 

With  the  second-highest  number  of  applicants  in  our  his- 
tory (19,170  for  only  1,665  spaces),  we  had  little  choice.  And  my 
school  is  not  unique.  Record  numbers  of  students  are  apply- 
ing to  record  numbers  of  schools.  So  many  students— not  just 
good  ones,  but  exceptional  ones— are  getting  rejected  by  so 
many  colleges.  That  has  caused  many  students  and  parents  to 
feel  the  whole  college-admissions  process 
is  high-stakes,  random,  or  unfair. 

In  fact,  it  is  far  from  random,  and  it 
helps  to  look  at  how  the  process  evolved. 
In  the  1980s,  all  of  us  working  in  col- 
lege admissions  were  petrified  at  the 
then-declining  number  of  18-year-olds. 
There  was  talk  of  colleges  closing  because 
there  wouldn't  be  enough  students  to  fill 
the  available  slots.  So  we  all  ramped  up 
recruiting,  more  students  applied,  and 
most  colleges  survived  intact.  In  fact,  they 
thrived.  And  we  all  learned  that  a  larger 
pool  of  applicants  yielded  a  more  talented 
and  engaged  class  that  was  closer  to  our 
ideal.  So  nobody  wanted  to  turn  back  the  clock;  if  anything,  we 
increased  recruitment  even  more.  As  a  result,  the  past  20  years 
have  seen  a  jump  in  the  number  of  college  applications  far 
exceeding  the  rise  in  the  number  of  18-year-olds.  And  colleges 
don't  expect  to  reduce  their  recruiting  efforts  anytime  soon. 

Recendy,  a  self-perpetuating  element  has  come  into  play  as 
well:  Selective  colleges  attract  more  applicants  simply  by  vir- 
tue of  their  ever-increasing  selectivity.  And  anxious  students, 
less  certain  of  their  chances,  apply  to  more  colleges,  resulting 
in  even  greater  selectivity  at  a  wider  number  of  colleges— and 
more  anxiety. 
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There  are 
dozens, 
if  not  scores,  of  good 
options  for  virtually 
every  student  who 
wants  to  go  to  college 


Ultimately  the  admissions  process  lies  (somewhat  uncom 
fortably)  at  the  intersection  of  the  interests  and  aspirations  c 
individuals,  institutions,  and  society.  We  should  not  be  sui.j 
prised  that  both  applicants  and  colleges  act  in  their  own  seli'j 
interest,  just  as  we  expect  businesses  to  compete,  consumers  t 
be  savvy,  and  society  to  allow  as  much  choice  as  possible.  And 
most  admissions  staff  consider  a  wide  range  of  factors  in  th» 
admissions  process,  a  task  more  complex  and  personal,  aiw 
less  predictable,  than  admitting  students  on  the  basis  of  thei 
academic  work  alone. 

That's  not  all  bad.  For  years,  many  of  us  have  made  a  colli 
scious  effort  to  bring  together  on  campus  students  of  varyinii 
backgrounds,  values,  and  experiences,  enhancing  their  edd 
cation  and  their  preparation  for  the  real  world.  We've  worried 
about  pricing  out  the  middle  class.  And,  keenly  aware  thii 
the  admissions  process  does  not  take  place  on  a  level  pla]i 
ing  field,  colleges  have  been  more  active  in  reaching  out  t 
talented  students  who  might  otherwise  be  overlooked.  ThJ 
expanded  access  has  meant  more  competition  for  a  relative] 
fixed  number  of  slots  at  some  schools. 

Still,  we  in  admissions  need  to  suppo; 
the  calls  for  colleges  to  be  more  transpa 
ent  in  their  decisions  and  more  reason 
able  in  their  expectations  of  students,  f< 
parents  to  help  their  children  relax  a  bj 
and  for  high  schools  to  focus  more  on  tl 
process  of  education  than  just  the  result 
Finally,  we  need  to  remind  ourselvr 
that  the  media's  focus  on  a  very  sntf 
number  of  so-called  elite  colleges  and  tl 
public's  obsession  with  seemingly  obja 
tive  college  rankings,  dramatically  distai 
the  public's  understanding  and  appreci 
tion  of  the1  many  exceptional  opportum 
ties  for  higher  education  available  in  oi 
country.  There  are  dozens,  if  not  scores,  of  good  options  f 
virtually  every  student  who  wants  to  go  to  college.  Every  senii 
can  find  more  than  a  few  colleges  that  would  be  comfortabl 
challenging,  and  affordable.  The  more  we  keep  this  in  min' 
the  easier  it  will  be  to  remember  that  the  quality  of  an  educ 
tion  has  more  to  do  with  a  student's  work  than  with  a  collegu 
name.  The  beneficiaries,  of  course,  will  be  our  children.  ■ 


Christoph  Guttentag  is  dean  of  undergraduate  admissions  at 
Duke  University  and  a  former  associate  dean  at  the  University 
of  Pennsylvania. 
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Choose  proven  performance 
for  your  40 1(<)  rollover, 

The  T.Rowe  Price  FlexChoice  Rollover  1RAS 


Average  annual  total  returns  as  of  12/31/06  1  Year         5  Year         10  Year    Expense  Ratio* 


Capital  Appreciation  Fund 

14.54% 

12.22% 

12.18% 

0.76% 

Lipper  Flexible  Portfolio  Funds  Average 

11.56% 

6.86% 

7.44% 

1.37% 

Equity  Income  Fund 

19.14% 

9.35% 

10.13% 

0.71% 

Lipper  Equity  Income  Funds  Average 

18.45% 

8.61% 

8.80% 

1.47% 

Growth  Stock  Fund 

14.05% 

6.25% 

9.20% 

0.72% 

Lipper  Large-Cap  Growth  Funds  Average 

5.60% 

2.15% 

5.53% 

1.65% 

, 4 
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Current  performance  may  be  lower  or  higher  than  the  queued 
results.  Share  price,  principal  value,  and  rett 
shares.  To  obtain  the  most  recent  monthrend  pe, 
prospectus  or  a  briefer  profile;  each  includes  invest 
that  you  should  read  and  consider  carefully  befot 
including  possible  ioss  of  pr incipai. 


We  offer  over  70  no-load,  low-cost  funds  appropriate  for  rollover  IRAs.  Call  our  Rollover  Specialists  to 
talk  it  over  or  open  an  account.  They  can  even  help  take  care  of  the  paperwork  for  you. 
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AUSTRALIA 


A  YANK  ON 
THE  FIRING  LINE 

Sol  Trujillo  is  raising  hackles  as  he 
remakes  former  state-run  telco  Telstra 


BY  BRUCE  EINHORN 

SOL  TRUJILLO  IS  TRYING 
hard  to  fit  in.  Since  taking 
over  at  Australia's  Telstra 
Corp.  in  2005,  the  former 
chief  executive  officer  of 
US  West  Communications 
Inc.  has  sparred  with 
politicians,  regulators,  and  the  media 
over  his  plans  to  remake  the  country's 
leading  telephone  carrier.  But  on  a  re- 
cent visit  to  Adelaide,  capital  of  the  state 
of  South  Australia,  Trujillo  went  out  of 
his  way  to  prove  he's  no  outsider.  He 
sprinkles  his  speeches  with  references  to 
"barbies"  and  a  local  stock  car  race,  and 
he  mentions  that  Adelaide  is  his  wife's 
favorite  city  Down  Under.  At  lunch  he 
extols  the  benefits  of  Telstra's  trans- 
formation from  a  state-run  monopoly 
into  a  profit-driven  corporation.  "We  are 
empowering  customers  across  Australia, 
including  Southern  Australia,"  he  says. 
Insider?  Well,  maybe  not  quite  yet. 
Business  leaders  in  the  audience  are 
too  polite  to  point  out  ^^^^^^^^m 
that  their  state's  name 
is  South  Australia,  not 
"Southern  Austra- 
lia"—a  gaffe  Trujillo 
makes  five  times  in  his 
15-minute  speech. 

Boning  up  on  Aus- 
tralian geography  may 
be  the  least  of  Trujillo's 
problems.  Two  years  af- 
ter taking  the  job,  the 
55-year-old  Wyoming 
native  still  has  plenty 
of  work  left  in  turning 
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around  Telstra.  When  Trujillo  arrived  in 
Australia,  the  company  was  losing  market 
share  at  home,  a  plan  to  expand  in  Asia 
had  gone  bust,  and  its  stock  was  sagging. 
"It  was  like  AT&T  in  1984,"  when  U.S. 
regulators  ordered  the  breakup  of  the 
phone  monopoly,  recalls  Trujillo.  "This 
was  a  company  that  needed  an  end-to-end 
transformation." 

For  Trujillo,  that's  both  a  business 
and  a  cultural  challenge.  Profits  for  the 
six  months  through  December  fell  21%, 
to  $1.3  billion,  on  revenues  of  $8.8  bil- 
lion, as  Telstra  has  fought  off  new  rivals 
in  fixed-line  and  cellular  services  and 
grappled  with  the  threat  posed  by  free 
Internet  calling.  Its  CEO,  meanwhile, 
must  contend  with  an  often  hostile  local 
press  that,  much  to  his  irritation,  isn't  shy 
about  making  references  to  his  Hispanic 
heritage,  routinely  branding  executives 
he  has  brought  in  from  the  U.S.  as  his 
"amigos." 

Despite  the  ribbing,  Trujillo  can  point 
to  some  successes.  Last  year,  Telstra 
^^^^^^^^^  finally  freed  itself  from 
government  control 
after  politicians  in 
Canberra  agreed  to 
pare  back  the  state's 
holdings  from  51%  to 
17%.  Robust  growth  in 
the  company's  wireless 
division  has  helped 
offset  the  decline  in  its 
traditional  fixed-line 
business.  And  Telstra's 
shares,  which  sank  in 
the  wake  of  Trujillo's 
appointment,      have 


rebounded  and  now  stand  28%  abovi  : 
their   12-month   low   in   mid-OctobeBigktal 
Key  to  the  turnaround  is  what  Telstrt*  it  rival 
calls  "Next  G,"  an  $816  million  ultrafasil igaprr 
cellular  network  that  allows  users  to,  saji  alow 
download  a  song  in  less  than  a  minutflnfsm 
about  one-fifth  the  time  it  might  take  oi  s  a  pa 
already-speedy  3G  mobile  networks.  Tnrn  .'enrnic 
jillo  boasts  that  subscribers  to  the  nevcommt 
service  are  five  times  more  likely  to  bufrji 
music  or  make  video  calls,  which  transi' 
lates  into  a  35%  increase  in  revenues  pt 
customer. 


Ibafs 


one. 


APR.  2.  '07 


SCUTTLE  DIPLOMACY 

THE  NEXT  G  ROLLOUT  has  also  providei  o 
Telstra's  chief  with  a  welcome  diversio 
from  his  nasty  fight  with  regulators.  LaWienE  j 
August,  Trujillo  ditched  plans  to  build  tjjillo  ai 
fixed-line  broadband  network  that  woulijen  Tnjj 
have  provided  half  of  all  Australia  |5  it, 
households  with  super-fast  Internet  coiillossni 
nection  speeds.  Telstra  reversed  cours 
because  Australia's  Competition  &  Coi 
sumer  Commission,  in  a  bid  to  spi' 
competition,  was  pressing  the  carriers  1 
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sen 


:n  the  network  to  other  operators.  The 

gh-talking  Trujillo  fumes  at  the  notion 

t  rivals  such  as  Vodafone  Group  and 

gapore  Telecom  Ltd.'s  Optus  should 

allowed  to  piggyback  on  his  com- 

y's  multi-million-dollar  investment. 

a  parasitic  model,"  he  says  of  the 

eminent1  s  policy.  The  ACCC  declined 

omment,  but  Australian  Prime  Min- 

r  John  Howard  has  said  he  will  not 

blackmailed"  by  Telstra.  Trujillo  isn't 

j  on  his  competitors,  either,  calling 

companies  lobbying  for  access  to  the 

ined  network  "the  Nine  Dwarfs." 

hat's  trademark  Trujillo,  say  those 

know  him  from  the  U.S.  "Sol's 

one  to  shy  away  from  a  fight,"  says 

ert  E.  Knowling  Jr.,  who  worked  with 

illo  at  US  West  from  1996  to  1998. 

:n  Trujillo  took  over  the  Baby  Bell  in 

5  the  company  was  struggling  with 

loss  of  its  monopoly,  and  customers 

ded  it  for  being  slow  and  stodgy. 

)ple  called  it  US  Worst,"  but  Tru- 

made  great  strides  in  improving 

ervice  record,  says  Knowling,  now 


CEO  of  Vercuity  Solutions  Inc.,  a 
Colorado  company  that  provides 
business  services  to  the  telecom 
industry.  Trujillo  left  US  West 
in  2000  after  shepherding  the 
outfit  through  a  merger  with 
Qwest  Communication  Interna- 
tional Inc.  In  2001  he  joined  the 
board  of  Orange,  the  cellular 
carrier  owned  by  France  Tele- 
com. In  2003,  he  became  the 
company's  CEO,  a  job  he  held  ^^™ 
for  13  months. 

These  days,  Trujillo  insists,  he's  not 
picking  a  fight  with  Australia's  regula- 
tors. He  says  he's  just  sticking  up  for 
Telstra  shareholders  and  employees.  To 
that  end  he  appointed  Phil  Burgess,  a 
pugnacious  American  who  was  an  advi- 
sor to  US  West.  His  job  is  to  drum  up 
support  among  investors  and  workers  for 
Telstra's  stand  against  the  government. 
Burgess  has  fielded  a  rapid-response 
team  of  bloggers  who  use  a  new  Telstra- 
sponsored  Web  site  to  counter  negative 
coverage  in  the  mainstream  media.  To 


TRUJILLO  The  CEO  is  in 
pitched  battles  with  both 
regulators  and  competitors 
he  calls  "the  Nine  Dwarfs" 

critics  who  say  such  tactics 
might  offend  politicians  Down 
Under,  he's  unapologetic. 
"Where  we  come  from,  that's 
why  you  have  politicians— to 
have  someone  to  offend,"  Bur- 
gess says.  "If  you  don't  want  to 
be  offended,  you  shouldn't  be 
in  politics." 

That  attitude  feels  like  a 
welcome  change  to  some  of 
Telstra's  rank  and  file.  In  the 
past,  many  of  the  company's 
workers  were  embarrassed 
about  its  sorry  reputation. 
"Sol  has  taken  on  the  big 
issues.  He's  not  concerned 
about  the  criticism  he  gets," 
says  Mark  R.  Bolton,  a  Telstra 
regional  manager  who  attend- 
ed a  pep  rally  for  500  work- 
ers during  Trujillo's  Adelaide 
visit.  "It's  absolutely  refresh- 
ing," adds  Bolton,  who  tends 
to  Telstra's  customers  in  the 
Outback,  some  of  whom  are 
so  isolated  that  it  can  take  six 
hours  to  reach  them  by  car. 

But  is  Trujillo's  chest- 
thumping  effective?  David 
Kennedy,  a  research  direc- 
tor for  Ovum-RHK 
in  Melbourne,  isn't 
sure  it's  doing  much 
to  win  over  Austra- 
lia's regulators  and 
leaders.  "There  has 
been  a  lot  of  heat 
and  noise,"  says 
Kennedy.  "But  I 
haven't  seen  any 
evidence  that  it  has 
had  a  political  im- 
^^^^m  pact  yet." 

Indeed,  as  far  as 
Telstra  is  concerned,  the  political  climate 
may  be  taking  a  turn  for  the  worse. 
On  Mar.  20  the  opposition  Labor  Party 
announced  a  proposal  to  sell  about 
$3.7  billion  worth  of  the  government5 s 
remaining  stake  in  Telstra  and  use  the 
funds  to  build  a  national  broadband  net- 
work open  to  Telstra's  competitors.  With 
Labor  in  the  lead  heading  into  next  year's 
national  elections,  Trujillo  may  have  to 
work  that  much  harder  to  fit  in.  ■ 

-With  Paula  Lehman  and 
Cristina  Lindblad  in  New  York 
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An  inside  look  at  the  dynasty  that  dominates  steel 
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INSIDE  THE  BEAUX  ARTS  PALACE  IN  LUXEMBOURG 

:  serves  as  headquarters  of  steel  giant  Arcelor  Mittal,  a  half- 

zen  men  in  their  forties  and  fifties  listen  intently  as  plant 

lagers  from  around  the  world  file  in  to  make  presentations. 

[  is  no  bunch  of  lightweights:  Almost  everyone  at  the  table 

;  decades  of  experience  in  the  steel  industry.  The  lone  excep- 

i  is  31-year-old  Aditya  Mittal,  the  baby-faced  chief  financial 

:er  and  son  of  the  founder  and  chief  executive,  Lakshmi 

littal.  But  in  this  room  full  of  veterans,  he's  the  one  who's 


really  calling  the  shots.  When  Louis  Schorsch,  who  heads  the 
company's  operations  in  the  Americas,  brings  up  die  delicate 
topic  of  personnel  problems  at  one  important  plant,  it's  Aditya 
Mittal  who  responds.  "Feel  free,"  Mittal  says  impassively,  "to 
change  the  management." 

Tough  words,  chilly  delivery.  This 
kid  doesn't  fool  around.  Aditya's 
father  isn't  at  the  meeting,  yet  ev- 
eryone knows  the  trim,  serious  son 


WH 
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has  Lakshmi  Mittal's  full  backing.  That's  nothing  new.  De- 
spite Aditya's  tender  years,  he  has  worked  with  his  father  for 
a  decade  and  is  his  closest  confidant.  The  pair  is  today  the 
most  powerful  father-son  duo  on  the  global  business  stage. 
Together,  the  Mittals  have  come  to  dominate  one  of  the  oldest, 
most  elemental  businesses  on  earth.  In  the  process,  they've 
helped  revive  a  flagging  industry— and  created  staggering 
wealth.  The  Mittals'  45%  stake  in  Arcelor  Mittal  is  worth  $33 
billion,  ranking  them  among  the  world's  richest  families. 
You  may  well  know  Lakshmi  Mittal.  His  company  is 
responsible  for  10%  of  world  steel  output.  He  lives  in  a  12- 
bedroom  London  mansion  with  butlers  on  call  and  a  Picasso 
on  the  wall.  And  he  famously  dropped  $55  million  on  his 
daughter's  wedding,  which  included  a  party  at  Versailles.  Few 
outside  the  steel  industry,  though,  know  much  about  Aditya 
and  the  outsize  role  he  plays  in  his  father's  success.  Where 
the  56-year-old  Lakshmi  is  the  steel  industry  visionary, 
Aditya  is  the  financial  dealmaker.  The  smooth,  Wharton- 
educated  son  pushed  for  the  $38  billion  takeover  of  Arcelor, 
the  giant  European  steel  company,  then  helped  hammer  out 
every  aspect  of  the  deal  that  closed  last  June. 

A  Rare  Case 

AT  THE  HEART  OF  THEIR  SUCCESS  is  the  Mittals'  powerful 
bond.  In  many  a  family  dynasty,  sons  and  daughters  are  either 
desperately  trying  to  win  their  father's  approval  or  deviously 
plotting  to  overthrow  the  old  man.  But  the  Mittal  team  seems 
to  be  a  rare  case  of  inter-generational  respect  and  shared  pow- 
er. Lakshmi  has  given  his  son  the  running  room  he  needs  to 
build  and  shape  the  company.  Aditya,  in  turn,  is  smart  enough 
and  confident  enough  to  learn  from  his  dad  at  every  turn.  "A 
father  and  son  in  business  is  usually  a  pretty  tricky,  complex 
relationship,"  says  Mittal  board  member  Wilbur  Ross,  who 
sold  his  American  company,  International  Steel  Group,  to  the 
Mittals  in  2004  and  who  has  $250  million  invested  in  Arcelor 
Mittal.  "But  in  this  case,  it  seems  to  work  just  fine." 

One  reason  it  does  may  be  that  the  Mittals  are  in  many 
ways  very  different.  The  son  of  a  traveling  salesman,  Lakshmi 
lived  in  a  poor  and  remote  Indian  village  without  running 
water  until  the  age  of  five.  His  father  later  started  a  small  steel 
mill,  giving  young  Lakshmi  a  taste  for  the  business.  Lakshmi, 
in  turn,  went  on  to  found  his  own  steel  company,  developing 
the  instincts  of  a  from-the-gut  manager.  Aditya  grew  up  as 
the  cherished  only  son  of  a  rising  entrepreneur,  then  was 
dispatched  by  his  father  to  the  U.S.  to  acquire  the  financial 
skills  that  can  only  be  had  in  the  West. 

Rough-hewn  father,  polished  son:  The  two  are  part  of 
a  larger  theme  in  India  Inc.,  even  though  the  Mittals  now 
operate  from  London.  One  Indian  family  after  another— the 
Ambanis  of  Reliance,  the  Premjis  of  Wipro— has  strengthened 
itself  by  dispatching  its  children  to  Britain  and  the  U.S.  for 
schooling.  Lakshmi  is  comfortable  chatting  up  line  workers 
and  still  knows  how  to  operate  the  electric  arc  furnaces  used 
to  turn  scrap  into  molten  metal.  Aditya  feels  more  at  home 
with  a  Wall  Street  crowd,  enjoys  scuba  diving  and  skiing,  and 
has  become  a  master  dealmaker. 


Men  of  Steel 


The  Mittals  have  created  an  empire,  one  step  at  a  tim 


*  Mittal's 
steel  production 

Millions  of  metric  tons 


A  0.4 


1976 



Lakshmi 
Mittal  builds 
first  mill  in 
Indonesia 


A1.5 


1989 

i 

Buys  plant 
in  Trinidad  & 
Tobago... 


A2.9i 


1992 



Mexico 


199 


119 


Can, 


H 


They're  also  free  of  many  of  the  social  and  cultur.; 
constraints   that   so   often   hamstring   business   in  bo' 
Europe  and  India.  The  Mittals  are  Marwaris,  a  group  fn 
the  Indian  state  of  Rajasthan  known  for  producing  shre 
merchants.   But   Lakshmi  bmlt  his   business   first  fn 
Indonesia  and  then  from  London  and  is  seen  as  somethiii 
of  an  outsider  in  his  homeland.  As  a  result,  he  has  become- 
kind  of  world  citizen  without  roots. 

Both  father  and  son  can  be  equal  parts  cunning,  tenacioi 
and  tough— if  not  downright  ruthless— pushing  aside  anyoi 


se'sno 


•  rite: 


The  question  is  whether  the  son  is  pushing  the  father 
too  far.  The  Arcelor  deal  put  the  company  $20  billion  in  debi 
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GLOBAL  SPAN 

Mittal  workers  in 
Germany  (left)  and 
Inner  Mongolia  (above) 
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fcheir  way.  They  are  legendary  for  their  long  meetings,  fueled 
■little  more  than  green  tea  and  sandwiches.  The  Mittals  have 
■pled,  sweet-talked,  or  outwitted  legions  of  steel  executives 
An  every  corner  of  the  planet.  When  they  decide  they  want 
■nething,  they  don't  give  up.  "You  can't  say  no  to  that  man," 
■m  steel  executive  says  of  Lakshmi.  The  Mittals,  for  instance, 
rpotiated  through  three  years  of  shifting  political  winds 
bore  winning  a  steel  plant  in  Romania. 
■The  question  is  whether  the  son  is  pushing  the  father  too  far. 
Are's  no  doubt  that  Lakshmi  Mittal  embraces  risk:  He  built 
I  empire  by  taking  over  fading  steel  mills  that  no  one  else 
Aited.  But  with  Aditya  in  charge  of  mergers  and  acquisitions, 
ti  Mittals  have  shifted  their  business  away  from  snapping  up 
nt-bucket  plants  on  the  cheap.  Instead,  they're  now  paying  top 
d  lar  for  some  of  the  best  mills  in  the  industry.  The  Arcelor  deal 
«ant  loading  up  the  company  with  debt,  now  totaling  about 
T)  billion.  Any  slump  in  demand  combined  with  a  surge  of 


steel  exports  from  China  could  make  it  hard  to  pay  that  off. 

The  Mittals  argue  that  they  have  made  their  business 
more  stable  by  increasing  its  geographical  breadth.  Despite 
a  recent  slump  in  U.S.  prices,  Arcelor  Mittal  is  throwing  off 
cash  by  the  ton.  It  reported  operating  income  of  $11.8  billion 
on  sales  of  $88.5  billion  last  year.  And  investors  don't  seem 
too  worried  about  the  debt  load:  The  stock  has  surged  from 
the  low  30s  to  54  since  the  two  companies  began  working 
together  in  August. 

Over  the  decades,  the  Mittal  strategy  has  been  nothing  if 
not  consistent.  The  story  starts  back  in  1978,  when  Mittal 
opened  his  first  mill  in  Surabaya,  Indonesia.  Although  demand 
was  slack  in  the  U.S.  and  Europe,  the  industry  was  booming 
in  Asia.  Lakshmi  came  to  believe  that  steel  companies  could 
churn  out  heavyweight  profits  if  they  grew  big  enough  to 
negotiate  on  an  equal  footing  with  suppliers  of  iron  ore 
and  coal  and  with  customers  such  as  automakers.  That  has 
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been  Mittal's  organizing  principle  straight 
through  to  the  Arcelor  deal.  Now  the 
Mittals  have  the  power  to  ramp  up  or 
slow  down  production  depending  on  local 
demand.  In  the  long  run  Lakshmi's  vision 
is  an  industry  dominated  by  a  handful  of 
powerful  companies,  strong  enough  to  cut 
output  rather  than  prices  in  a  downturn. 

Aditya' s  dealmaking  is  helping  turn  his 
father's  vision  into  reality  as  the  pair  play  a 
key  role  in  rehabilitating  the  steel  business, 
not  long  ago  the  troubled  stepchild  of 
global  industry.  Hungry  predators  are 
now  paying  enormous  prices  for  once- 
scorned  companies  such  as  Britain's  Corns 
Group,  which  India's  Tata  Steel  bought  for 
$12  billion  on  Apr.  2.  "The  Mittals  have 
made  steel  a  more  stable  business  that 
is  accessible  to  investors,"  says  Dalton 
G.  Dwyer,  managing  director  of  Industry 
Corporate  Finance  Ltd.,  which  specializes 
in  industrial  M&A. 

While  his  father  zips  around  the  globe 
in  his  Gulfstream  G550,  dining  with  presi- 
dents and  potentates,  Aditya  bears  down  on  the  nitty-gritty 
details.  He's  in  charge  of  forging  one  company  from  the  lean- 
and-mean  Mittal  Steel  Co.  and  Arcelor,  an  amalgamation  of 
three  long-coddled  European  enterprises.  His  No.l  job  is 
squeezing  a  promised  $5.3  billion  in  savings  and  revenue 
gains  from  the  new  company  by  2008.  Since  August  he  has 
also  been  the  board  member  overseeing  most  operations  in  the 
Americas:  four  plants  in  the  U.S.,  as  well  as  mills  in  Canada, 
Mexico,  Chile,  Argentina,  and  Brazil. 

Although  he's  young— and  looks  even  younger— Aditya  is 
no  newcomer  to  steel.  He  has  been  on  the  job  since  he  was  21 
and,  in  fact,  got  his  start  much  earlier.  Aditya  was  born  in  Kol- 
kata  in  1976  but  while  still  an  infant  he  moved  with  his  family 
to  Indonesia,  where  he  attended  the  110-student  Surabaya 
International  School.  "It  was  a  very  simple  life,"  he  says.  With 
little  other  amusement  available,  as  a  teenager  he  often  tagged 


CHILDREN  Son,  Aditya;  daughter, 
Vanisha  Mittal-Bhatia 

FIRST  JOB  Running  errands  for  his 
father's  steel  business 

HOME  12-bedroom,  $100  million 
mansion  in  London,  at  the  time  of 
purchase  the  most  expensive  private 
residence  on  earth 

PREFERRED 

TRANSPORTATION  Maybach 
imousine,  Gulfstream  G550 

SOCIAL  LIFE  Dining  with 
presidents  and  prime  ministers 

OFFBEAT  SKILL  Can  operate 
furnaces  in  his  steel  mills 

SPORTS  Badminton,  cross-country 
skiing 


along  on  his  father's  troubleshooting  missions  at  the  planti 

where  he  loved  to  watch  the  furnace  swallow  scrap  metal  wi™ 

a  roar  like  rolling  thunder.  "I  used  to  spend  Saturday  nighfcti 

at  the  melt  shop,"  a  cavernous  space  with  giant  ladles  full  Gtj: 

molten  steel,  he  recalls. 

The  Mittals  now  have  a  rule,  not  always  obeyed,  of  not  talkll 
ing  about  work  at  home.  Yet  when  Aditya  was  growing  up  i  j 
was  all  business,  all  the  time,  allowing  the  son  to  soak  up  botiij 
his  father's  love  of  the  industry  and  his  acute  sense  of  strategil 
and  timing.  "He  would  tell  me  about  his  travels,  what  comif 
panies  he  had  bought,"  Aditya  remembers.  "I  would  go  to  hiijUE.V 
office,  hang  around,  and  talk  to  the  people  there." 

As  a  result,  Aditya  has  steel  in  his  blood.  Just  about  anyonrji! 
in  their  empire  can  recount  tales  of  visits  from  the  Mittalil  leglia. 
who  often  remember  individual  workers  from  tours  even  iy.  Yet 
years  earlier.  They  ask  pointed  questions  about  operations  aim  ire  I  h^ 

Hys."E' 


The  Mittals  turned  a  brutal  steel  slump  into  an 
opportunity  to  double  their  capacity  cheaply  and  quickly 
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ADITYA  MITTAL 


BORN  1976,  Kolkata 

EDUCATION  University  of 
Pennsylvania  Wharton  School,  B.S. 
Economics,  1996 
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FIRST  JOB  Credit  Suisse  First 
Boston 

WIFE  Megha  Mittal 

CHILDREN  Daughter,  Sanaya 

HOME  London's  posh  Belgravia 
neighborhood 

PREFERRED 

TRANSPORTATION  Helicopter 
to  airport,  then  private  plane 

CAREER  HIGH  Touring 
Luxembourg  with  Prime  Minister  after 
winning  Arcelor  deal 

SATURDAY  NIGHTS  IN  HIGH 

school  At  the  melt  shop  of  his 
father's  steel  mill 

SPORTS  Scuba  diving,  downhill 
skiing 


■.quire  whether  requested  improvements  were  made.  "They 
me  in  love  with  steel  just  like  we  are,"  says  Gonzalo  Urquijo, 
■rcelor's  former  CFO  and  now  a  member  of  the  combined 
lfcmpany's  board.  But  they're  also  demanding.  U.S.  employees 
llcall  meeting  a  90 -day  deadline  for  relining  a  blast  furnace, 
•spite  losing  more  than  two  weeks  to  a  mechanical  problem, 
jfckshmi's  reaction?  "So  next  time  you  can  do  it  in  72  days." 

lumbers  Man 

ilHEN  ADITYA  SET  OFF  FOR  WHARTON  in  1993,  he  had  no 

Itention  of  immediately  joining  the  family  business,  hoping 

■stead  to  work  in  finance.  There,  he  met  his  future  bride, 

J|egha,  who  for  months  refused  to  give  Aditya  the  time  of 

my.  Yet  again,  his  tenacity  worked  to  his  advantage.  "I  made 

i  Are  I  had  a  lot  of  opportunity  to  spend  time  with  her,"  Aditya 

lys.  "Eventually  all  my  hard  work  and  persistence  paid  off." 

Jiie  two  were  wed  in  1998,  and  last  summer,  just  days  after 

ie  Arcelor  deal  closed,  the  couple  had  a  baby  girl. 

I  His  time  outside  the  family  business  was  brief.  After  gradu- 

llng  magna  cum  laude,  Aditya  joined  a  training  program  at 

■•edit  Suisse  First  Boston.  But  he  stayed  less  than  a  year.  He  left 

1  help  his  father  create  a  public  company  called  Ispat  Interna- 


tional from  many  of  the  steel  assets  Mittal 
had  been  buying.  "I  always  believed  [a  stock 
offering]  would  open  up  more  opportuni- 
ties," Aditya  says. 

He  quickly  found  his  role.  Aditya  showed 
a  mastery  of  numbers  and  had  a  nose  for 
sniffing  out  targets,  so  in  2000  Lakshmi 
put  him  in  charge  of  M&A.  It  was  a  tough 
time,  though,  for  Aditya  to  cut  his  teeth. 
A  brutal  steel  slump  that  led  to  a  wave  of 
bankruptcies  had  sent  Ispafs  shares  plum- 
meting from  an  IPO  price  of  27  in  1997  to 
just  1.50  in  late  2001,  and  the  company's 
$2  billion  Mexican  operation  was  teetering 
on  the  edge  of  default. 

But  the  Mittals  turned  the  crisis  to  their 
advantage.  They  snatched  up  plants  in 
Eastern  Europe  and  Algeria  at  rock-bottom 
prices.  Capitalizing  on  the  desire  of  many 
governments  to  shed  money-losing  assets, 
and  backed  by  favorable  financing  from 
the  World  Bank  and  the  European  Bank 
for  Reconstruction  &  Development,  the 
Mittals  doubled  their  annual  production 
capacity  to  30  million  tons  over  just  two  years.  "Everywhere 
there  was  something  for  sale,"  says  Aditya. 

The  Mittals'  double-or-nothing  bet,  though,  didn't  sit 
well  with  some  Ispat  shareholders.  Some  of  the  acquisitions 
were  made  privately  by  the  Mittals  despite  assurances  in 
the  IPO  prospectus  that  they  would  only  buy  steel  plants 
through  the  listed  company.  That  left  investors  complain- 
ing that  the  family  was  privately  snapping  up  quality  mills 
while  leaving  less  attractive  assets  in  the  public  company. 
The  Mittals  counter  that  purchases  in  emerging  markets  at 
a  troubled  time  for  the  industry  would  have  been  too  risky 
for  public  shareholders. 

Then,  in  2004,  Aditya  helped  plug  a  hole  in  the  portfolio 
with  a  big  U.S.  deal.  The  company  agreed  to  acquire  In- 
ternational Steel  Group— which  included  assets  of  the  old 
Bethlehem  Steel— for  $4.5  billion  from  Ross,  turning  the 
Mittals  overnight  into  top  players  in  the  U.S.  industry.  They 
used  the  transaction  to  clean  up  their  messy  public-private 
structure.  Ispat  acquired  their  private  company,  LNM  Hold- 
ings, for  $13  billion  to  create  Mittal  Steel  Co.  Lakshmi  paid 
himself  a  $2  billion  dividend. 

When  Aditya  first  hit  on  the  notion  of  going  after 
Arcelor,  his  father  was  less  than  enthusiastic.  Says  Lak- 
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shmi:  "I  felt  it  was  a  far-fetched  idea."  While  on  a  ski 
vacation  at  the  family's  house  in  Saint  Moritz,  Switzer- 
land, in  December,  2005,  Aditya  made  his  case.  Arcelor 
was  also  buying  up  steel  plants,  and  both  companies 
had  bid  for  a  mill  just  two  months  earlier  in  Ukraine. 
Althoagh  Mittal  had  prevailed,  Aditya  figured  Arcelor's 
challenge  had  pushed  the  price  up  by  nearly  40%,  to 
$4.8  billion.  That  helped  convince  his  father.  "They  were 
bidding  against  us  on  every  purchase,"  Lakshmi  says. 
The  Mittals  first  tried  a  friendly  approach.  Aditya  invited 


Arcelor  CEO  Guy  Dolle  to  dinner  in  the  London  mansion.  A 
large  painting  of  a  Mogul  ruler  cradling  a  falcon  presided 
over  the  scene;  the  wine  flowed.  At  one  point,  Dolle  boasted 
how  well  Arcelor  was  doing,  further  whetting  the  Mittals, 
appetite.  But  after  a  three-hour  meal,  Dolle  shrugged  off  any 
suggestions  of  a  deal. 

A  Crack  in  the  Defense 

AFTER  DOLLE  DUCKED  FURTHER  MEETINGS,  Aditya  took 
the  gloves  off.  An  investment  banker  hastily  summoned  to 
work  on  the  bid  said  the  deal  was  classic  Mittal.  Their  own 
business  was  performing  well,  giving  them  the  nerve  to  go 
after  the  biggest  target  around.  Still,  the  team  wasn't  nearly  as 
prepared  as  their  bankers  would  have  liked.  For  one  thing,  the 
regulatory  climate  of  Luxembourg,  where  Arcelor  was  head- 
quartered, was  unknown  territory.  "No  other  corporate  entity 
would  have  done  this,"  the  banker  said. 

A  bitter  five-month  battle  ensued.  The  Mittals  thought 


they  were  cooked  when  at  the  end  of  May  Arcelor  accepted 
a  rival  offer.  Dolle  agreed  to  sell  a  32%  stake  in  the  company 
to  Russian  oligarch  Alexey  Mordashov  in  exchange  for  a 
controlling  interest  in  steelmaker  Severstal.  "We  were  all 
struggling  to  find  a  crack  in  the  Arcelor  defense,"  says  Shah- 
riar  Tadjbakhsh,  an  investment  banker  from  Goldman  Sachs 
&  Co.  who  worked  on  the  deal.  The  opening  appeared  when 
members  of  Arcelor's  board  grew  uncomfortable  with  what 
they  saw  as  the  company's  extreme  defense  tactics  and  its 
general  refusal  to  deal  with  the  Mittals. 

In  June,  against  Goldman's 
advice,  the  Mittals  sent  a  let- 
ter to  Arcelor.  That  broke  the: 
ice,  and  Aditya  began  a  series 
of  quiet  meetings,  paving  the 
way  for  a  deal.  Aditya  "was  the 
person  who  probably  had  the 
best  mastery  of  key  elements  oi 
the  transactions,"  Tadjbakhsh 
says.  Adds  Jeremy  Fletcher 
a  banker  at  Credit  Suisse  in 
London  who  also  participated 
"Arcelor  was  conceptually  ve 
much  Aditya's  deal." 

Such  clout  is  testimony  to  his 
father's   confidence   in  Aditya 
The  two  have  an  easy  rappo 
often  finishing  each  other's  sen 
tences.  When  they're  in  London 
the  Mittals  typically  lunch  to 
gether,  with  the  meal  deliver© 
from  Lakshmi's  mansion.  Whe: 
in  different  cities,  they're  on  th 
phone  with  one  another  at  leai 
twice  a  day.  "There  are  very  fe 
things  that  we  don't  talk  to  eac! 
other  about,"  says  Aditya,  whi 
always  refers  to  his  father  a 
"Mr.  Mittal"  in  front  of  outsiders.  That  respect  is  returned.  " 
don't  see  him  as  young,"  says  Lakshmi.  "I  admire  him  for 
intellect  and  for  his  ideas,  suggestions,  and  convictions." 

The  knock-down  fight  for  Arcelor  put  to  rest  any  doubts  oth 
might  have  had  about  Aditya.  He  took  a  beating  when  Dolle  ma 
an  issue  of  nepotism.  And  Dolle  still  questions  the  wisdom  of 
deal.  "Before  judging  any  merger,  you  have  to  wait  a  long  time 
four  or  five  years,"  he  says.  But  Aditya  sure  looks  like  a  winner  ft 
now.  He  tells  of  touring,  like  a  conqueror,  the  city  of  Luxembourg 
taking  in  the  opera  house  and  other  landmarks.  His  guide:  Non 
other  than  the  Prime  Minister.  And  to  seal  the  deal,  the  Mitta!; 
had  promised  that  an  Arcelor  executive  would  hold  the  CDi 
post  at  the  combined  company,  naming  Arcelor  executive  vi 
president  Roland  Junck  to  the  job.  But  three  months  later,  Jura 
stepped  aside.  Lakshmi  is  now  CEO,  and  Aditya  is  overseeing  th 
integration.  His  younger  sister,  Vanisha,  also  works  in  the  con 
pany  and  serves  on  the  board.  Arcelor  Mittal's  headquarters  ms 
be  in  Luxembourg,  Aditya  says,  but  the  "power  is  in  London." 
The  Mittals,  like  most  billionaires,  live  differently  froi 


Arcelor  had  bid  against  the  Mittals  in  many  deals 
That  persuaded  Lakshmi  to  make  it  their  next  target 
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The  big  hole  in  the  empire  is  in  Asia,  where  it  has 
been  harder  to  buy  assets  than  in  the  rest  of  the  world 


the  rest  of  us.  Lakshmi  is  chauffeured  around  in  a  Maybach 
limousine  and  logs  countless  hours  on  his  Gulfstream.  Aditya, 
too,  can  use  the  jet  at  will,  often  arriving  at  the  airport  by  heli- 
copter. Yet,  for  all  their  gilt  edges,  the  Mittals  are  surprisingly 
down-to-earth.  Sure,  they  may  splurge  on  a  big  family  event 
like  the  wedding,  but  they're  more  formal  than  flashy.  And  they 
are  intensely  private,  focusing  what  litde  downtime  they  have 
on  the  family's  inner  circle. 

Mostly,  though,  their  lives  are  about  work.  As  part  of  a  broad 
shakeup  in  the  U.S.,  Aditya  has  brought  in  new  management  to 


run  a  huge  mill  in  Burns  Harbor,  Ind.,  on  the  southern  shore 
of  Lake  Michigan.  He  wants  the  new  team  to  crank  up  produc- 
tion by  25%,  which  would  make  it  the  most  profitable  plant  in 
the  U.S.  That's  where  Arcelor  comes  in.  Unlike  the  rattle-trap 
facilities  in  developing  markets  that  Lakshmi  made  his  fortune 
buying,  Arcelor  isn't  a  collection  of  dinosaurs.  While  the  two 
companies  were  roughly  the  same  size,  Arcelor  annually  spent 
more  than  10  times  what  Mittal  did  on  research  and  develop- 
ment. The  best  Arcelor  plants  outperform  Mittal  mills  in  ef- 
ficiency, reliability,  and  quality  of  steel. 

To  tap  into  that  expertise,  Burns  Harbor  recently  dispatched 
a  team  of  engineers  to  Sidmar,  Arcelor's  crown  jewel,  in  Ghent, 
Belgium.  The  idea  was  to  figure  out  why,  with  the  exact  same 
inputs,  the  Europeans  were  able  to  squeeze  about  7%  more  steel 
out  of  their  mills  than  the  U.S.  plants  could.  The  Americans 
relished  the  candlelight  dinners  in  the  old  quarter  of  Ghent, 
but  they  were  even  more  wowed  by  the  advanced  technology 
and  shop-floor  know-how  they  saw  in  Belgium.  Now,  they're 
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gearing  up  to  use  a  Sidmar  device  called  a  bomb  that  can  b ! 
plunged  into  molten  steel  to  sample  its  chemical  properties  anil 
detect  imperfections  early  on.  The  Mittals  are  pushing  for  jus  I 
that  sort  of  knowledge  exchange  across  the  company's  globa  j 
network,  from  Brazil  to  Kazakhstan.  The  many  cultures  no\J 
under  the  Arcelor  Mittal  flag  provide  "an  inexhaustible  souroj 
of  competitive  advantage,"  says  Greg  Ludkovsky,  the  company^ 
chief  technology  officer  for  the  Americas. 

Stretched  Thin 

THERE'S  STILL  A  HUGE  AMOUNT  OF  WORK  to  do  integratill! 
Arcelor,  which  is  not  as  sharp  commercially  as  it  is  on  techno] 
ogy.  Competitors  say  Mittal  had  its  hands  full  even  before  th 
megadeal,  and  the  company's  U.S.  executives  acknowledge 
they're  stretched.  They  have  yet  to  install  common  compute) 
systems,  for  instance.  That  loss  of  focus  has  enabled  othei 
to  grab  business,  says  Daniel  R.  DiMicco,  CEO  of  Chariot! 
(N.C.)-based  Nucor  Corp.  "We've  probably  gained  customer^ 
since  the  Mittals  bought  ISG  in  2004,  he  says. 

The  Mittals,  though,  are  already  looking  ahead  to  the  nei 
deal.  They  just  bought  another  Mexico  plant,  they're  buildin 
a  new  steel  pipe  plant  in  Saudi  Arabia,  and  they  may  next  g 
after  Vallourec,  a  big  French  maker  of  pipes  for  the  oil  indui 
try.  The  big  hole  is  Asia,  where  state-owned  steel  plants  an 
national  champions  have  made  it  tough  to  buy  assets.  Soiti 
even  think  the  Mittals  could  make  a  run  at  South  Korea's  g 
ant  Posco.  They  already  own  33%  of  Hunan  Valin,  a  Chines 
producer,  and  they  have  also  agreed  to  build  a  $9  billio 
plant  in  the  Indian  state  of  Orissa.  "If  they  had  Asia  exposuri 
they  would  have  the  world  sewn  up,"  says  Michael  Shillake. 
an  analyst  at  Credit  Suisse  in  London. 

The  Mittals  have  time  on  their  side.  Aditya  still  has  man 
years  ahead  of  him,  and  so,  too,  does  his  father.  Will  the  tvnij 
always  be  together?  Aditya  isn't  so  sure.  "I  don't  know  if  I  a 
going  to  be  here  for  the  long  run,"  he  says.  "It  depends  on  tl;| 
opportunities  and  the  requirements  of  the  company." 

Most  give  the  Mittal  father-son  act  at  least  another  decadil 
It's  when  fathers  hit  their  70s  and  sons  their  40s  that  sun 
unions  start  to  unravel,  as  the  younger  generation  itch 
to  take  control,  says  Randel  S.  Carlock,  a  professor  at  tl 
INSEAD  business  school's  Singapore  campus.  But  for  no 
at  least,  the  Mittal  team  looks  rock-solid.  "The  father  is  i 
entrepreneurial  icon,  one  of  the  great  business  leaders  of  tl 
21st  century.  The  son  is  obviously  a  very  capable  young  man 
says  Carlock.  "That's  the  best  situation  you  can  have."  ■ 
— With  Michael  Arndt  in  Chicago,  Nandini  Lakshmam 
Mumbai,  and  Geri  Smith  in  Mexico  Q 
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ATTACK 

Nastiness  online  can  erupt 

and  go  global  overnight,  and 

"no  comment"  doesn't  cut  it 

anymore.  Here's  how  to  cope 

BY  MICHELLE  CONLIN 


MARTIN  S.  SORRELL,  CEO  OF 
advertising  agency  WPP  Group, 
sues  two  blogging  ex-colleagues 
for  a  Web  hate  campaign  in 
which,  he  says,  they  smeared 
him  and  his  former  lover.  The 
Washington  Post  grapples  with 
a  surge  in  online  comments  that 
read  like  the  racist  garbage  on 
neo-Nazi  Web  sites.  Home  Depot's  CEO  goes  into  an  emer- 
gency huddle  with  his  crisis  management  team  after  14,000 
bilious  customers  storm  an  MSN  comment  room. 

The  venom  of  crowds  isn't  new.  Ancient  Rome  was 
smothered  in  graffiti.  But  today  the  mad  scrawls  of  everyday 
punters  can  coalesce  into  a  sprawling,  menacing  mob,  with 
its  own  international  distribution  system,  zero  barriers  to 
entry,  and  the  ability  to  ransack  brands  and  reputations.  No 
question,  legitimate  criticism  about  companies  should  get 
out.  The  wrinkle  now  is  how  often  the  threats,  increasingly 
posted  anonymously,  turn  savage.  Even  some  A-list  bloggers 
are  wondering  if  the  cranks  are  too  often  prevailing  over 
cooler  heads. 

Most  companies  are  wholly  unprepared  to  deal  with  the  new 
nastiness  that's  erupting  online.  That's  worrisome  as  the  Web 
moves  closer  to  being  the  prime  advertising  medium— and 
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reputational  conduit— of  our  time.  "The  CEOs  of  the  la 
50  companies  in  the  world  are  practically  hiding  under  thfi 
desks  in  terror  about  Internet  rumors,"  says  top  crisis  manag  J 
Eric  Dezenhall,  author  of  the  upcoming  book  Damage  Co\ 
trol.  "Millions  of  dollars  in  labor  are  being  spent  discussuf 
whether  or  not  you  should  respond  on  the  Web." 

In  the  beginning,  the  idea  of  this  new  conversation  seemil 
so  benign.  Radical  transparency:  the  new  public-relatioj 
nirvana!  Companies,  employees,  and  customers  engage  in 
Webified  dialectic.  Executives  gain  insight  into  product  dev»| 
opment,  consumer  needs,  and  strategic  opportunities.  All  1 1 
back-and-forth  empowers  consumers,  who  previously  wel 
relegated  to  shouting  at  call-center  minions.  Venom  can  be| 
great  leading  indicator. 

Trashing  brands  online  can  also  be  high  theater.  Rats  cruJ 
ing  around  a  Greenwich  Village  KFC/Taco  Bell  on  YouTul 
MySpacers  busting  their  employers'  chops.  Faux  ads  bashi  i 
the  Chevy  Tahoe  as  a  gas-guzzling,  global-warming  monst  j 
Millions  of  people  watch  this  stuff— then  join  in  and  pile  on. 
it  any  wonder  companies  lose  control  of  the  conversation? 

When  the  Web  turns  against  them,  executives  are  faC'  | 
with  the  problem  of  how  to  manage  the  blowback.  They  ha 
two  choices:  ignore  the  smaller  furies  and  hope  they  wo: 
metastasize,  or  respond  outright  to  the  attacks.  It's  ran 
a  good  idea  to  lob  bombs  at  the  fire-starters.  Preempts 
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engagement,  and  diplomacy  are  saner  tools. 
Companies  such  as  Lenovo  Group, 
Southwest  Airlines,  and  Dell  have  special- 
ists dedicated  to  engaging  or  co-opting 
their  critics.  Dell  has  made  blogger  out- 
reach into  such  a  discipline  that  the  com- 
pany's team,  including  refreshingly  straight- 
talking  blogger-in-chief  Lionel  Menchaca,  re- 
cently sat  down  for  drinks,  nachos,  and  fried 
zucchini  at  an  Austin  (Tex.)  pub  with  blogger 
Jeff  Jarvis.  He's  the  man  who  ignited  the  origi- 
nal Dell  Hell  customer-service  crusade  with 
his  rants  about  the  company.  (Jarvis  picked 
up  his  own  tab.)  "In  a  flash  he  transformed 
the  borgish  image  of  Dell  for  me,"  says  Jarvis. 
That  wasn't  all.  At  Davos  in  January,  Michael 
S.  Dell  sought  out  Jarvis  at  a  cocktail  party  and 
apologized  to  him. 

COUNTER-VIGILANTES 

OTHER  BUSINESSES  HIRE  outfits  such  as  BuzzLogic,  which 
uses  algorithms  to  analyze  which  bloggers  and  social  media 
are  driving  the  conversation  around  issues  that  matter  to  mar- 
keters. For  executives  there's  a  new,  $10,000  premium  service 
from  ReputationDefender.com  that  can  promote  the  info  you 
want  and  suppress  the  news  you  don't.  The  company  also 
claims  it  can  make  information  disappear  altogether.  One  CEO, 
it  says,  watched  a  negative  story  about  wrongdoing  at  his  com- 
pany drop  from  the  first  page  of  his  Google  hits  to  the  third.  In 
another  case,  ReputationDefender  helped  focus  attention  on  a 
financier's  recent  hedge-fund  glories  so  his  previous  career  as 
a  banker  wouldn't  overshadow  them. 

But  what  happens  when  the  uproar  grows  so  noisy  that  the 
mainstream  media  is  bound  to  pick  it  up?  That's  exactly  the 
position  new  Home  Depot  CEO  Francis  S.  Blake  found  himself 
in  last  month.  MSN  Money  columnist  Scott  Burns  accused 
Home  Depot  of  being  a  "consistent  abuser"  of  customers'  time. 
Within  hours,  servers  were  caving  under  the  weight  of  10,000 
angry  e-mails  and  4,000  posts,  which  took  the  company  to 
task  for  pretty  much  everything.  It  was  the  biggest  response  in 
MSN  Money's  history.  Blake's  predecessor,  Robert  L.  Nardelli, 
the  guy  who  famously  didn't  allow  comments  at  the  company's 
annual  meeting,  simply  would  have  ignored  the  mob.  But 
Blake  knew  the  controversy  could  quickly  mushroom. 

The  only  way  over  it,  he  decided,  was  through  it.  So  Blake 
penned  a  heartfelt  and  repentant  online  letter  to  all  Home 
Depot  customers,  essentially  copping  to  the  company's  less- 


than-stellar  service.  He  promised  to  increase  staffing  ai: 
begged  for  the  chance  to  make  good.  He  created  a  si 
to  deal  specifically  with  service.  He  thanked  Scott  Burn 

In  crisis-management  circles,  the  gamble  was  viewed  aa 
win.  Blake  actually  generated  rare  applause  on  an  unoffici 
Home  Depot  employee  site  called  the  Orange  Blood  Ban 
where  workers  are  more  likely  to  post  riffs  knocking  the  cor 
pany.  ("You  can't  do  it,  and  we'll  never  help.") 

Of  course,  the  Web  is  like  Whack-A-Mole:  For  every  pn 
active  move,  another  crisis  can  flare  up  elsewhere.  Even  an  i 
nocent  comment  can  backfire.  On  Apr.  1,  Starbucks  CEO  Jami 
L.  Donald  told  The  Seattle  Times  he'd  know  he  had  been  sn 
cessful  in  life  if  employees  attended  his  funeral.  In  about  ti 
time  it  takes  to  gulp  an  espresso,  Starbucksgossip.com,  a  ss 
founded  by  the  chain's  employees,  had  linked  to  the  interviet 
The  baristas  massacred  Donald.  "I'd  love  to  attend  his  firing 
wrote  one.  "Sounds  like  he  needs  a  good  dose  of  Turbo  La;i 
wrote  another.  "Go  to  his  funeral?  Sure,  if  we  get  tips." 

Where  is  all  this  headed?  Inevitably,  someone  will  file  a  br 
scene-changing  lawsuit.  "At  some  point  one  of  these  sites'! 
going  to  hurt  someone  very,  very  big  who  is  not  afraid  to  i 
emotionally  blackmailed,"  says  crisis  manager  Dezenh.'i 
Martin  Sorrell,  who  tried  to  take  advantage  of  Britain's  libe 
libel  laws,  eventually  settled.  A  courageous  stand— or  a  clun 
PR  move?  And  should  advertisers  start  insisting  that  their  J; 
not  appear  alongside  user-generated  venom?  The  answer  mi 
seem  obvious.  On  the  other  hand,  nastiness  is  quite  a  draw. . 


PLAYBOOK:  BEST-PRACTICE  IDEAS 

Managing  the  Menace  of 

How  to  avert  a  public-relations  disaster  on  the  Web 


ENGAGE 
CRITICS 

Create  a  blog  so 
you  can  strike  back 
quickly.  Establish  . 
ground  rules,  and 
filter  nasty,  anonymous 
comments. 


BE 
VIGILANT 

Hire  a  team  of  media 
experts  to  troll  for  bad 
news,  rumors,  and  trends. 
Know  what  influencers 
are  saying  about  you 
at  all  times. 


JUMP  IN 
AND  OPEN  UP 

Address  anything 
that  could  turn  into 
a  bonfire  immediately. 
Replace  "no  comment" 
with  transparency, 
candor,  and  humility. 


DON'T 
OVERREACT 

Let  tiny  spasms 
of  venom  go. 
They'll  disappear 
under  the  relentless 
pileupof  new 
information. 


STAY 
PROFESSIONAI 

Respond  to  personal 
attacks  for  strategic 
reasons,  not 
psychological  ones. 
Don't  use  the  Web 
for  therapy. 
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hen  it  comes  to  high  technology,  no 
one  is  more  connected  than  Norilsk  Nickel.  From 
the  platinum  used  in  microchips  and  electronics,  to 
the  palladium  used  in  telecommunications,  metals 
mined  by  Norilsk  Nickel  help  us  all  stay  in  touch. 

With  mines  from  Siberia  to  Montana,  Norilsk  Nickel 
s  a  major  producer  of  metals  used  by  a  wide  range 
of  industries  around  the  world. 


NORILSK  NICKEL 

A  Global  Leader  in  Metals  Mining 


Finance  Unearthing  Value 


' 


The  New 
Alchemy 
At  Sears 

It  has  quietly 
created  $1.8  billion 
in  securities  based 
on  Kenmore, 
Craftsman,  and 
DieHard 

BY  ROBERT  BERNER 


EARS  HOLDINGS  CORP. 
Chairman  Edward  S.  Lam- 
pert  talks  lovingly  of  his 
plans  to  reinvent  Sears  and 
Kmart  Corp.  He  makes 
great  theater  out  of  his 
surprise  visits  to  stores  to 
check  out  the  displays  of  power  tools  and 
the  length  of  the  checkout  lines.  The  stock 
analysts  who  cover  the  Hoffman  Estates 
(111.)  giant  follow  his  lead  in  counting  foot 
traffic  and  poring  over  profit  margin  data. 
But  much  of  the  real  action  at  Sears  is 
taking  place  far  from  the  retail  front  lines, 
on  a  theoretical  plane  where  few  have  trav- 
eled before.  Sears  is  on  the  cutting  edge  of 
a  financial  innovation  so  important  that  it 
could  unlock  trillions  of  dollars  in  capital 
across  Corporate  America  and  change  the 
way  managers  of  a  wide  range  of  busi- 
nesses think  about  their  balance  sheets. 

BusinessWeek  has  learned  that  Sears 
has  created  $1.8  billion  worth  of  securi- 
ties based  on  the  brand  names  Kenmore, 
Craftsman,  and  DieHard.  In  essence,  it  has 
transferred  ownership  of  the  brands  to  an- 
other entity,  which  it  then  pays  for  the  right 
to  use  the  brands.  The  deal,  carried  off  last 
May,  was  the  biggest  "securitization"  of 
intellectual  property  in  history,  according 
to  Eric  Hedman,  an  analyst  at  Standard  & 
Poor's,  which,  like  BusinessWeek,  is  a  unit 
of  The  McGraw-Hill  Companies.  The  story 
hasn't  gotten  out  until  now  because  the 
bonds  haven't  actually  changed  hands- 
Sears  is  holding  them  in  its  Bermuda- 
based  insurance  subsidiary— and  because 
Sears  has  never  disclosed  them,  nor  has  it 
had  to  do  so.  But  that  could  change  if  Sears 
were  to  decide  to  sell  them  to  outside  inves- 
tors and  collect  the  cash. 

Such  daring  shouldn't  come  as  a  sur- 
prise at  a  Lampert-run  shop.  When  he 
looks  at  a  company,  he  sees  value  hidden 
from  plain  view— value  that  traditional 
accounting  methods  often  miss.  That  keen 
eye  is  what  prompted  him  to  buy  up  a  ma- 
jority of  Kmarfs  bonds  at  a  deep  discount 
after  it  filed  for  bankruptcy  protection  in 
2002.  He  saw  that  Kmart's  real  estate 
was  deeply  undervalued  by  creditors,  and 
figured  that  would  protect  his  investment. 
He  was  right. 

Now,  Sears  could  be  on  the  cusp  of 
turning  a  much  squishier  asset,  intellec- 
tual property,  into  actual  cash.  Don  Davis, 
managing  director  and  general  counsel  at 
Commercial  Strategy,  a  Boston  intellectual 
property  consulting  firm,  says  the  potential 
for  a  market  in  bonds  backed  by  intangible 
assets  could  be  even  bigger  than  the  mar- 
ket for  junk  bonds,  given  that  70%  to  80% 
of  the  total  value  of  the  stock  market  rests 
on  intangibles  such  as  intellectual  property. 


"The  scale  is  astounding,"  he  says. 

But  if  Sears  opens  the  floodgates  for 
new  market,  things  could  get  messy.  Jut 
bonds  caused  plenty  of  upheaval  whi 
the  debt  market  turned  ugly  in  the  la 
1980s.  Sears'  brand  bonds  are  worrisor 
in  one  sense,  say  securitization  lawye 
and  accountants:  The  company  has  p 
the  ownership  of  its  three  core  brands  c 
of  the  reach  of  existing  bondholders  if  t 
retailer  ever  ends  up  in  bankruptcy.  "Laii 
pert  has  mortgaged  Sears'  crown  jewel 
says  Thomas  Lys,  an  accounting  profess 
at  Northwestern  University.  Sears,  throu 
a  spokesman,  says  the  bonds'  only  purpo 
is  to  provide  liquidity  in  the  coffers  of 
insurance  subsidiary  to  offset  any  pote 
rial  losses  there.  It  also  says  Lampert  hi 
nothing  to  do  with  the  transaction  but  w 
briefed  on  it.  And  it  says  Sears'  outstandii 
debt  is  small  relative  to  the  company's  td 
value  and  is  less  than  the  cash  it  has 
hand.  Lampert  declined  to  comment, 

FROM  WHOLE  CLOTH 

THE  JOURNEY  TO  FIGURE  OUT  wl 
going  on  inside  Sears'  inner  sanctum  si 
with  some  footnotes  buried  deep  in  fini 
cial  filings.  Sears  has  disclosed  that  it  1 
created  a  "separate,  wholly  owned,  b; 
ruptcy-remote  subsidiary"— essential!] 
company  within  a  company.  Called  K( 
IP  (for  Kenmore  Craftsman  DieHard 
tellectual  property),  the  entity  has  issi 
$1.8  billion  worth  of  bonds  backed  by 
intellectual  property  of  Sears'  three  biggi 
brands,  according  to  filings  with  the  Pati 
&  Trademark  Office. 

Sears  has,  in  essence,  created  licensi 
income  from  whole  cloth.  First  it  tra 
ferred  ownership  of  the  brand  names  i 
KCD.  Now,  KCD  charges  Sears  royalty  i 
to  license  those  brands  and  uses  the  ro 
ties  to  pay  the  interest  on  the  bonds.  It  i 
sold  the  bonds  to  the  insurance  subsidil 
where,  like  any  other  security  on  an  ms 
er's  books,  it  serves  as  protection  aga 
future  loss.  The  insurer,  meanwhile,  j 
tects  Sears  from  financial  trouble— 
because  it's  a  subsidiary,  it  does  so  i 
lower  cost  than  Sears  could  get  from: 
outside  party. 

If  you're  confused,  that' s  because 
all  circular:  The  payments  net  out  to : 
because  Sears  owns  every  piece.  But 
would  change  if  Sears  were  to  sell 
bonds  to  outsiders.  Then  voila,  Sears  w< 
be  holding  up  to  $1.8  billion  in  cash, 
investors  would  be  holding  the  bonds, 

Intellectual  property  bonds  got  t 
start  with  an  unlikely  financier:  D 
Bowie.  The  rock  star  floated  $55  mi] 
worth  in  1997,  backed  by  300  song  ti 
with  the  interest  covered  by  royalty    ^ 


toysfe 
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2if   its  from  the  songs.  Since  then,  some  30 

t|  r  deals  have  been  struck.  Film  studios 
i  issued  bonds  backed  by  future  rev- 
;  streams.  Designers  such  as  Bill  Blass 
retailers  such  BCBG  Max  Azria  Group 
have  issued  bonds  backed  by  outside 

A   ising  fees.  And  restaurant  chains  such 

jrby's  Restaurant  Group  have  issued 

is  against  outside  franchising  fees. 

•  :ars'  KCD  deal  is  different  in  one  im- 

ant  way:  It  didn't  involve  preexisting 

rfs  Ity  payments.  The  company  created 


the  payments  in  order  to  issue  the  bonds. 
Richard  D.  Rudder,  a  New  York  lawyer 
who  specializes  in  securitization  of  intel- 
lectual properly  and  consulted  on  the  KCD 
deal,  says  it's  the  first  deal  he  has  seen  that 
hasn't  involved  cash  coming  in  from  the 
outside.  In  filings,  Sears  has  suggested  it 
could  potentially  license  the  trademarks 
to  other  parties— for  example,  to  another 
company  to  make  a  new  line  of  Craftsman 
products— although  it  hasn't  done  so  yet. 
Sears  declined  to  comment  beyond  what  it 


has  said  in  those  filings. 

The  KCD  bonds  have  a  higher  credit 
rating  than  Sears'  regular  bonds.  Moody's 
Investors  Service  has  given  KCD  an  invest- 
ment-grade rating  of  Baa2,  four  rungs  bet- 
ter than  Sears' junk  rating  of  Bal.  How  so? 
If  Sears  were  to  go  bankrupt,  regular  bond- 
holders wouldn't  be  able  to  get  their  hands 
on  the  Kenmore,  Craftsman,  and  DieHard 
trademarks,  the  company's  crown  jewels. 
They  would  go  instead  to  the  insurer.  Sears 
says  there  is  nothing  unusual  about  securi- 
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tizing  assets;  many  companies,  including 
most  of  the  largest  retailers,  evaluate  alter- 
natives to  create  value  from  their  brands, 
real  estate,  and  other  assets. 

Getting  details  on  the  bond  offering  isn't 
easy.  Moody's  issued  a  detailed  report  dated 
May  18, 2006,  and  a  press  release  with  few 
specifics  dated  May  19.  The  detailed  report 
was  listed  on  Alacra.com,  a  seller  of  finan- 
cial research,  as  recendy  as  Feb.  8,  at  a  cost 
of  $700.  When  BusinessWeek  tried  to  obtain 
the  report  from  Moody's,  the  rating  agency 
said  it  didn't  exist.  "No  additional  informa- 
tion is  available,"  says  Moody's  spokesman 
Michael  N.  Adler.  Alacra  no  longer  shows 
the  report  on  its  site.  "It  was  pulled,"  says 
Carol  Ann  Thomas,  head  of  marketing 
at  Alacra.  "It  is  very,  very  unusual.  I  only 
know  that  from  our  management." 

SETTING  A  PRECEDENT 

MOST  COMPANIES  that  "securitize"  as- 
sets sell  the  bonds  immediately  to  get  the 
proceeds.  Sears  says  it  created  the  brand 
bonds  for  its  Bermuda  insurance  company 
to  hold  in  its  coffers  as  protection  should 
the  insurer  suddenly  face  trouble.  In  fact, 
it  says  the  majority  of  the  insurer's  assets 
are  made  up  of  bonds  issued  by  Sears' 
own  subsidiaries.  But  insurers  typically 
hold  investment-grade  securities  unre- 
lated to  their  company  or  their  parent.  To 
use  the  bonds  of  its  own  company  to  meet 
Bermudan  regulatory  standards,  Sears 
would  have  to  get  special  permission 
from  the  Bermuda  Monetary  Authority, 
says  Shelby  Weldon,  the  BMA's  director  of 
insurance  compliance.  As  to  whether  the 
BMA  has  ever  allowed  an  insurer  to  hold  a 
majority  of  such  bonds,  "I  have  never  seen 
it,"  says  Richard  J.  Irwin,  a  partner  and 
insurance  expert  at  PricewaterhouseC- 
oopers'  Bermuda  office.  Nor  has  Andy 
McComb,  president  of  Bermuda's  Allegro 
Insurance  &  Risk  Management  Ltd.  The 
BMA  declined  comment  on  Sears.  Sears 
says  only  that  it  has  obtained  all  necessary 
regulatory  approvals. 

In  theory,  there  are  plenty  of  things 
Sears  could  do  with  its  fresh  source  of 
capital  besides  using  it  to  strengthen  its 
insurance  subsidiary.  Obviously,  it  could 
sell  them  and  use  the  proceeds  to  pay  down 
debt  or  buy  a  company.  It  could  even  trade 
them  for  the  debt  of  another  company— say 
the  revolving  credit  line  of  another  retailer. 
"Gap  Inc.  could  wake  up  one  morning  and 
have  Eddie  Lampert  as  its  lender,"  says 
Commercial  Strategy's  Davis.  A  takeover 
could  follow.  Sears  declined  to  comment  on 
any  other  potential  uses  for  the  capital. 

Another  possibility  is  that  Sears  is  hold- 
ing the  bonds  because  it  thinks  they  will 
grow  in  value.  Davis  calls  the  process  "sea- 


soning" :  The  bonds  will  probably  increase 
in  value  over  time  if  Sears  demonstrates 
steady  royalty  and  lease  payments.  Sears 
declined  to  comment. 

INTEREST  IS  EXPLODING' 

WHATEVER  SEARS'  PLANS  may  be, 
there's  no  doubt  it's  blazing  a  path  for 
other  private  investors.  Eric  Hedman, 
a  director  in  S&P's  Structural  Finance 
Group,  says  "interest  [in  intellectual 
property  deals]  is  exploding."  Rudder, 
the  attorney,  expects  much  of  the  rise 
to  be  driven  by  private  equity  firms 
seeking  cheaper  financing  for  acquisi- 
tions. Carlyle  Group  and  its  other  private 
equity  partners  in  the  Dunkin'  Donuts 
acquisition  last  year  used  the  method  on 
a  $1.7  billion  issue  backed  by  the  chain's 


Big  Deals 

Brand  bonds  could  be  the  next  big  trend 
in  finance.  Here  are  the  biggest  trademark 
and  franchise  fee  deals  thus  far. 

ISSUER 

SIZE 

YEAR 

KCD  IP  (SEARS) 

$1.8  billion 

2006 

DUNKIN'  BRANDS 

$1.7  billion 

2006 

ARBY'S 

$290  million 

2000 

QUIZNOS 

$250  million 

2005 

GUESS? 

$75  million 

2003 

brands  and  actual  franchise  fees.  "Whto 
has  been  done  so  far  is  only  scratchiiii  in  ma 
the  surface,"  says  Rudder.  Ellen  Welshrt  ts  the 
S&P's  managing  director  of  new  assee  toe: 
agrees  that  any  company  with  intellect*  leare 
al  property  could  unlock  value  this  wj,' 
Adds  Ronald  S.  Borod,  a  Boston  lawy^ 
specializing  in  intellectual  property  seo!  »iei 
ritization:  "It  could  become  the  mode^  Mei 
day  equivalent  of  junk  bonds." 

Robert  W.  D'Loren,  CEO  of  NexC0™n«i 
Brands  Inc.,  is  building  a  whole  busing  Itwk 
model  around  the  securitization  of  intellfl  ™]  at 
tual  property.  Since  August,  using  debt  aa  fthetii 
proceeds  from  a  public  offering,  NexO  bougl 
acquired  the  Athlete's  Foot  chain,  Bill  BUI  ion  in 
apparel  brand,  and  the  Maggie  Moo's  ad  ^ud  < 
Marble  Slab  Creamery  ice-cream  storrfpere 
D'Loren  has  already  created  an  entity 
hold  the  brands  and  issue  bonds  backed '  Wei 
franchising  fees  from  the  sneaker  and  i  I  Wryle 
cream  chains,  and  from  Bill  Blass  license  Wtiand? 
fees.  The  diversity  of  those  fees  will  enali  -k  \ 
NexCen  to  issue  lower-cost  bonds  to  pay  1  M\ 
earlier  debts  and  fund  further  acquisitio 
"We  have  created  a  platform  to  becoirr  tertian 
consistent  issuer  of  intellectual-propei  ft  I 
backed  bonds,"  D'Loren  says. 

So  too,  it  seems,  has  Sears.  There's  <>  nged,  c 
sign  of  what  the  endgame  may  be.  But  (  ina  mr 
thing  is  certain:  With  the  news  of  the  bra *  dquarte; 
bond  out,  you  can  bet  others  will  wa  Pfoi 
closely— and  read  the  financial  footnote4sriel|  0l 
to  see  what  Sears  might  be  up  to  next.  Hfev  to  f 
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Stockman:  There 
s  Nothing  to  Hide' 

harges  of  fraud  and  conspiracy  haven't 
Jenced  the  last  man  to  run  Collins  &  Aikman 


iVID  STOCKMAN  MADE  NEWS  25  years  ago  when  he  shared  his 
ndid  thoughts  on  President  Ronald  Reagan's  economic 
ans  with  a  journalist.  Today,  Reagan's  former  budget  direc- 
r  is  again  making  headlines:  On  Mar.  26  a  grand  jury  in- 
cted  Stockman  on  eight  counts  of  securities  fraud,  conspir- 
y,  and  obstruction  of  justice  for  allegedly  cooking  the  books 
Collins  &  Aikman  Corp.,  the  auto -parts  supplier  that  went 
mkrupt  in  2005.  Stockman,  60,  became  the  head  of  C&A  in 
)03   after  his   former   private   equity  firm,   Heartland 

'lustrial  Partners,  sank  $360  million 
■o  the  outfit.  As  brash  as  ever,  Stock- 
n  maintains  his  innocence  and  con- 
ts  the  allegations.  On  Apr.  3  he  spoke 
/\ssociate  Editor  Matthew  Goldstein. 
re  are  excerpts  from  their  discussion. 

I've  been  outspoken  since  your 
ictment.  Are  you  concerned  that 
lid  be  used  against  you? 

ire  is  nothing  to  hide.  My  fund  and 
wned  about  40%  of  C&A  stock 
1  took  the  biggest  loss  [when  it 
ed],  about  $360  million.  Dur- 

the  time  of  the  alleged  fraud, 

bought  an  additional  $25 
lion  in  stock.  Why  would  we 
raud   shareholders  when 
y  were  us? 


you  benefit  from  the 
isory  fees  C&A  paid 
Jrtland? 

fees  were  standard 

fully  disclosed,  and 

of  those  fees  went 
j   [eartland's  investors. 

n  I  became  CEO  of 
in   2003,  nothing 
nged,  except  I  got  to 
in  a  motel  next  door  to 
iquarters,  work  16-hour 
>  for  no  extra  compensation, 

shell  out  millions  of  my  own 
ley  to  cover  things  like  meals 


Id 

If! 

isl 


- 


travel,  and  employee  Christmas  parties 
the  company  couldn't  afford. 

Why  are  prosecutors  going  after  you? 

I  still  have  a  naive  confidence  in  Ameri- 
can justice  and  don't  believe  prosecutors 
go  scalp-hunting.  But  in  the  current 
climate,  in  which  business  failure  has 
been  criminalized,  there  is  nothing  to 
stop  them  from  misguided  prosecutions. 
Here,  they  piled  up  a  multitude  of  hyper- 
technical  business  and  accounting  issues 
until  they  got  an  imaginary  conspiracy. 

Prosecutors  say  you  boosted  earnings 
by  improperly  booking  payments  from 
one  of  your  suppliers,  Joan  Fabrics,  as 
rebates.  Have  prosecutors  misconstrued 
such  transactions? 

We  were  losing  money  on  the  fabrics 
we  bought  from  our  supplier.  So  we 
bargained  for  price  relief  via  rebates.  At 
the  same  time  we  did  three  tiny  deals 
with  Joan  Fabrics  in  which  we  paid  the 
supplier  a  few  million  for  each.  They 
generated  shareholder  value.  Now, 
prosecutors  are  second-guessing  those 
transactions. 

Authorities  also  claim  you  told 
employees  to  get  letters  from  other 
suppliers  that  falsely  characterized  deals 
as  rebates.  Did  that  happen? 

First,  I  never  saw  any  of  these  letters 
until  our  internal  investigation  in  March, 
2005,  when  we  restated  about  30  rebates 
that  had  been  booked  in  the  wrong  pe- 
riod. The  prosecutors'  characterization 
of  these  letters  as  deceptive  reflects  an 
accounting  dispute  run  amok. 

Some  say  you  ignored  concerns  about 
the  accounting  methods  used  to 
justify  those  rebates.  Did  you? 

I  ran  the  company  like  a  town 

meeting.  But  I  never  received 

any  advice  about  problems 

with  our  accounting  prior  to 

the    internal    investigation. 

The  advice  I  didn't  listen 

to  was  to  stay  out  of  the 

miserable  auto  industry  in 

the  first  place.  That  was  an 

investment   mistake   but 

hardly  a  crime. 
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Health  Care  for  All? 
Not  Quite 

But  Maine's  two-year-old  Dirigo  system 
is  providing  other  states  with  a  blueprint 
and  useful  lessons 


7 


BY  CATHERINE  ARNST 

FOR  A  GLIMPSE  OF  WHAT 
universal  health  care  might 
look  like,  come  to  Maine, 
the  first  state  to  launch  a 
bold  experiment  in  health 
insurance  for  all. 
More  specifically,  travel  to 
Warren,  a  small  town  a  world  away  from 
the  luxury  summer  homes  of  Bar  Harbor. 
That's  where  Joan  Donahue  lives.  She's  a 
40-year-old  divorced  mother  of  two  and 
a  registered  nurse  who  grew  up  using 
Medicaid,  the  federal  insurance  for  the 
poor.  Three  years  ago  she  risked  her 
climb  into  the  middle  class  by  cashing 
in  her  retirement  account  and  starting 
a  business,  Hummingbird  Home  Care. 
Donahue  couldn't  possibly  afford  health 
insurance,  either  for  her  family  or  her 
few  employees,  and  banned  her  teenage 
son  from  risky  sports.  "One  broken  bone 
would  have  wiped  us  out,"  she  says. 

So  Donahue  was  more  than  eager  to 
become  an  early  adopter  of  Maine's  grand 
experiment.  Governor  John  E.  Baldacci 
started  lobbying  for  universal  health  care 
on  his  first  day  in  office  in  2002;  a  year 
later,  the  state  legislature  overwhelmingly 
passed  the  Dirigo  Health  Reform  Act.  (Di- 
rigo, the  state  motto,  is  Latin  for  "I  lead.") 
It  went  into  effect  on  Jan.  1, 2005,  featuring 
a  health  insurance  plan  for  individuals  and 
small  businesses,  with  coverage  available 
to  all  and  subsidies  based  on  income. 

Baldacci's  far-reaching  plan  aims  to 
cover  the  uninsured,  cut  health-care 
costs,  and  improve  quality  all  at  the 
same  time.  But  compromises  had  to  be 
made.  To  reassure  free  marketers  that 
this  wasn't  a  Big  Brother-like  program, 
enrollment  was  voluntary.  And  a  funding 
plan  was  devised  that  would  have  Dirigo 


pay  its  own  way  by  recapturing  any 
savings  accrued  to  the  health-care  system 
from  covering  the  uninsured. 

With  Dirigo's  subsidies,  Donahue  was 
able  to  cover  her  family  and  offer  in- 
surance to  her  five  employees  at  a  cost 
of  $288.38  per  month  for  each.  Three 
signed  up,  paying  40%  of  the  premium, 
and  Hummingbird  is  picking  up  the  rest. 
The  other  two,  though,  found  the  plan 
still  too  cosdy.  And  therein  lies  the  prob- 
lem—even when  insurance  is  subsidized, 
some  people  cannot,  or  will  not,  pay. 

That's  just  one  of  the  crucial  lessons 
Maine's  experiment  holds  for  the  many 
states  and  Presidential  candidates  try- 
ing to  find  solutions  for  covering  the  47 
million  Americans  who  are  uninsured. 
But  the  key  lesson  may  be  that  no  matter 
what  the  plan,  getting  to  universal  cover- 
age will  be  a  problem-strewn  slog. 

TOO  COSTLY? 

TWO  years  AFTER  Dirigo  went  into 
effect,   13,500   Mainers   have   enrolled. 
That's  enough  to  help  bring  Maine's 
uninsured  rate  down  from  14.5%  pre- 
Dirigo  to  12.5%  in  2006,  making  it  the 
only  state  to  lower  its  percentage  of  un- 
insured over  the  five-year  period.  But 
Baldacci  had  projected  31,000  enrollees 
in  its  first  year,  with  all  of  Maine's  130,000 
uninsured  covered  by  2009.  The  shortfall 
is  grist  for  the  plan's  enemies,  who  com- 
plain it  is  too  costiy  and  too  complicated. 
Outside  the  state,  policy  experts  say 
criticism  of  Dirigo  can't  negate  Maine's 
most  significant  accomplishment:  It  is  the 
first  state  in  over  a 
decade  to  attempt  to    DONAHUE  The 
solve  the  uninsured    entrepreneur  has 
crisis.  "I  give  them  a    turned  activist 
lot  of  credit  for  being    f  o  r  D  i  r  i  go 


.#■%>.. 


*3£ 


62  I  BusinessWeek  I  April  16,  2007 


would 
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the  leader.  That's  very  tough,"  says  Karen 
Davis,  president  of  the  Commonwealth 
Fund,  a  nonprofit  that  studies  health-care. 
"You  see  elements  of  Maine's  [plan]  in  all 
of  the  other  state  proposals  as  a  result." 

Later  this  year,  Massachusetts  and 
Vermont  will  roll  out  their  own  universal 
coverage  initiatives,  while  the  governors 
of  California  and  Pennsylvania  an- 
nounced sweeping  proposals  in  January. 
Several  more  states  are  trying  piecemeal 
reforms,  and  last  month  the  National 
Governors  Assn.  created  a  Health  Care 
Working  Group  to  come  up  with  an 
action  plan  to  support  state  efforts. 

In  some  ways,  Maine's  system  is  more 
innovative  than  these  proposals;  in  other 
ways  less  so.  On  the  plus  side,  Dirigo  is  the 
tt.   -,         1  only  plan  that  ad- 

A  DrOKen      dresses  rising  costs. 
i^  Health  spending  is 

DOIlC  an     unsustainable 

18%     of    Maine's 
gross  domestic  pro- 

llciVe  ^uct'  Ba^acci  got 

the  state's  hospitals 
to  voluntarily  cap 
price  increases  at 
3%  during  the  first 
^hh  year  of  the  plan;  the 

state    also    placed 
stringent  limits  on  hospital  spending. 

Health  care  inflation  could  doom  those 
plans  that  duck  the  issue.  "You  simply  can't 
have  universal  access  without  addressing 
cost,"  says  Paul  B.  Ginsburg,  president  of 
the  Center  for  Studying  Health  System 
Change.  "Massachusetts  doesn't  have  any 
cost  containment,  and  they  are  either 
going  to  have  to  address  this  issue  very 
soon  or  else  spend  a  lot  more  money  to 
ensure  affordable  coverage." 

But  Massachusetts  has  taken  a  major 
step  beyond  Maine  by  mandating  that 
all  residents  get  insurance.  As  Dirigo  has 
proven,  voluntary  enrollment  makes  it 
a  lot  tougher  to  get  to  universal  cover- 
age. Even  without  mandates,  however, 
Dirigo's  enrollment  has  been  a  bust  more 
in  perception  than  reality.  Dirigo  Choice 
is  in  fact  the  fastest-growing  insurance 
policy  ever  offered  in  Maine.  To  get 
13,500  signups  in  two  years  in  a  sparsely 
populated,  relatively  poor  state  is  consid- 
ered a  success  in  the  insurance  industry. 
The  most  vociferous  complaints  about 
Dirigo  are  about  money— specifically,  how 
much  coverage  costs  and  who  has  to  pay 
for  it.  The  insurance  is  offered  by  Anthem    > 
Blue  Cross  &  Blue  Shield,  which  already    \ 
covers  more  than  80%  of  Maine's  policy-    a 
holders.   Anthem's   market   dominance    , 
gave  the  state  little  bargaining  power    i 
when  it  came  to  negotiating  premiums.    5 
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and  lots  of  Maine's  low-income  uninsured 
consider  Dirigo  still  too  costly. 

As  for  funding,  Dirigo  started  with  a 
one-time,  $53  million  infusion  from  the 
state.  Ongoing  costs  are  to  be  met  by  a 
controversial  annual  payment  from  the 
state's  insurers,  including  large  companies 
who  self-insure  their  employees.  Currently, 
Maine  hospitals  have  to  charge  higher  pric- 
es across  the  board  to  make  up  for  the  more 
than  $200  million  they  incur  each  year  in 
bad  debt  and  charity  care.  Dirigo  assumes 
hospital  prices  will  decline  as  the  unin- 
sured get  health  insurance  and  rather  than 
have  the  insurers  pocket  the  difference,  the 
state  wants  the  savings  paid  back. 

Maine's  Superintendent  of  Insurance 
calculated  the  savings  payback  as  $43.7 
million  for  2005  and  $34.3  million  last 
year,  and  insurers  immediately  filed  suit, 
charging  those  amounts  were  too  high. 
They  have  yet  to  prevail  legally,  but 
the  offset  payments  may  be  too  con- 
troversial to  continue.  Baldacci  set  up 
a  commission  last  year,  with  many  of 


Dirigo's  enemies  as  members,  to  come 
up  with  alternatives.  "We've  come  a  long 
way  in  four  years,  and  I  realize  we  have  to 
do  things  differently  now,"  says  Baldacci. 
"But  I  put  my  harshest  critics  at  the  table 
to  work  out  a  solution.  They  all  live  here, 
and  they  all  want  to  do  the  right  thing." 

Agreeing  on  the  right  thing  won't  be 
easy.  In  January  the  committee  recom- 
mended new  taxes  on  alcohol,  cigarettes, 
and  snack  foods  to  fund  Dirigo,  riling 
antitax  groups.  And  in  late  March, 
Baldacci  suggested  the  state  could  save 
money  by  ditching  Anthem  and  insuring 
residents  itself,  raising  cries  of  "social- 
ized medicine"  from  conservatives. 

Then  there  are  those  who  think  Dirigo 
is  just  a  lousy  plan.  Richard  A.  Bennett, 
CEO  of  the  Corporate  Library  in  Portland, 
has  29  employees  and  views  Dirigo  as 
a  poor  alternative  to  the  "very  good  set 
of  benefits"  he  offers  now.  As  a  former 
Republican  state  senator,  Bennett  voted 
against  Dirigo.  "This  has  become  a  very, 
very  expensive  commitment,"  he  says.  "I 


States  of  Play 

Here's  how  five  states'  universal  health-care  plans  stack  up: 


just  don't  see  a  need  to  continue  pushin ! 
this  experiment." 

To  many  of  maine's  smallest  bus  J 
nesses,  it's  an  experiment  that  mee^ 
their  most  desperate  need.  At  the  recei 
Maine  Fishermen's  Forum  in  Rockpoi 
some  40  people  crowded  into  a  semin.) 
to  hear  about  insurance  options,  far  mo 
than  attended  many  other  sessions.  "It  ( 
absolutely  the  biggest  issue  facing  oil 
members,"  says  Sebastian  Belle, direct] 
of  the  Maine  Aquaculture  Assn. 

'WE  CAN  RELAX  A  LITTLE' 

AQUACULTURE— FISH     farming— is 
tough  business  that  can  easily  go  a  yei 
without  any  profits.  That  was  the  case  f  j 
Eric  Home  and  Valy  Steverlynck,  two 
the  iconoclastic  entrepreneurs  that  Mai  |2  i 
tends  to  attract.  The  couple  left  their  a 
porate  jobs  in  Boston  in  1999  to  start  I 
oyster  farm  in  Freeport,  Eric's  hometow  §\\ 
It  takes  three  years  to  establish  an  oyst- 
farm,  and  they  couldn't  begin  to  afixti 
the  $l,500-a-month  insurance  premii 
Blue  Cross  would  have  charged  to  cfl 
themselves  and  their  two  young  sons,  m 
came  back  because  we  wanted  a  lifestl 
change,  but  to  be  honest,  the  insura 
thing  made  us  question  our  decision 
says  Home.  Last  year  they  signed 
for  Dirigo,  paying  a  subsidized  $20C 
month.  "We  can  relax  a  little  now." 

As  for  Joan  Donahue,  she  recerit 
got  her  first  physical  in  years  thanks I 
Dirigo,  which  pays  100%  of  prevent!  leai 
care  and  screening.  She  also  turned  iii  slave! 
an  activist.  When  opponents  escalaa  hem 
their  attacks  against  Dirigo  last  year,  i< »  ret 
drove  to  Augusta  and  testified  before  t\  feu 
state  legislature,  unbidden.  "I  was  ilk«iiii» 
palled  by  all  the  negativity  from  peofl  tArni 
who  already  have  health  insurance,"  : '  famo 
says.  "I  don't  know  how  they  can  tell  pf  fcsin 
pie  like  me  that  Dirigo  has  failed."  1 1 
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IICHARD  S.  DUNHAM 
KEITH  EPSTEIN 

IG  BUSINESS  CEOS  ARE 
lining  up  left  and  right 
in  favor  of  health  insur- 
ance   coverage    for    all 
Americans.  But  there's  a 
big  barrier  to  a  sweep- 
ing overhaul  of  the  U.S. 
th-care  system:  small  business. 
hile  activist  CEOs  of  major  corpora- 
i  have  changed  the  debate  over  health 
by  entertaining  the  idea  of  compre- 
ive  reform  and  universal  coverage, 
1-business  groups  remain  committed 
ocking  broad  government  involve- 
:.  And  small  businesses  have  a  sur- 
ig  amount  of  political  muscle.  "When 
1-business  owners  feel  threatened  by 
r  government  intervention,  they  re- 
how  their  strength,"  says  Karen  Ker- 
,  president  of  the  Small  Business  & 
:preneurship  Council,  a  conservative 
:acy  group.  "If  any  health-care  plan 
des  government  mandates  or  costs 
e  small-business  sector,  if  s  going  to 
ry  difficult  to  pass." 
ar  of  this  reflexive  resistance  is  one 
n  why  Charles  N.  "Chip"  Kahn  III, 
ient  of  the  Federation  of  American 
i   itals,  and  Ron  Pollack,  director  of 
beral  advocacy  group  Families  USA, 
:d  the  National  Federation  of  Inde- 
2nt  Business  to  join  secret  talks  in 
to  create  a  bipartisan  coalition  to 
for  universal  health  coverage.  The 
,  the  nation's  largest  small-business 
lization,  with  a  half-million  mem- 
turned  them  down  cold. 


NFIB  Executive  Vice-President  Dan 
Danner  says  his  group  steered  clear  of 
the  talks  because  it  worried  the  coalition 
would  back  government-run  health  care. 
Only  about  50%  of  small  businesses  pay 
for  workers'  health  insurance,  and  the 


Q&A  WITH 
ED  GILLESPIE 


ONE  INDICATOR  of  the  changed 
atmosphere  surrounding  the  health 
insurance  debate  is  that  Ed  Gillespie,  a 
former  Republican  National  Committee 
chairman,  is  teaming  with  Big  Business  to 
push  a  larger  role  for  government.  Gillespie, 
a  lobbyist,  represents  such  clients  as 
Safeway,  Tenet  Healthcare,  and  Bristol- 
Myers  Squibb.  Here  are  excerpts  from 
his  Apr.  3  discussion  with  BusinessWeek 
Senior  Writer  Richard  S.  Dunham: 

What's  changed  that  has  prompted 
CEOs  to  push  for  universal  health 
insurance  coverage? 

We're  getting  to  the  point  where  one 
in  every  five  dollars  in  the  economy 
is  spent  on  health  care.  The 
health-care  system  we  have  is 
antiquated  and  unsustainable. 
American  companies  are  at  a 
disadvantage  in  an  increasingly 
global  economy.  Businesses 
realize  you're  either 


NFIB  feared  that  all  of  its 
members  would  be  forced 
to  bail  out  old-line  manu- 
facturers saddled  with  bil- 
lions of  dollars  in  legacy 
costs.  "At  the  end  of  the 
day,  that's  always  the  rub 
with  these  proposals:  How 
are  you  going  to  pay  for 
them?"  observes  Danner. 
"It's  the  proverbial  whose- 
ox-gets-gored,  who  pays 
for  what." 

Many  small-business 
owners  agonize  over  health 
care.  Joe  Balsarotti,  who 
has  owned  a  computer 
consulting  business  in  St. 
Louis  since  1983,  provided 
health  care  for  his  four 
employees  until  the  cover- 
age costs  quadrupled  for 
one,  a  diabetic.  When  that 
employee  left  the  compa- 
ny, Balsarotti  ended  the 
benefit.  "It  was  either  that, 
or  cost  exceeds  profits," 
he  says.  Balsarotti  knows  that  reform 
is  necessary  in  health  care  but  wor- 
ries what  kinds  of  remedies  Washington 
might  apply.  "I  can't  run  a  business  if  I 
don't  know  what  my  costs  are,"  he  says. 
"I  also  don't  like  the  idea  of  a  govern - 


going  to  be  part  of  the  problem  or  part  of 
the  solution. 

While  business  largely  agrees  on 
the  problem,  isn't  there  a  problem 
reaching  consensus  on  the  best 
solution? 

Big  business  is  split.  Some  businesses  are 
trying  to  fix  the  system.  There  are  some 
businesses  trying  to  offload  costs  onto  the 
federal  government. 

How  do  you  see  health-care  reform 
playing  out  in  the  next  election? 

Health-care  policy  will  be  the  defining 
domestic  policy  debate  of  the  2008 
campaign. 

Polls  show  that  voters  overwhelmingly 
favor  Democrats  when  it  comes  to 
health  issues.  What  should  your 
party  do? 

Health  care  as  an  issue  has  not  been 
good  to  Republicans  in  the  past, 
and  we  have  to  be  out  in  front  on 
mv  t.     it.  We  have  to  push  for  access  and 
affordability  without  destroying  the 
market-based  system. 
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ment  bureaucracy  running  things." 

With  small  businesses  conflicted  or 
opposed  to  change,  big  businesses  are 
moving  ahead.  Even  without  the  NFIB, 
the  Kahn-Pollack  talks  resulted  in  a  16- 
organization  coalition  for  universal  in- 
surance coverage.  Members  include  the 
U.S.  Chamber  of  Commerce,  the  Ameri- 
can Hospital  Assn.,  and  America's  Health 
Insurance  Plans  as  well  as  large  compa- 
nies such  as  Johnson  &  Johnson,  Kaiser 
Permanente,  and  Pfizer. 

But  even  Big  Business  is  divided.  The 
National  Association  of  Manufacturers 
left  the  coalition  during  the  secret  talks. 
Says  the  nam's  CEO,  John  Engler:  "The 
idea  that  we're  going  to  trust  the  govern- 
ment that  gave  us  the  Post  Office,  the 
Transportation  Security  Administration, 
and  the  IRS  is  just  not  likely." 

OPPORTUNITY  FOR  INPUT 

ADVOCATES  OF  CHANGE  realize  they 
can't  succeed  without  persuading  small 
business  to  join  them  or  remain  neutral. 
Says  one  business  coalition  representa- 
tive: "Small  business  has  a  lot  of  power 
and  helped  to  kill  Bill  Clinton's  health- 
care plan"  in  1994,  when  many  big  busi- 
nesses were  open  to  government  action. 


Republican  consultant  Frank  I.  Luntz, 
whose  client  list  includes  both  large  and 
small  businesses,  says  elected  officials  see 
small-business  owners  as  "the  American 
Dream  occupation.  Politicians  want  to 
help  them." 

Maybe  so,  but  small  businesses  also 
deftly  deploy  campaign 
contributions  to  friendly 
lawmakers  and  cooperate 
to  pressure  their  hometown 
representatives.  Small  busi- 
nesses know  "it's  crazy  not 
to  be  actively  participating 
in  the  debate  at  this  time," 
Danner  says. 

Congressional  leaders 
are  giving  small-business 
groups  plenty  of  opportu- 
nity for  input.  The  NFIB 
is  working  with  Senators 
Max  Baucus  (D-Mont.),  Dick  Durbin 
(D-I1L),  Mike  Enzi  (R-Wyo.),  Olympia 
J.  Snowe  (R-Me.),  and  others  to  win  ap- 
proval of  new  health-care  tax  breaks  for 
small  business.  And  Senator  Ron  Wyden 
(D-Ore.)  has  regularly  consulted  with 
the  NFIB  to  get  feedback  on  the  group's 
concerns  about  his  reform  plan. 

But  what  small  businesses  really  want, 


Small 
businesses 
deploy  hefty 
donations  to 
friendly 
lawmakers 


says  Kerrigan,  is  for  Congress  to  pas 

series  of  small  measures  that  would  g 

small  businesses  more  insurance  choi 

and  make  the  system  more  affordable 

Among  the  top  priorities:  allow 

entrepreneurs  to  lower  their  insurai 

premiums  by  buying  into  larger  pc 

of  multiple    small    fin 

breaking  down  regulat 

barriers  by  allowing  sn 

businesses  to  pick  ins 

ance  offerings  in  any  st; 

not  just  in  their  home  bf 

giving  sole  proprietors 

same  kind  of  health-c 

tax  break  that  larger  t 

ployers  get;  and  expa 

ing  health  savings  accov 

and  giving  small  emplo] 

more  tax  incentives  to  o 

HSAs  to  their  workers. 

Ed  Gillespie,  a  Washington  lobb 

who  is  set  to  direct  a  coalition  of  ( 

reformers  led  by  Safeway  Inc.'s  Ste 

A.  Burd,  thinks  entrepreneurs  can 

brought  to  the  table.  "Small  businet.' 

always  have  to  be  leery  of  mandatil|§ 

says  Gillespie,  a  former  Republican 

tional  Committee  chairman.  "But  1  s 

want  to  be  part  of  the  solution,  too."  ' 


m 


iffi'.i 


ii!I!,'i 


Tie ... 


- 


Good  Design 
is  Good  Business. 


The  editors  of  BusinessWeek  and  Architectural  Record  invite  you  to  enter  the 
2007  BusinessWeek/Architectural  Record  Awards 

Good  design  is  good  for  business.  That's  why  this  distinguished  award  recognizes  and  rewards  excep- 
tionally designed  work  that  makes  a  significant  contribution  to  the  business  aspirations  of  a  company 
or  institution  -  backed  by  measurable  results.  2007  Award  recipients  will  be  featured  in  BusinessWeek 
and  Architectural  Record  magazines,  read  by  over  5  million  business  and  design  professionals. 

For  more  information  and  an  entry  form,  go  to  archrecord.construction.com/features/bwarAwards/. 
Entries  must  be  postmarked  no  later  than  May  15,  2007. 
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tvernment  Immigration 


The  Divided  States 
America 


I  ates  and  municipalities  are  responding  in 
lildly  different  ways  to  undocumented  workers 


JEAMON  J  AVERS 

i^M^.  USTAVO  TORRES  IS  A 
popular  guy  these  days. 
As  he  walks  into  the 
storefront  worker  cen- 
ter he  runs,  the  Hispanic 
men  and  women  who  fill 
the  waiting  room  wave 
call  out  "buenos  dias."  Torres'  non- 
fit  has  been  hired  by  Montgomery 
nty,  Md.,  to  provide  employment  ser- 
s  to  these  immigrants,  about  60%  of 
im  are  in  the  country  illegally, 
he  county  pays  Torres'  group,  CASA 
laryland  Inc.,  about  $700,000  a  year 
rovide  hiring  halls,  English  language 
ses,  and  legal  help  in  employment 
utes.  What's  more,  the  county  doesn't 
what  the  federal  government  thinks 
s  welcoming  attitude.  "The  local  gov- 
nent  says  they  are  not  going  to  coop- 
e  with  [U.S.]  Immigration  &  Customs 
ircement,"  says  Torres, 
s  a  different  world  just  three  hours 
y  in  Hazelton,  Pa.  The  local  govern- 
t  there  is  trying  to  push  through 
nances  meant  to  drive  illegal  immi- 
ts  out  of  town  and  punish  employers 
hire  them.  "Illegal  immigration  is 
roying  the  quality  of  life,"  says  Ha- 
m  Mayor  Louis  J.  Barletta. 
his  stark  contrast  is  repeated  again 
again  across  the  country,  confound- 
businesses  with  local  rules  designed 
;al  with  an  undocumented  population 
nated  at  12  million  nationwide.  The 
ral  government's  often  haphazard  en- 


forcement of  immigration    BARLETTA 
laws  and  the  absence  of  a     He  says  illegals 
comprehensive    immigra-    are  a  detriment 
tion  policy  only  adds  to  the    ^^^^m 
confusion.  "This  is  like  a  Bermuda  Trian- 
gle," says  Di  Ann  Sanchez,  vice-president 
of  human  resources  at  Dallas/Fort  Worth 
International  Airport  in  Texas. 

According  to  the  National  Conference 
of  State  Legislatures,  more  than  80  im- 
migration-related laws  were  enacted  in 
32  states  in  2006;  most  of  those  measures 
were  attempts  to  crack  down  on  illegal 


immigrants.  Wyoming,  for  example,  en- 
acted a  law  in  2005  that  changed  the 
state's  definition  of  "employee"  to  mean 
someone  an  employer  believes  to  be  a 
citizen  or  permanent  resident  at  the  date 
of  hire.  That  same  year,  Kentucky  passed 
a  law  requiring  proof  of  citizenship  to 
obtain  certain  professional  licenses.  In 
Georgia  a  2006  law  forces  employers  to 
accept  only  identification  from  states  that 
don't  issue  IDs  to  illegal  immigrants,  a  law 
that  clashes  with  the  federal  mandate  that 
employers  accept  driver's  licenses  from  all 
50  states  as  valid  ID.  "Which  law  do  you 
obey?"  says  Bob  Thomas,  executive  direc- 
tor of  the  Roofing  &  Sheet  Metal  Contrac- 
tors Association  of  Georgia. 

CAMPAIGN  PRESSURE 

OTHER  AREAS  are  welcoming 
immigrants.  New  Haven,  for  one, 
plans  to  offer  a  city  identification 
card  that  undocumented  workers 
may  use  to  access  city  services.  And 
in  addition  to  the  one  in  Mont- 
gomery County,  Md.,  there  are  62 
sanctioned  day-labor  centers  in  17 
states,  according  to  a  2006  study. 

Hazelton,  Pa.,  took  a  different 
approach  last  summer  when  its 
mayor  pushed  ordinances  intend- 
ed to  crack  down  on  illegal  im- 
migration. The  city  was  sued  last 
August  by  the  American  Civil  Lib- 
erties Union  and  a  coalition  of  lo- 
cal residents  and  business  owners 
who  argued  that  the  city  was  tram- 
pling on  the  federal  government's 
domain  over  immigration.  The 
U.S.  Chamber  of  Commerce  sided 
with  the  ACLU.  A  judge  blocked 
enforcement  of  the  ordinances 
while  the  case  is  under  way. 

Meanwhile,  many  businesses 
still  hold  out  hope  that  the  new 
Congress  can  pass  an  immigration  bill 
that  includes  a  guest  worker  program 
and  a  path  to  citizenship  for  some  illegal 
immigrants.  But  the  politics  of  the  2008 
Presidential  campaign  will  make  that  dif- 
ficult, business  and  political  leaders  say. 
If  Congress  can't  pass  a  bill  by  the  fall, 
before  the  campaign  begins  in  earnest, 
changes  likely  won't  come  until  2009.  II 


law  and 


razy  quilt  of 
migration  rules 
ivilders  business 


GEORGIA 

Employers  may  not  accept 
IDs  as  proototwork 
authorization  from  states 
that  allow  illegal  aliens  to 
obtain  such  IDs.  Federal  law 
says  employers  must  accept 
IDs  from  all  50  states. 


COLORADO 

State  contractors  must  use 
the  federal  government's 
Basic  Pilot  worker 
verification  program. 
Employers  complain  that 
the  program  is  not 
effective. 


MONTGOMERY 
COUNTY,  MD. 

Provides  day-labor  centers 
for  immigrant  workers, 
60%  of  whom  are  illegal. 


HAZELTON,  PA. 

Requires  employers  to 
prove  employees  are  legal 
or  risk  losing  business 
licenses.  A  federal  judge 
blocked  the  rule,  pending 
the  resolution  of  a  lawsuit. 
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SciTech  Drugmakers 

Big  Pharma's 
Animal  Spirits 

Sales  of  medicine  for  pets  and  livestock 
are  giving  drugmakers  a  welcome  boost 


BY  ARLENE  WEINTRAUB 

ORGANON  BIOSCIENCES 
has  a  bevy  of  products 
addressing  women's 
health  issues,  but  that's 
not  the  only  reason 
Schering-Plough  Corp. 
on  Mar.  12  pledged 
$14-4  billion  to  acquire  the  Dutch  biotech. 
Organon  is  also  the  world's  leading  maker 
of  vaccines  to  protect  livestock  and  house- 
hold pets.  What's  more,  it  markets  drugs 
to  treat  everything  from  diabetic  dogs  to 
cats  with  cardiac  problems.  Of  the  $5  bil- 
lion that  Organon  is  expected  to  add  to 
Schering's  top  line  this  year,  $1.5  billion 
will  come  from  products  for  four-legged 
and  feathered  critters. 

As  Big  Pharma  struggles 
to  find  new  blockbuster 
drugs  for  treating  hu- 
man ills,  the  industry 
is  quietly  churning 
out  innovations  on  the 
animal  side  of  the  busi- 
ness. Livestock  pharma- 
ceuticals are  booming, 
thanks  to  increased  farm 
production  fueled  by  the 
globalization  of  agricul- 
tural products.  And  the  pet 
business  is  even  friskier.  Eli 
Lilly  &  Co.  has  a  brand-new 
pet-health  unit,  which  released 
a  doggie  antidepressant  on  Apr. 
2.  Pfizer  Inc.  is  about  to  launch  a  drug  to 
help  obese  dogs  shed  pounds,  and  this 
summer  it  will  introduce  a  product  that 
can  prevent  Bowser  from  getting  carsick. 
Bayer  Animal  Health  has  a  new  injectable 
chip  for  tracking  lost  pets. 

Despite  the  expense— the  obesity  drug 
might  cost  as  much  as  $2  a  dose  for  a 
once-daily  treatment— pharma  companies 
are  likely  to  find  plenty  of  doting  pet  own- 
ers eager  to  open  their  pocketbooks.  All 
told,  Americans  will  spend  $9.9  billion  on 
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medicines  to  treat  their  pets  this  year,  52% 
more  than  they  spent  five  years  ago,  esti- 
mates the  American  Pet  Products  Manu- 
facturers Assn.  "People  will  pay  as  much 
as  $500  per  animal  just  to  do  a  round  of 
vaccines  and  tests,"  points  out  Schering 
Chief  Executive  Fred  Hassan.  Schering 
was  a  stalwart  in  the  veterinary  market 
even  before  the  Organon  acquisition. 

There  are  other  advantages  for  compa- 
nies making  dog  de-wormers  and  bovine 
antibiotics.  Animal  health  is  an  impor- 
tant hedge  against  the  human  side  of  the 
business,  where  drugmakers  are  facing 
what  analysts  call  a  "generic  cliff." 
With  more  than  70  major 


mention  the  pet  food  industry,  which 
now  facing  lawsuits  over  the  recent  pc 
sonings  from  contaminated  food. 

Sales  of  drugs  for  livestock  and  pe 
have  been  growing  steadily,  year  aft 
year,  often  outpacing  the  growth  of  dru 
designed  for  people.  In  2006  revenu 
for  Pfizer's  animal-health  business  edg 
up  5%,  compared  with  just  2%  grow 
for  its  human  pharmaceuticals.  Units  li 
these  "tend  to  be  strong  cash  generate 
which  adds  consistency  and  visibility 
earnings,"  as  well  as  contributing  to  di 
dends,  says  David  Risinger,  an  analyst  J 
Merrill  Lynch  &  Co. 

HINTS  FOR  HUMAN  CURES 

BREAKTHROUGHS  IN  animal  health  c 
also  help  educate  scientists  who  are  ( 
veloping  human  drugs.  On  Mar.  26  1 
Agriculture  Dept.  granted  limited  i 
proval  of  a  therapeutic  vaccine  to  tr< 
dogs  with  skin  cancers  called  melanomi 
The  drug  will  be  marketed  by  Merial,! 
animal-health  joint  venture  of  Merck 
Co.  and  Sanofi-Aventis.  Merial  will  spei 
the  next  year  or  so  collecting  data  on  fl 


U.S.  SPENDING 

on  pets'  drugs 
will  total  $9.9 
billion  this  year 


drugs  set  to  go  off  patent  by  2011,  the 
industry  could  lose  $100  billion  in  rev- 
enues to  copycat  products.  But  animal 
drugs  are  less  vulnerable  to  such  steep 
declines  because  there  are  few  competi- 
tors in  each  category.  Plus,  the  vast  ma- 
jority of  animal  fanatics  don't  carry  pet 
insurance,  so  they're  not  under  pressure 
to  switch  to  cheap  generics.  And  animal 
drugmakers  face  relatively  low  exposure 
to  legal  blowups,  unlike  their  colleagues 
on  the  human  side  of  the  fence— not  to 


dogs  respond  to  the  v 
cine  so  it  can  ultimately  f  | 
mote  the  product  beyond  a  limii 
market  of  veterinary  oncologists.  Thi 
efforts  might  complement  research 
many  companies  into  cancer  vaccines | 
humans.  "We  hope  the  human  side  of 
industry  will  benefit  from  our  findinji 
says  Dr.  Robert  Nordgren,  Merial's  v\ 
president  for  vaccine  research. 

To  understand  why  the  industr> 
so  eager  to  play  in  the  pet  and  livesl* 
market,  consider  one  detail  buried  in  I 
er's  2006  annual  report.  The  compa 
Advantage  line  of  flea  and  tick- cor 
products  outsold  all  of  its  other  consu 
treatments  aside  from  aspirin  and  a 
betes  drug.  Not  to  mention,  says  Tho: 
Hopper,  director  of  marketing  for  B; 
Animal  Health,  the  business  taps 
the  primal  human-pet  connection.  ! 
Hopper:  "If  s  a  feel-good  industry." 
feeling  good  is  something  Big  Pharma 
been  missing  of  late.   ■ 


flti 


How  the  low  cost  of  a  Vanguard®  Prime  Money  Market  Fund 
can  help  you  keep  more  of  your  cash 


See  the  difference  lower  costs  can  make  at 
www.vanguard.com/prime 


Connect  with  us8  >  800-424-1418 


Vanguard" 


ill  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information. 

sad  and  consider  it  carefully  before  investing.  An  investment  in  a  money  market  fund  is  not  insured  or 
guaranteed  by  the  Federal  Deposit  Insurance  Corporation  or  any  other  government  agency.  Although  a  money 

larket  fund  seeks  to  preserve  the  value  of  your  investment  at  $1  per  share,  it  is  possible  to  lose  money  by 
Investing  in  such  a  fund. 

152007  The  Vanguard  Group,  Inc.  All  rig'-.'i  reserved.  Vanguard  Marketing  Corporation,  Distributor. 


[E  ENVIRONMENT  ISN'T  AN  ABSTRACT,   UNTOUCHABLE  THING. 


RT,  A  GRAPH  OR  A  REPORT. 


SUNRISE, 


>lYAKING  WHILE  A  WHALE  BREACHES  IN  FRONT  OF  YOU 


IT'S  THE  SUN  DIPPING  BEHIND  A  MOUNTAIN  RANGE,  AGAIN  AND  AGAIN. 


IT'S  A  PLACE  WE  LIVE  IN,   A  PLACE  WE  HAND  DOWN  TO  OUR  CHILDREN, 


AND  THEIR  CHILDREN. 


&% 


IT'S  WHERE  THE  LAND  MEETS  THE  SEA.   IN  LORETO  BAY. 


Los  Angeles, 
and  from  Phi 
through  Hermosill 


omehome  to  The  Villages  of  Loreto  Bay  and  our  newest  neighborhood, 

Agua  Viva.   Located  in  Baja  Sur,  Mexico,   it's  a  place  of  uncommon 

beauty,    a   true   sense   of  community   and   a   total   commitment   to 

sustainability.  Here,  you'll  find  homes  with  close  ties  to  ihe  water, 

where  backyards  overlook  estuaries,  created  to  feed  and  sustain 

the  Sea  of  Cortes,  which  is  always  just  steps  away. 


^\       Jk     Iftecel 


■  Loreto  bay 

live  fully  .  tread  ligh 

www.  LoretoBay.  c  o 
866.309.21 


WARNING:  THE  CALIFORNIA  DEPARTMENT 
LIENS  ON  THE  PROJECT  (IF  ANY),  ARRANG 
PRACTICES  (IF  ANY);  TERMS,  CONDITIONS,  AM 
OR  IMPROVEMENTS.  IT  may 
DEVELOPMENT  LAW  INI 


.EXAMINED  THIS  OtfER.  INCLUDING,  BUT  NOT  LIMITED  TO,  THE  CONDITION  OF  TITLE,  THE  STATUS  OF  BLA. 
10JECT  CCJjplflMESCROW  PRACTICES/CONTROL  OVER  PROJECT  MANAGEMENT,  RACIALLY  DISCRIMINA'1 
m ANNUAL  ASSESSMENTS  (IF  ANY),  OR  THE  AVAILABILITY  OF  WATER,  SERVICES,  UTILI' 
[ORNff  OR' OTHER  KNOWLEDGEABLE  PROFESSIONAL  WHO  IS  FAMILIAR  WITH  REAL' ESTATE 
illRNIA  BROKER  EDWIN  J.  RICKETTS.t^ 


Developments  to  Watch 


DITED  BY  ADAM  ASTON 


INNOVATIONS 


Of  pipsqueak  pups 
and  souped-up 
solar  cells 

»  From  towering  mastiffs  to 
tiny  Chihuahuas,  dogs  have 
more  variety  in  size  than 
any  other  mammals.  Now, 
by  studying  the  DNA  of  143 
dog  breeds,  scientists  hope 
to  learn  more  about  how 
people  grow.  Researchers 
from  the  National  Human 
Genome  Research  Institute 
have  identified  a  gene  variant 
that  gives  small-breed  dogs 
their  pipsqueak  stature, 
ince  humans  have  the 
gene,  too,  the  discovery 
™:ould  yield  clues  to  how 

height  is  genetically 
programmed  in 
humans. 

»Today's 
silicon-based 
solar  cells  are  so 
mirror-like  that 
lots  of  the  sun's 
energy  is  lost 
when  photons 
are  reflected 
away.  But 
scientists 
at  Georgia 
Institute  of 
Technology 
have  cut  these 
losses.  Using 
carbon 
'nanotubes, 
the  team  grew 
ultra-tiny 
[towers"  across  the  surface 
If  the  cell.  The  structures 
not  only  increase  the  cell's 
[urface  area,  which  boosts 
ie  amount  of  sunlight  it  can 
libsorb,  but  also  help  it  to 
[atch  more  rays  by  trapping 
Jihotons  that  carom  into  the 
aps  between  the  structures, 
[he  findings  are  a  step 
award  making  a  new  kind  of 
Solar  cell  that  will  be  smaller, 
[ghter,  and  cheaper  than 
Delay's  silicon  cells. 

-Arlene  Weintraub 


OPTICS 

ADJUST  THE  WORLD 
TO  THE  COLOR  YOU  WANT 


THERE'S  A  SUNGLASS  lens 

for  every  activity:  amber 
for  skiing,  dark  gray  for  the 
beach,  and  yellow  for  driving 
at  dusk.  Now  scientists  are 
developing  "smart"  lenses 
that  can  display  different 
colors  at  the  flick  of  a  switch. 

Of  course,  glasses  that 
go  from  transparent  when 
indoors  to  tinted  in  bright 
light  are  nothing  new.  The 
prototype  lenses  made  by 
a  team  from  University  of 
Washington  can  show  blue, 
and  soon  red  or  green.  A 
knob  in  the  frame  activates  a 


mini  battery  that  sends  out  a 
charge.  An  "electrochromic" 
polymer  in  the  lens  responds 
by  adjusting  the  level  of 
darkness  and  color  in  a 
second  or  two.  Unlike  earlier 
attempts  at  technicolor 
eyewear,  which  needed  a 
steady  flow  of  current,  these 
lenses  need  only  a  pulse 
to  change,  so  they  use  less 
energy.  Unveiled  at  March's 
American  Chemical  Society 
meeting,  the  color  shifting 
shades  could  hit  the  market 
in  a  couple  of  years. 

-Aili  McConnon 


ECO  WATCH 

CORAL  MAY 
BE TOUGH 
TO  KILL  OFF 

COLORFUL  CORAL  REEFS  are 

imperiled  by  climate  change. 
Already,  damage  from 
sewage,  fishing,  and  pollu- 
tion has  led  to  widespread 
declines  in  these  complex 
ecosystems.  Rising  C02  levels 
are  the  latest  threat.  As  the 
gas  accumulates  in  the  air, 
more  C02  dissolves  into 
seawater.  There,  it  turns  into 
an  acid  that  slowly  dissolves 
corals'  outer  skeletons.  There 
is  hope  for  some  species, 
though.  Israeli  researchers 
tested  hard-shelled  coral 


in  water  10  times  as  acidic 
as  today's  oceans— what 
ocean  water  may  be  like 
in  150  years.  Publishing  in 
Science,  they  report  that  the 
corals  lost  their  skeletons 
yet  did  not  die.  Instead, 
they  survived  as  soft-bodied 
polyps.  The  findings  suggest 
that  while  reefs  remain  at 
risk,  some  coral  species  may 
avoid  extinction,  says  Maoz 
Fine,  a  marine  zoologist  at 
Bar-Ilan  University. 


TREATMENT 

HOW  A  FEMALE 
HORMONE 
IMPEDES  MS 

ONE  TANTALIZING  observation 
about  multiple  sclerosis  is 
that  it  goes  into  remission 
during  pregnancy.  The 
degenerative  disease  occurs 
when  the  immune  system 
attacks  nerve  cells.  And 
it's  known  that  pregnancy 
hormones  such  as  estriol  turn 
down  the  mother's  immune 
system  to  protect  the  fetus 
from  rejection.  So  could 
estriol— a  form  of  estrogen— 
also  be  a  treatment  for  the 
disease  in  women? 

Rhonda  Voskuhl,  director 
of  the  MS  program  at  the 
University  of  California  at  Los 
Angeles,  decided  to  try.  In  a 
small  study  four  years  ago  she 
showed  that  the  hormone- 
available  as  a  pill— brought 
a  dramatic  reduction  in  the 
brain  inflammation  that  is 
harmful  in  MS. 

Estriol  "may  not  only  help 
bring  the  immune  system 
under  control,"  says  Patricia 
A.  O'Looney,  vice-president 
for  biomedical  research  at  the 
National  Multiple  Sclerosis 
Society,  "but  it  may  also 
stimulate  cells  to  make  more 
myelin,"  a  protective  sheath 
that  helps  nerves  carry 
signals  but  that  breaks  down 
as  MS  progresses. 

That's  why  Voskuhl  is 
embarking  on  a  larger,  two- 
year  study  with  previously 
untreated  MS  patients  to  see 
if  estriol's  benefits  translate 
into  improved  health.  Even  if 
the  hormone  proves  no  better 
than  current  treatments, 
it  has  two  big  advantages: 
It's  cheap,  and  it  can  be 
taken  orally  instead  of  being 
injected.  Although 
men  aren't  part 
of  her  estriol 
study,  Voskuhl  is 
researching  whether 
testosterone  might 
have  a  similar  effect 
in  male  MS  patients. 
-John  Carey 
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S  OF  THE  TOP  0R6ANIZATI 


PROOUPEO  AND  WRITTEN  BY  JERRY  BOWLES  IN  ASSOCIATION  WITH  DIVERSiTYBUSINESS.COM 


LTICULTURAL  BUSINESS  OPPORTUNITIES 
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Which  companies  offer  the  best  business  opportunities  for  minority,  women-owned 
and  disabled  veterans'  enterprises? 

EACH  YEAR,  DIVERSITYBUSINESS.COM,  A  LEADING  MULTICULTURAL  BUSINESS  RESOURCE  PORTAL  THAT  LINKS  LARGE  ORGANIZATIONAL 
BUYERS  AND  MULTICULTURAL  BUSINESS  OWNERS,  OFFERS  MORE  THAN  500,000  MINORITY-OWNED,  WOMEN-OWNED  AND  SMALL  BUSINESS 
OWNERS  THE  CHANCE  TO  VOTE  FOR  THE  COMPANIES  THEY  BELIEVE  PROVIDE  THE  BEST  SUPPORT  TO  THE  DIVERSITY  BUSINESS  COMMUNITY. 
THE  WINNING  COMPANIES  MAKE  THE  DIVERSITYBUSINESS  TOP  50,  A  LISTING  OF  THE  BEST  50  CORPORATE  AND  ORGANIZATIONAL  BUYERS 
OF  PRODUCTS  AND  SERVICES  FROM  BUSINESSES  OWNED  BY  WOMEN,  AFRICAN  AMERICANS,  HISPANICS,  ASIANS,  NATIVE  INDIAN  AND 
OTHER  MINORITY  GROUPS. 

"THE  DIVERSITYBUSINESS.COM  TOP  50  AWARD  IS  DIFFERENT  FROM  ALL  THE  OTHER  RECOGNITION  PROGRAMS  OUT  THERE  BECAUSE 
THE  WINNING  COMPANIES  ARE  CHOSEN  BY  THE  DIVERSE  BUSINESS  OWNERS  THEMSELVES,"  SAYS  KENTON  CLARKE,  FOUNDER  AND  CEO 
OF  COMPUTER  CONSULTING  ASSOCIATES  INTERNATIONAL  INC.  (CCAII.COM)  OF  SOUTHPORT,  CT,  ONE  OF  THE  COUNTRY'S  MOST  SUCCESSFUL 
AFRICAN-AMERICAN  OWNED  COMPUTER-CONSULTING  AND  DIVERSITY  SPECIALIST  FIRMS,  WHICH  PRODUCES  DIVERSITYBUSINESS.COM. 

ALTHOUGH  EFFECTIVE  SUPPLIER  DIVERSITY  PROGRAMS  VARY  FROM  ORGANIZATION  TO  ORGANIZATION,  CLARKE  SAYS,  THAT  THERE 
ARE  "BEST  PRACTICES"  THAT  TOP  50  COMPANIES  TYPICALLY  FOLLOW  THAT  DISTINGUISH  THEM  FROM  LESS  SUCCESSFUL  PROGRAMS. 
HERE  ARE  THREE  EXAMPLES  FROM  TOP  50  COMPANIES: 


Kenton  Clarke 
CEO  of  Computer 
Consulting  Associates 
International  Inc. 


'The  DiversityBusiness.com  Top  50 
award  is  different  from  all  the  other 
recognition  programs  out  there 
because  the  winning  companies 
are  chosen  by  the  diverse  business 
owners  themselves." 


AT&T  BEST  PRACTICE: 

SET  CLEAR  GOALS  AND  MEASURE  FOR  SUCCESS. 


AT&T  has  gone  through  dramatic  changes  over  the  past  few  years,  but  one  thing  the 
hasn't  changed  is  its  support  of  supplier  diversity.  For  almost  four  decades,  the  compan 
voted  number  1  in  the  latest  DiversityBusiness.com  Top* 50  survey  has  led  the  telecorr 
munications  industry  with  innovative  programs  and  significant  financial  goals  designe 
to  bring  diverse  suppliers  into  its  mainstream  supply  chain.  At  the  new  AT&T,  whic 
acquired  BellSouth  Corporation  in  2006  and  now  has  consolidated  ownership  of  th 
former  Cingular  Wireless,  the  commitment  has  been  accelerated.  In  2006,  AT&T  bougf 
more  than  $5.15  billion  in  goods  and  services  from  diverse  businesses,  including  $3. 
billion  from  minority  suppliers.  This  commitment  to  spending  with  diverse  firms  is  on 
of  the  reasons  that  AT&T  is  part  of  the  Billion  Dollar  Roundtable,  a  supplier  diversil 
think  tank  of  only  12  companies  that  spend  more  than  $1  billion  on  an  annual  basis  wit 
diverse  companies.  In  the  past  decade,  AT&T  has  spent  more  than  $24.5  billion  wit' 
diverse  suppliers,  representing  17  percent  of  the  company's  total  procurement  do 
lars.  AT&T  Chairman  and  CEO  Edward  E.  Whitacre  Jr.  has  also  pledged  to  increase  th 
company's  spending  with  diverse  suppliers  by  another  $250  million  this  year. 
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Get  more  out  of  your  partnerships.  Now  at  Dell. 

Having  a  direct  relationship  with  our  diverse  suppliers  helps  us  deliver 

our  best  customer  experience.  We  partner  with  suppliers  to  provide 

innovative  services  and  products,  like  DelP  PowerEdge™  servers  with 

the  powerful  Intel   Xeon'  Processor.  At  Dell,  the  unique  way  we've 

harnessed  the  Internet,  along  with  our  collaborative  way  of  doing  business 

with  our  partners,  allows  our  suppliers  to  continue  to  meet  our  needs. 

Success  real  time.  Capture  it  at  Dell. 


II  recommend 
Indows  Vista™ 
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GET  MORE  OUT  OF  PARTNERSHIPS.      D^LL 


Dell  supports  small  minority  and  women-owned  businesses  with  tailored  technology  solutions.  From  April  6th  to  April  20th 
p|eaSe  visit  www  dell.com/smb/supplierdiversity  to  learn  about  an  offer  to  support  your  business. 
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AT&T  plays  a  leading  role  within  the  Telecom  Industry  Group  to 
produce  Diversity  NEXT,  an  annual  initiative  at  TelecomNEXT,  the 
industry's  largest  trade  show  and  conference,  featuring  innovative 
minority-,  women-  and  disabled  veteran-owned  businesses  and 
suppliers  in  the  telecommunications  industry,  along  with  cutting 
edge  diversity  solutions  that  OEMs,  service  and  content  providers 
have  developed.  Maureen  Merkle,  president-Procurement,  AT&T, 
was  a  keynote  speaker  for  this  event  in  2006. 

In  another  new  initiative,  AT&T  recently  worked  with  BIZPHYX,  Inc., 
a  leading  quality  and  TL  9000  solutions  provider,  to  deliver  web- 
based  training  on  ISO  9001  and  TL  9000  to  minority-,  women-  and 
disabled  veteran-owned  businesses.  BIZPHYX  is  a  WBENC  (Wom- 
en's Business  Enterprise  National  Council)  registered  company. 

"One  of  the  key  best  practices  is  establishing  an  ambitious  nu- 
merical diversity  goal,"  says  Joan  Kerr,  executive  director  of  AT&T 
Supplier  Diversity  Programs.  "That's  critical  to  success.  Corpora- 
tions perform  best  when  given  clear  supplier  diversity  metrics  to 
achieve,  and  the  management  team  regularly  reviews  performance 
against  those  metrics.  We  have  a  numerical  goal  to  procure  21.5 
percent  of  our  external  spend  with  diverse  suppliers  each  year,  and 
that  keeps  everyone  focused  on  including  diverse  suppliers  in  our 
procurement  processes  so  that  we  can  achieve  that  target." 


DELL  BEST  PRACTICE: 
MAKE  SUPPLIER  DIVERSITY  A  BUSINESS 
IMPERATIVE  THAT  IS  VISIBLY  SUPPORTED 
AT  THE  CEO  LEVEL  WITH  CLEAR  SENIOR 
MANAGEMENT  BUY-IN. 


At  Dell,  the  number  2  company  on  DiversityBusiness. corn's  list 
of  top  50  organizations  for  Multicultural  Business  Opportunities, 
year-over-year  spending  with  minority  and  women  business  entre- 
preneurs continues  to  grow  at  a  20  percent  rate,  faster  than  Dell's 
non-diverse  spend  growth.  Ying  McGuire,  senior  manager — Dell 
Supplier  Diversity,  attributes  the  program's  success  in  large  mea- 
sure to  senior  management  support. 

"Our  mission  is  to  deliver  shareholder  value,  enhance  the  customer 
experience  and  drive  superior  supply  chain  performance  through 
highly-qualified  minority,  women-owned  and  small  business  sup- 
pliers," says  Dave  F.  Brown,  vice  president  for  Worldwide  Procure- 
ment at  Dell. 


"Supplier  diversity  is  integrated  into  corporate  strategic  plans  1 1 
growth  at  Dell,"  McGuire  says.  "Each  executive  on  the  chief  pi  mi 
curement  officer's  staff  has  a  fiscal  year  target  for  diverse  spenllb 
Commodity  managers  are  accountable  for  meeting  and  exceediil , 
the  target.  There  is  a  realization  throughout  the  company  that  (■{$ 
verse  supplier  development  is  an  investment  in  our  future.  The 
suppliers  are  also  current  and  future  customers  of  Dell." 

Dell  has  a  number  of  active  outreach  programs  designed  to  make  fll 
easier  for  diverse-owned  businesses  to  work  with  the  company  a  lf 
gain  access  to  near-term  procurement  opportunities.  For  examp 
one  program  called  Coach/Quarterback  Training  Camp,  develop  li» 
in  collaboration  with  the  Central  &  South  Texas  Minority  Busine 
Council,  allows  corporate  members  to  coach  MBEs  to  improve  th 
ability  to  compete  for  corporate  contracts. 


In  January  2007,  Dell  held  its  first-ever  Annual  Supplier  Div 
sity  Summit  designed  to  create  a  "multiplier  effect"  by  creati  n 
new  channels  and  networks  to  grow  diverse  spend  for  Dell  a 
its  premier  customers.  The  Summit  featured  about  200  supplieiftizen 
corporate  customers,  and  Dell  purchasing  agents. 


In  mid-year,  Dell  is  planning  to  launch  Direct  Talk,  a  forum  he 
periodically  on  Dell  campus  for  qualified  diverse  suppliers  to  lea 
about  real  Dell  procurement  opportunities  on  the  horizon  and  ha 
direct  dialogues  with  Dell  commodity  managers. 
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GM  BEST  PRACTICE: 

IDENTIFY  AND  MENTOR  THE  "BEST  OF 

THE  BEST"  DIVERSE  SUPPLIERS. 


No  company  in  America  has  supported  supplier  diversity  Ion; 
or  more  consistently  than  General  Motors.  Since  it  launched 
formal  program  in  1968,  GM  has  spent  more  than  $60  billion  wj 
minority  suppliers  and  is  the  auto  industry's  largest  purchaser! 
minority-produced  goods  and  services.  In  2005,  GM  continued 
demonstrate  its  commitment  to  minority  supplier  development 
procuring  more  than  $5.6  billion  in  goods  and  services  from  dir 
and  indirect  minority  suppliers  (2006  figures  not  yet  available), 
the  United  States,  Tier  1  spending  accounted  for  $3.6  billion  a 
Tier  2  spending  totaled  $2.0  billion.  While  GM  has  actively  si 
ported  women  business  owners,  in  2007  it  will  formally  tracks 
business  it  does  with  these  companies. 


GM  established  its  Supplier  Diversity  Council  in  2001.  The  coun 
is  made  up  of  seven  GM  executives  and  seven  minority  and  wc- 
en-owned  business  executives  and  meets  four  times  a  year.  |l 
council  is  led  by  Bo  Andersson,  group  vice  president  of  GM's  gl' 
al  purchasing  and  supply  chain  organization;  Jimmy  McDona 
executive  director,  global  purchasing  -  powertrain  compone 
and  raw  materials;  and  Frank  Venegas,  Jr.,  chairman  and  cr 
executive  officer  of  The  Ideal  Group  (Detroit,  Michigan).  The  coi 
cil  represents  the  entire  GM  minority  supplier  community  and  a 
as  a  GM  ambassador  to  diverse  markets. 
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TheNewATT.com 


t's  not  just  good, 
t's  good  business. 

e're  committed  to  supplier  diversity, 
nd  for  several  years  running,  that 
)mmitment  has  been  honored  by 
versitylnc,  DiversityBusiness.com 
id  others.  We're  proud  of  that 
cognition  and  even  prouder  of  the 
?rformance  of  our  diverse  suppliers, 
jey've  made  us  a  better  corporate 
tizen  and  a  better  company. 
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One  of  GM's  most  ambitious  and  successful  initiatives  is  its  men- 
toring program.  Established  in  1992,  this  program  has  teamed 
more  than  30  of  its  certified  minority  and  women-owned  enterpris- 
es with  a  GM  purchasing  executive  as  its  champion.  The  mentor 
helps  the  supplier  develop  a  long-range  growth  plan  and  arranges 
for  it  to  get  the  resources  it  needs  in  managerial,  quality,  technical 
support  and  other  areas.  The  mentored  suppliers  are  selected  by 
GM  purchasing  executives. 

"This  program  has  paid  off  enormously  for  GM,"  says  V.  Diane 
Freeman,  Senior  Manager,  GM  Supplier  Diversity.  "All  our  suppli- 
ers, minority  or  majority,  compete  for  business  on  the  same  foot- 
ing. Mentored  suppliers  are  extremely  competitive  in  critical  areas 
such  as  quality,  delivery  and  cost.  They  truly  provide  GM  with  a 
competitive  advantage." 

The  recognition  that  a  diverse  supply  chain  is  good  for  business  is 
a  common  theme  across  all  DiversityBusiness.com  Top  50  compa- 


nies. There  is  also  the  sense  that  there  is  a  lot  more  to  the  stor\| 
than  just  "social  responsibility." 

"In  this  era  of  business  consolidation,  the  notion  of  social  goocj 
is  always  trumped  by  survival,"  says  Kenton  Clarke.  "Diverse  sup- 
pliers have  shown  that  they  can  compete  on  an  equal  footing  or 
price,  performance  and  quality.  In  fact,  the  Wall  Street  Journal  re-j 
ported  last  year  that  a  Hackett  Group  survey  shows  that  companies! 
that  "focus  heavily  on  supplier  diversity"  generate  a  133  percen' 
greater  return  on  procurement  investments  than  the  typical  busi 
ness.  That's  very  compelling." 


VISITWWW.BUSINESSWEEK.COM/ADSECTI0NS 
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AMERICA'S  TOP  ORGANIZATIONS  FOR  MULTICULTURAL  BUSINESS  OPPORTUNITIES— 2006 


19  SPRINT  NEXTEL  CORPORATION 

19  HOME  DEPOT,  INC. 

20  JOHNSON  &  JOHNSON 
20  WALT  DISNEY  COMPANY 

2  1  FORD  MOTOR  COMPANY 

22  CISCO  SYSTEMS,  INC. 

23  OFFICEMAX 

24  PEPSICO  INC. 

25  AMERICAN  EXPRESS 

26  NORTHROP  GRUMMAN 
CORPORATION 

27  CHEVRON 

27  STARBUCKS  CORPORATION 

28  JCPENNEY  COMPANY  INC. 

29  VERIZONA/ERIZON  WIRELESS 

30  GENERAL  ELECTRIC  COMPANY 

31  ALTRIA  GROUP 

3  1  MAJOR  LEAGUE  BASEBALL 

32  MICROSOFT  CORPORATION 

33  BRISTOL-MYERS  SQUIBB  CO. 


1 

AT&T  INC. 

2 

DELL 

3 

WAL-MART  STORES,  INC. 

4 

LOCKHEED  MARTIN 

5 

BELLSOUTH  CORPORATION 

6 

BANK  OF  AMERICA 

7 

PROCTER  &  GAMBLE 

8 

THE  COCA-COLA  COMPANY 

9 

TIME  WARNER  INC. 

10 

RAYTHEON  COMPANY 

11 

OFFICE  DEPOT  INC. 

12 

IBM 

13 

TOYOTA 

13 

GENERAL  MILLS 

14 

XEROX  CORPORATION 

15 

UPS 

16 

DAIMLERCHRYSLER 

17 

BOEING  COMPANY 

18 

GENERAL  MOTORS  CORPOR/ 

34 

CORPORATE  EXPRESS 

35 

WELLS  FARGO  &  COMPANY 

36 

EXXON  MOBIL 

37 

MERRILL  LYNCH  &  CO.  INC. 

38 

COMCAST  CORPORATION 

39 

PROGRESS  ENERGY  INC. 

40 

PITNEY  BOWES 

41 

PFIZER  INC. 

42 

STAPLES  INC. 

42 

UNITED  TECHNOLOGIES 

CORPORATION 

43 

NIKE 

44 

FANNIE  MAE 

45 

FREDDIE  MAC 

46 

AFLAC  INCORPORATED 

47 

WASTE  MANAGEMENT 

48 

MCDONALD'S  CORPORATION 

49 

TARGET  CORPORATION 

50 

UNISYS  CORPORATION 

Produced  by  DiversityBusiness.com 
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VI  thanks  our  suppliers  and  diversity  council  members,  as  well  as  our  diverse  and  small  business 
suppliers  who  have  been,  and  continue  to  be,  part  of  our  success.  Diversity  is  in  our  DNA. 


CHEVROLET  •   BUICK  •   PONTIAC  •  GMC  •   SATURN   •   HUMMER  •   SAAB   •  CADILLAC 


©2007  GM  Corp  All  rights  reserved  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors  Corporation 


ExecutiveLife  I  Family  Travel 


Deja  Vu: 

A  Boy's 

Vacation  in 

France 

The  author  never  forgot  his  trip  to 

the  Cote  d'Azur.  Now  his  sons  have  those 

memories,  too.  BYERICSCHINE 


THE  COTE  D'AZUR  conjures  images  of  celebrities  sun- 
ning themselves  on  immense  yachts.  Yet  it's  also  a 
great  place  for  a  family  vacation.  I  was  lucky  enough 
to  find  that  out  early  on.  When  I  was  5,  my  parents 
took  my  sister  and  me  on  the  most  fabulous  trip  of  my 
life.  We  crossed  the  Atlantic  on  a  French  ocean  liner 
and  sped  to  the  south  of  France  on  a  sleeper  train.  There,  we  spent 
three  idyllic  weeks  in  the  little  seaside  village  of  Agay,  nestled  on  a 
picturesque  cove  at  the  foot  of  ragged  red  peaks,  19  miles  west  of 
Cannes,  f  The  memory  of  that  summer  has  always  pulled  at  my  heart- 
strings. We  ate  fresh  raspberries  on  the  Would  I  find  the  sleepy,  quiet  South- 
patio  of  our  cozy  hotel,  went  paddle-boat-      ern  France  of  my  youth?  Not  exactly,  but 


ing  in  the  clear  Mediterranean  waters, 
and  explored  ruins  in  the  craggy  hills.  I 
marched  back  from  town  with  a  baguette 
under  one  arm  and  a  Tintin  comic  book 
under  the  other,  forever  transformed  into 
a  Francophile.  For  years,  I  dreamed  of  re- 
turning to  Agay,  and  when  our  youngest 
son,  Nicholas,  turned  5,  my  wife,  Julie, 
and  I  and  our  two  boys  set  out  to  recreate 
that  magical  trip  over  two  summers.  In 
2005  we  made  the  transatiantic  cross- 
ing on  the  Queen  Mary  2  (BW— Oct.  3, 
2005).  The  next  year,  we  flew  to  Paris  for 
a  night  train  to  Agay. 
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Agay  had  changed  less  than  I  feared.  We 
spent  our  mornings  on  scenic  beaches. 
Our  afternoons  were  filled  with  museum 
visits,  hikes,  and  mini-golf.  Along  the 
way,  Nick  and  his  9-year-old  brother, 
Charlie,  learned  a  bit  of  French:  "Merci!," 
"A  bientot!"  And  they  fast  discovered  the 
seductions  of  a  good  French  meal.  "En- 
core de  la  bouillabaisse,  s'il  vous  plait!" 

The  instant  we  boarded  our  night 
train  at  Paris'  Gare  dAusterlitz,  the  boys 
were  hooked.  Sure,  we  could  have  taken 
a  much  faster,  less  expensive  TGV  train 
during  the  day,  zipping  down  to  the  coast 


in  4^  hours.  But  sitting  in  airplane-ll 
seats  held  no  appeal  compared  with 
romance  of  pulling  out  of  the  statior 
dusk  in  our  cozy  quarters.  A  first-cll 
cabin  (about  $200  round-trip  per  pj 
son)  is  perfect  for  a  family  of  four.  | 
not  fancy,  just  clean  bunks  with  sher 
blankets,  and  pillows. 

We  woke  up  in  a  world  bathed  in  bl 
liant  sunlight.  Le  Relais  DAgay  was  { 
had  remembered  it:  Shady  trees,  dappi 
golden  sunlight  over  patio  tables.  Our  1 
adjoining  rooms  were  tiny  ($134  per  ni 
for  both),  but  they  opened  onto  a  gard 
Before  lunch,  we  took  a  swim,  marvel  I  fed  ju 
at  the  red  rock  Massif  de  l'Esterel  mon 
tains  looming  behind  the  hotel.  We  kr 
the  water  would  be  chilly  in  June,  so  I  m  a 
had  packed  wet  suits  for  the  boys.         ;  b  of  ] 

1  'future: 
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SPOOKY  DUNGEON 

WE  DIDN'T  HAVE  TO  GO  far  for  exc 
tional  dining.  Half  of  the  hotel  park 
given  over  to  Cote  Jardin,  a  top  desti 
tion  for  locals,  who  descend  in  throi 
for  such  Provencal  specialities  as  ft 
a  la  sardine  on  the  $42  prix  fixe  me 
Nick  wasn't  ready  for  that.  Instead,  hs 
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i  ered  juicy  steak  hache  and  frites  from 
in  |  $13  kids'  menu.  Whatever  you  call  it, 
i|  Was  happy  to  see  his  burger  and  fries 
[ve  amid  all  the  strange  aromas  and 
its  of  French  cuisine.  Charlie,  more 
enturesome  d  table,  devoured  a  bowl 
pupe  depoissons.  For  dessert,  the  boys 
red  proftteroles— scoops  of  vanilla  ice 
im  in  pastry  puffs,  covered  with  warm 
bolate  sauce. 

Vorking  off  such  meals  was  no  prob- 
The  local  hills  are  sprinkled  with 
jient  villages,  perfect  for  exploring. 
:  day,  we  checked  out  Grimaud,  a  me- 


dieval town  lovingly 
maintained  with  flow- 
er boxes  bursting  with 
bougainvillea,  and  with 
a  Romanesque  church 
tower  rising  amid  the 
tightly  packed  houses. 
We  climbed  the  twist- 
ing streets  to  the  ruins 
and  spooky  dungeon 
of  an  ancient  castle  at 
the  top  of  the  village. 

Still  in  search  of  the 
more  pastoral  Cote 
d'Azur  of  my  youth,  we  boarded  a  ferry 
for  the  15-minute  hop  to  the  island  of 
Porquerolles.  With  no  cars  on  the  is- 
land, we  felt  transported  back  in  time. 
We  stayed  on  the  village  square  at  Villa 
Sainte  Anne  ($254  per  room,  including 
dinner  and  breakfast),  with  its  charming 
but  simple  19th  century  dining  room.  A 
few  hundred  yards  out  of  town,  the 
island  reveals  its  beauty:  rolling  vine- 
yards on  one  side  and  enchanting  coves 
on  the  other.  We  pedaled  our  rented 
bicycles  a  few  miles  on  a  sandy  lane  to 
Plage  Notre  Dame,  where  we  spent  the 


morning  beachcombing  and  swimming. 

On  our  way  back  from  the  beach,  we 
visited  one  of  the  several  forts  built  from 
the  16th  century  onward  to  fend  off  Bar- 
bary  pirates,  and  later,  invading  Spanish 
and  British  navies.  One  houses  a  small 
exhibit  filled  with  cannons  and  local  lore, 
including  the  boys'  favorite,  a  skull  with 
a  coin  lodged  in  its  mouth  found  in  a 
nearby  Roman  burial  ground. 

The  finale  of  our  trip  was  an  excur- 
sion to  the  remote  island  of  Port  Cros,  a 
rugged  place  with  no  roads  but  excellent 
hiking  trails  and  France's  only  underwa- 
ter national  park.  After  an  hour  of  hiking, 
we  picnicked  on  the  beach,  then  Charlie 
and  I  donned  snorkeling  gear.  The  water 
was  cold  and  there  were  jellyfish,  but  the 
scene  before  us  was  spectacular:  brightly 
colored  fish  amid  dancing  sea  grass. 

The  next  evening,  stretched  out  on  our 
bunks  on  the  train  back  to  Paris,  we  talked 
about  the  trip  late  into  the  night.  We 
haven't  stopped  talking  since.  Just  recent- 
ly, before  drifting  off  to  sleep,  Nicholas 
murmured:  "I  miss  the  Relais  D'Agay."  I 
had  been  missing  it  for  decades.  Now  we 
can  all  miss  Southern  France  together.  ■ 
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Groundbreakers 
From  Two  Originals 


ALTHOUGH  CONSIDERED  A  CULT  ARTIST  in  some  circles,  Tori  Amos 
has  sold  in  excess  of  15  million  albums.  That  may  be  because 
fans  of  this  43-year-old  singer/songwriter  are  fanatical,  but  ther^l 
is  clearly  something  else  going  on.  Amos  is  one  hell  of  a  pianist. 
Granted  a  full  scholarship  to  the  prestigious  Peabody  Institute  of  Music 
in  Baltimore  when  she  was  just  5  years  old,  she  was  asked  to  leave  at  11 
because,  she  has  said,  she  refused  to  play  from  sheet  music. 


me 
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Always  pushing  the  en- 
velope, Amos  has  unveiled 
five  "characters"  to  be  her 
"voices"  in  the  23  new 
songs  on  American  Doll 
Posse,  her  ninth  studio  al- 
bum, set  for  release  May  1. 
Listed  in  the  liner  notes  as 
Tori,  Pip,  Clyde,  Isabel,  and 
Santa,  each  has  a  distinc- 
tive delivery  and  vibe,  and 
each  unmistakably  conveys 
an  individual  slice  of  this 
performer.  Pip  represents 
"dark  energy,"  for  example, 
while  Santa  sings  about 
passion. 

Isabel,  whom  Amos  de- 
scribes as  "historical,"  sings 
Yo  George,  a  90-second  anti- 
Bush  ditty  that  is  the  first  cut 
on  the  CD.  Isabel  delivers  a 
much  more  melodic  expan- 
sion on  political  themes  lat- 
er with  the  exquisite  Dark  Side  of  the  Sun. 
But  that' s  just  a  small  part  of  the  album's 
sonic  palette.  Songs  like  the  ethereal  Girl 
Disappearing  and  Bouncing  Off  Clouds, 
the  deceptively  playful  pop  of  Secret  Spell, 
and  the  sinewy  Code  Red  had  me  hooked 
from  the  first  listen. 


joints. 


pands  her  keyboard  arse- 
nal with  a  Fender  PJiodes, 
an  acoustic  upright,  an 
electric  piano,  a  Wurli,  a 
clavichord,  and  a  Mello- 
tron.  She  is  again  backed 
by  the  sublime 


They    all    display    Amos'  TORI  AMOS  rhythm  section 

wonderful   sense   of  melody  American  Doll  Posse  0f  Matt  Cham- 

and  exceptional  instrumental  ...E.P.I.C...  berlain  (drums)  and  Jon  Ev- 

prowess.  The  pianist  extraor-  NEIL  YOUNG  ans  (bass),  with  Mac  Alad- 

dinaire  relies  mainly  on  her  Live  at  Massey  Hall  1971  din  contributing  acoustic  and 

trusty  Bdsendorfer  and  ex-  epic  electric  guitar  on  most  tracks. 
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points. 
IT  TOOK  36  YEARS,  but  we  finally  have  1 
official  release  of  one  of  the  most  soug 
after  and  beloved  bootlegs  of  all 
Neil  Young's  1971  concert  at  Toronto 
Massey  Hall.  Because  of  the  pristine 
cording  of  the  original  masters,  the  souuftofe 
quality  is  simply  glorious. 

This  is  what  Young  planned  to  rele:' 
as  a  follow-up  to  1970's  groundbreak 
After  the  Gold  Rush.  Instead,  he  wentitadt 
Nashville  for  some  recording  sessions  si 
liked  the  results  so  much,  he  started  wo 
ing  on  the  album  that  would  become 
country-inflected  Harvest,  a  classic  itse  •  3 

The  Massey  Hall  concert  is  Neil  You 
alone  on  stage  with  a  guitar,  a  piano,  i 
his  stories.  You  find  out  for  whom 
wrote  Old  Man  and  hear  him  explain  t'  I 
he's  going  to  do  mostly  new  songs 
cause  "I've  written  so  many  new  ones  t  iiiaire 
I  can't  think  of  anything  else  to  do  vU  Hints,' 
them  but  sing  them."  He  then  proceedil)  Iti 
play  what  have  since  become  standard 
Make  sure  to  get 
special    CD/DVD    corrlpla;; 
pack.  The  DVD  include?  j4 
video  of  the  show,  a  prt 
at  the  Neil  Young  Archn 
and  more.  This   seco 
long-promised       rele 
from  that  trove  makes 
yearn  for  more.  ■ 
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Mike  Marrone  is  program  director  ofXM 
Satellite  Radio's  The  Loft,  a  channel  that  focu 
on  an  eclectic  mix  of  singer-songwriters  fron 
the  1960s  to  today. 
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BY  ROBERT PARKER 


Bordeaux  That 
Will  Age  Gracefully 


I  RECENT  TASTINGS  OF  Bordeaux's  2003  vintage,  the  quality  of  the  best 
ines  has  been  spectacular.  And  wine  lovers  have  taken  note.  In  fact,  now 
r|ay  be  the  last  call  for  these  sumptuous  wines  before  prices  really  climb 
it  of  sight.  (The  prices  listed  below  are  for  a  750 -ml.  bottle  and  are  based 
1  a  dairy  survey  of  wine  merchants  by  WineAlert.)  Here  are  some  terrific 
)03s  that  should  age  well  for  two  decades  or  more. 


hart-Milon 

joints.  The  2003  may  be  the  finest 
it  iiart-Milon...ever!  A  blend  of  73% 
uj  iernet  sauvignon  and  27%  merlot,  it  has 
ti  Sep  ruby/purple  hue  in  addition  to  a  big, 
in  iet  perfume  of  black  fruits  interwoven 
ne )  roasted  herbs  and  meat  juice. 
id  [bodied,  dense,  and  well-structured, 

stunning  cuvee  is  best  consumed 
ekn  2010  to  2030.  $45-$86 
:al  i 

en  ciando-Mallet 
ns  joints.  This  is  a  spectacularly 
lij  centrated,  inky-blue/purple-colored 
me  i  with  a  marvelous  nose  of  blackberries, 
is  ►berries,  and  a  hint  of  lead-pencil 
Yo  fings.  The  wine  is  powerful,  extremely 
io,  bodied,  and  quite  tannic.  It  needs  five 
on  x  years  of  bottle-aging,  but  it  should 
ub  |) for 30-plus  years.  $46-$84 

ies  naire  Ducru 

joi  loints.  The  wine  boasts  a  saturated  plum/ 
:ed  fie  color  as  well  as  a  remarkably  complex 
of  black  currants,  blackberries,  espresso 
t,  white  chocolate,  minerals,  and  truffles. 
plays  amazing  freshness  and  definition 
:y|uch  a  complex,  complete,  and  full-bodied 
.  Its  low  acidity  and  huge,  extravagant 
rforwardness  should  keep  it  drinking  well 


offers  notes  of  crushed  rocks,  acacia  flowers, 
blueberries,  black  raspberries,  and  creme 
de  cassis.  A  synthesis  of  power  and  elegance, 
this  multilayered  wine  has  spectacular 
concentration,  sweet  but  high  tannin,  and 
low  acidity.  Anticipated  maturity:  2009-30. 
$120-$208 

Ducru  Beaucaillou 

96  points.  A  blend  of  80%  cabernet 

sauvignon  and  20%  merlot,  this  is  a  powerful, 

tannic  blockbuster  revealing  a  mineral 

component  mixed  with  creme  de  cassis, 

raspberry,  and  flower  characteristics. 

There's  also  an  atypically  high 

13.5%  alcohol  level.  It  is 

a  wine  for  patient 

connoisseurs. 


Anticipated  maturity:  2010-25  and  beyond. 
$125-$187 

Montrose 

97+  points.  The  enormous  2003  boasts  a 
dense  black/purple  hue  and  a  wonderful 
bouquet  of  scorched  earth,  blackberries,  and 
cassis,  fabulous  purity,  plenty  of  texture,  and 
substantial  tannin  in  the  finish.  This  superb 
wine  is  one  of  the  vintage's  most  prodigious 
offerings.  However,  patience  is  essential. 
Anticipated  maturity:  2010-35.  $170-$189 


in 

jet 
coi 


see  nany  years.  $80-$100 


td 


ville  Poyferre 

oints.  I  have  had  this  wine  three  times, 
g  it  97  once  and  98  twice.  It  is  a  colossal 
ess  and  a  potential  legend  in  the  making, 
turated,  dense  inky-blue/purple  color 


Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 


s  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  For  more  Parker  picks,  go  to  businessweek.com/extras 
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PersonalFinance  Husbands  and  Wives 


Does  Your  Marriage 

Postnuptial  agreements  can  help  ease  tension  as  couples'  fortunes  change- 


ROMANCE  MUST  OFTEN  DEFER  to  pragmatism  in 
marriage,  given  how  fraught  an  intimate  part- 
nership can  be.  How  else  do  you  explain  the 
prenuptial  agreement?  Now  for  couples  who 
have  already  tied  the  knot  there  is  another  way  to 
make  explicit  the  financial  (and  other)  terms  of 
your  union:  the  postnup.  J  These  contracts  are  a 
way  to  sort  out  money  problems  when,  for  any  number  of  reasons 
(inheritances,  business  failures,  business  successes,  winning  the 
lottery,  quitting  work),  there  is  more  or  less  of  it  than  there  used  to 
be.  It  has  become  a  popular  way  to  deal  with  the  conflicting  obliga- 
tions that  arise  in  blended  families.  J  If  s  possible  to  think  of  such  an 
agreement  as  part  of  more  conventional  financial  or  estate  planning. 

Or  as  a  blueprint,  created  in  calmer  times, 


for  an  eventual  divorce  settlement.  It  can 
also  be  used,  though  most  lawyers  don't 
recommend  doing  so,  to  solve  the  every- 
day tensions  of  married  life:  how  often 
to  visit  the  in-laws  or  take  vacations  or 
do  household  chores.  "People  can  use 
this  process  very  flexibly  for  all  kinds  of 
purposes,  to  revive  a  marriage  or  steer  it 
in  a  different  direction,"  says  John  Fiske, 
a  Cambridge  (Mass.)  attorney  and  family 
mediator.  "You  can  use  postnups  to  force 
your  marriage  to  work." 

Fiske,  who  has  been  writing  these  con- 
tracts for  the  past  eight  years  and  is  one 
of  their  biggest  proponents,  has  experi- 
ence with  all  kinds  of,  shall  we  say,  cre- 
ative clauses.  One  husband  gave  his  wife 
$100,000  (tax-free)  to  acknowledge  her 
worth.  Another  couple  agreed  to  split  up 
their  considerable  estate,  which  was  all 
in  the  husband's  name,  and  allow  each 
to  invest,  spend,  or  give  it  away  as  they 
wished.  If  they  divorce,  each  keeps  what 
they  have.  When  it  came  to  one  business 
in  particular,  the  wife  proposed  that  her 
husband  receive  more  than  half  because 
he  had  worked  extremely  hard  to  build 
it  up.  He  was  so  appreciative  that  he 
decided  to  pay  her  $50,000  in  "marital 
alimony"  every  year  on  her  birthday. 

Arlene  G.  Dubin,  a  New  York  attorney 
and  author  of  Prenups  for  Lovers,  suggests 
thinking  about  postnups  as  a  way  to  "take 
the  law  into  your  own  hands,"  especially 
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The  Brief 

Unlike  prenuptial  agreements, 
for  which  there  is  a  legal 
standard,  postnuptials  exist  in 
uncharted  territory. 

•  To  be  valid,  there  has  to  be  full 
financial  disclosure 

•  Both  husband  and  wife  have  to  be 
represented  by  separate  attorneys 

•  Because  it  is  legally  sensitive,  the 
postnup  should  be  a  clear  and  concise 
document 

•  Lawyers  charge  about  $400  an  hour, 
and  it  usually  takes  less  than  10  hours 
to  draft  a  contract 


when  it  comes  to  estate  planning.  There 
are  other  ways  to  interpret  her  direction, 
though.  "People  ask  for  bad  boy/bad  girl 
clauses:  If  the  husband  or  wife  has  an 
affair,  drinks,  smokes,  gains  weight,  they 
get  more  or  less  money  during  the  mar- 
riage," she  says.  "I  try  to  discourage  that. 
These  are  unenforceable.  People  should 
talk  about  these  issues.  But  they  should 
put  their  agreements  in  a  letter,  not  in  a 
legal  document." 

Postnups,  like  prenups,  aren't  every- 


ago 
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body's  idea  of  problem  solving.  Skep  j 
say  even  mentioning  a  marital  contrac 
asking  for  trouble.  "How  do  you  sit  dc 
with  your  spouse  and  say,  'I  just  got  a 
nus  and  I'd  like  to  keep  it  all.  Can  we  s 
an  agreement?'"  says  Sharyn  T.  Sol 
a  divorce  attorney.  "Who's  going  to 
good  about  that?  It's  kind  of  tacky." 

For  some  of  those  in  enough  disti 
to  contemplate  divorce,  though,  a  ci 
tract  that  resolves  specific  disagreements 
can  do  wonders.  Janice  and 
Tom  (both  pseudonyms)  had 
been  married  for  three  de- 
cades when,  in  2000,  trouble 
crept  into  their  relationship. 
Tom's  consulting  business 
was  faltering,  and  he  fell 
into  a  depression,  for  which 
he  sought  therapy  and  took 
medication.  They  refinanced 
their  home  three  months  be- 
fore they  could  have  paid  off 
the  mortgage.  Tom  incurred 
credit-card  debt  to  keep  his 
business  going  and  to  pay 
his  share  of  the  household 
expenses  (including  their 
daughter's  college  tuition). 

Janice,  a  professional 
whose  income  had  always 
exceeded  her  husband's, 
worried  about  losing  their 
home.  They  fought  all  the 
time.  "We  were  both  scared 
and  mad  at  each  other,"  says 
Tom.  "We  were  in  a  death 
spiral.  If  was  nightmarish." 
Says  Janice:  "My  security 
was  being  eroded.  But  I 
wanted  to  divorce  his  finan- 
cial problems,  not  him." 

A  TURNAROUND 

IN  THE  SPRING  of  2006, 
they  sought  out  an  attorney 
who  had  written  postnuptial 
contracts  before.  He  asked 
what  each  wanted:  Janice 
said  she  expected  a  reason- 
able amount  of  financial  se- 


3d  a  Postnup? 

them  out  of  divorce  court,  by susan  berfield 


ity;  Tom  needed  emotional  support, 
lawyer  suggested  they  give  Janice 
ownership  of  the  house,  a  change 
\i  didn't  know  was  possible.  The  other 
nils  of  their  financial  life  would  re- 
n  mosdy  the  same, 
/hen  they  each  consulted  their  own 
yers,  Tom's  was  skeptical:  What  if 
ce  got  their  home  and  kicked  him 
i?  "I  thought  I  should  give  it  to  her 
liuse  it  really  was  my  problem  that 


caused  this,"  Tom  recalls  saying.  His 
lawyer  replied:  "In  a  divorce  court,  it 
wouldn't  be."  But  Tom  went  ahead. 
"When  we  signed  the  house  over  to  her, 
everything  turned  around,"  he  says.  "It 
was  the  best  thing  I  ever  did."  Janice 
says:  "Now  I'm  happy  to  see  him.  I  feel 
freed  up.  It  was  a  tough  experience,  but 
exhilarating." 

Couples   often  become   enthusiastic 
about  postnuptial  agreements  after  con- 


templating the  unpleasant  economic  re- 
alities of  divorce.  Louise  (a  pseudonym) 
and  her  husband,  a  businessman,  also 
are  contending  with  financial  problems 
serious  enough  to  tear  apart  their  30- 
year  marriage.  Money  quarrels  that  had 
been  frustrating  before  turned  troubling 
in  January.  She  puts  it  blundy:  "My  hus- 
band and  I  totally  don't  agree  at  all  about 
money...  The  sh-t  hit  the  fan  when  he 
had  a  breakdown,  spent  a  lot,  took  from 
our  savings  to  pay  off  his  credit-card 
bills,  and  ended  up  in  the  hospital  [for 
psychological  treatment].  I  said  'If  you 
want  to  stay  married,  you  have  to  find  a 
way  to  make  me  feel  safe.' " 

At  the  suggestion  of  their  marriage 
counselor,  they  recently  spoke  to  a  lawyer 
about  a  postnup.  They're  negotiating  both 
a  marriage  contract  and  a  divorce  setde- 
ment.  "Hopefully,  we'll  be  able  to  work 
out  a  marriage,"  Louise  says.  "I  really 
think  this  is  revolutionary.  I  feel  buoyed. 
But  talk  to  me  again  in  two  months."  ■ 
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Hot  Properties, 
Haifa  World  Away 

U.S.  property  is  cooling,  but  foreign  real  estate 
funds  and  stocks  are  booming.  BY  lewis  braham 


THE  RUNUP  IN  REAL 
estate  stocks  has  stalled  in 
the  U.S.  under  the  weight 
of  subprime  lending  woes 
and  a  fully  priced  com- 
mercial sector.  But  over- 
seas, these  stocks  are  kick- 
ing into  high  gear.  Indeed,  the  number 
of  non-U.S.  real  estate  stocks  grew  from 
170  to  314  from  2002  through  2006  in 
response  to  strong  economic  growth,  es- 
pecially in  Asia. 

This  international  boom  also  springs 
from  regulatory  and  market  changes.  In 
recent  years,  20  countries  have  adopted 
the  real  estate  investment  trust  (REIT) 
structure  familiar  in  the  U.S.,  allowing  real 
estate  companies  that  go  public  to  avoid 
taxes  as  long  as  they  pay  out  most  of  their 
earnings  as  dividends.  In  addition,  more 
developers  are  going  public.  By  accessing 
the  capital  markets,  these  companies  can 
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do  more  building,  acquire  choice  proper- 
ties, and  ramp  up  earnings  growth. 

Clark  Winter,  global  chief  strategist  of 
Citigroup  Global  Wealth  Management, 
thinks  the  outlook  for  global  real  estate 
makes  it  the  best  among  32  domestic  and 
international  asset  classes  (BW— Mar.  26) 


Far-Flung  Realty  Funds 

FUND/SYMBOL 

TOTAL 
RETURN* 

Alpine  International  Real  Estate  Equity  EGLRX 

7.76% 

Cohen  &  Steers  International  Realty  A IRFAX 

6.87 

Fidelity  International  Real  Estate  FIREX 

4.65 

ING  Clarion  Global  Real  Estate  Income  IGR 

4.51** 

RMR  Asia  Pacific  Real  Estate  RAP 

13.11** 

SPDR  DJ  Wilshire  International  Real  Estate  RWX 

7.08 

"Through  Mar  31  Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes. 
"Closed-en  '  fund  portfolio  return  Market  returns  -109%  (IGR)  and  13 11%  (RAP);  Data:  Morningstar 
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"What's  happening  arc 
the  world  is  like  the 
REIT  market  in  the  < 
1990s,  heading  into  a  pe 
of  rapid  growth,"  he  sa) 

BRAZILIAN  BETS 

WINTER  SAYS  low,  St 
interest  rates  in  Asia 
Latin  America  have  lee 
velopers  to  build  in  pi 
they've  avoided  in  the  ] 
The  stability  has  also  n 
mortgages  more  avail 
and  less  costly. 

The  simplest  way  to 
the  global  real  estate  b 
is  through  specialty  mi 
funds.  The  Alpine  Inte 
tional  Real  Estate  Et 
Fund  is  by  far  the  oh 
with  a  10.3%  annua 
total  return  since  its  '. 
inception  and  a  28.99f 
turn  over  the  past  five  y 
through  Mar.  31.  Higl 
Alpine  manager  Sam  Lieber's  list  o 
vorites  is  Brazil,  which  is  experienci  I 
residential  development  boom.  "Eigfr  J 
months  ago  there  were  only  three  pul  i{ 
traded  Brazilian  real  estate  compan 
he  says.  "Now  there  are  16  and  moi 
the  way."  One  of  his  holdings  is  h< 
builder  Rodobens  Negocios  Imobilis 
"It  builds  in  small  towns  where  lai 
cheaper  than  in  the  cities,"  he  says. 

Other  managers  think  Asia  is  the  ]  | 
to  be.  Some  43%  of  the  assets  in  the  G 
&  Steers  International  Realty  Funci1 
there,  and  its  newly  launched  compai 
Cohen  &  Steers  Asia  Pacific  Realty  Shu 
is  devoted  solely  to  the  continent.  C 
&  Steers  Global  Chief  Investment  0 
Joseph  Harvey  thinks  Japanese  real  e 
has  the  potential  for  a  major  recc 
after  15  years  of  declines  and  that  C 
continues  to  be  a  growth  dynamo. 

Mutual  funds  aren't  the  only  opf* 
The  new  SPDR  DJ  Wilshire  Internat: 
Real  Estate  excha 
traded  fund  earn1 
low  0.60%  expens 
tio,  less  than  any  < 
petitor's.  And  a  co 
of   closed-end    fl 
focus  on  this  area 
choices  may  be  lir 
compared  to  the 
titude  of  U.S.  Ri 
But  given  the  re 
real     estate     ma 
overseas,  more 
to  play  will  be  coj    % 
soon.  ■ 
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losed-End  Funds 


Funds  for  the 
Dividend  Junkie 

imble  new  offerings  grab  the  equivalent  of  six 
ayouts  a  year,  by  aaron  pressman 


mi 


NVEST  IN  A  PORTFOLIO 
of  dividend-paying  stocks, 
and  you  can  expect  four  divi- 
dends a  year  from  each.  Put 
your  money  in  one  of  the  new, 
so-called  dividend  capture 
funds,  and  you  get  the  equiva- 
of  six  dividends  a  year.  With 
najpjected  yields  of  10%,  it's  no  wonder 
igl  lyre  a  hit.  Four  such  closed-end  funds 
Ml  aling  $12.8  billion  have  launched  in 
m  i'  last  four  months,  and  five  more  are 
noi  line  to  go  public. 

hi  financial  experts  say  these  funds  are 
I  ood  idea,  though  the  returns  are  likely 
u  be  more  volatile  than  those  of  bond 
ds.  "As  long  as  people  are  aware  of 
iei  risks,  if  s  a  perfectly  valid  invest- 
eO  nt,"  says  Robert  N.  Gordon,  president 
Itoenty-First  Securities  in  New  York, 
ids  Roger  Nusbaum,  a  money  man- 
Si  it  at  Your  Source  Financial  in  Prescott, 
z.:  "Used  in  moderation,  these  are 
tO  ireat  tool  for  a  diversified  portfolio." 
alfjjsbaum  uses  them  in  the  income-pro- 

fing  parts  of  clients'  portfolios  along- 
funds  that  invest 

eal  estate  and  those 

t  boost  yield  by  sell- 
on  |  call  options. 
jj  ^though  these  closed- 
J  i  funds  are  new,  in- 
j  utional       investors 

e  successfully  plied 
dividend-capture 
I  Itegy  for  years.  The 
A  i  is  to  maximize  in- 
>  }e  by  trading  stocks 
ji  and  their  dividend 
I  ts.  The  funds  hold 
>j  stocks  for  only  61 
i  s,  just  long  enough 
„  lualify  for  the  15% 
lf  rimum  tax  rate  on 

[lends.  (They  typi- 


Capturing  Companies'  Dividends 


Funds  In  Operation 


FUND/SYMBOL 


Alpine  Total  Dynamic  Dividend  AOD 


Eaton  Vance  Tax-Managed  Diversified  Equity  Income  ETY 


Eaton  Vance  Tax-Managed  Global  Diversified  Equity  Income  EXG 


Evergreen  Global  Dividend  Opportunity  EOD 


Funds  In  Registration 


Advent/Claymore  Global  Convertible  Securities  &  Income  n/a 


Alpine  Global  Premier  Properties  AWP 


Cohen  &  Steers  Enhanced  Closed-End  Opportunity  n/a 


Eaton  Vance  Tax-Managed  Int'l  Diversified  Equity  Income  n/a 


Seligman  LaSalle  International  Real  Estate  n/a 


Data: 


n/a=not  available 


calfy  buy  in  advance  and  sell  right  after 
the  dividend  is  paid.)  By  rotating  among 
stocks,  they  collect  six  dividends  instead 
of  just  four  in  any  12-month  period.  The 
funds  also  seek  companies  issuing  special 
one-time  dividends. 

SCOURING  THE  GLOBE 

THE  $4  BILLION  Alpine  Total  Dynamic 
Dividend  Fund,  run  by  Alpine  Woods 
Capital  Investors  in  Purchase,  N.Y.,  is 
the  most  straightforward  of  the  new  of- 
ferings. The  fund  seeks  stocks  from  all 
over  the  world  with  high  and  increasing 
dividends.  Although  the  new  closed-end 
fund  has  been  in  operation  for  less  than 
two  months,  it  announced  distributions 
of  l8<t  a  share  for  March,  April,  and 
May.  That' s  an  annualized  yield 
of  10.3%,  at  the  fund's  current 
share  price  of  $21. 
One  of  the  newer  funds,  the 
$5.5  billion  Eaton  Vance  Tax-Managed 
Global  Diversified  Equity  Income  Fund, 
invests  in  a  mix  of  U.S.  and  foreign  stocks 
with  an  emphasis  on  high-dividend  pay- 
ers. To  boost  the  yield  even  more,  the 
fund  also  sells  call  options  on  the 
Standard  &  Poor's  500-stock 
index  and  some  foreign 
stock  indexes.  The  gains  on 
the  options  are  partially  off- 
set by  occasional  losses  on 
the  stocks,  which  sometimes  fall  in  price 
after  the  dividend. 

Boston-based  Eaton  Vance's  $2.6  bil- 
lion Tax-Managed  Diversified  Equity  In- 
come Fund,  launched  last  November, 
uses  the  same  strategy,  though  the 
older  fund  invests  only  in  U.S. 
stocks.  That  fund  has  already  paid 
one  quarterly  dividend  of  46.25<t,  an 
annualized  yield  of  more  than  9%. 
The  dividend  hunt  demands  more 
trading  than  a  buy-and-hold  portfolio, 
yet  the  management  fees  are  lower  than 
those  on  the  average  equity  mutual 
fund.  There  are,  however,  less  obvious 
commissions  and  related  trading  costs. 
They're  not  spelled  out  like  manage- 
ment fees,  but  they  take  away  from  the 
total  returns. 

As  tempting  as  the  new  funds  may 
be,  think  twice  before  buying  a  closed- 
end  ftind  at  an  initial  public  offering. 
From  the  get-go,  they're  always  selling 
at  a  premium  to  their  net  asset  value, 
because  underwriting  fees  and  com- 
missions are  baked  into  the  share  price. 
Most  closed-end  funds  soon  lose  that 
premium.  Given  the  busy  calendar  of 
offerings,  it's  a  good  bet  most  will  be 
selling  at  discounts  by  the  fourth  quar- 
ter. Better  to  do  your  shopping  then.  ■ 
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DEVON  ENERGY'S  VAST  OIL  RESERVES  MAY  CATCH  EXXON'S  EYE. 
A  CODE-FREE  SECURITY  SYSTEM  COULD  UNLOCK  NAPCO  ST0CK.1 
SYNGENTA  IS  GROWING  TALL  ALONG  WITH  BIGGER  CORN  CROP! 


UPS  AND 
DOWNS 

STOCK  PRICE  (DOLLARS) 


65 


DEVON  ENERGY 


AUG  21. '06        APR.  4, '07 
Data:  Bloomberg  Financial  Markets 


Will  Exxon  Go  for  Devon? 

EXPECT  MORE  MERGERS  and  acquisitions  in  the  oil 
patch.  As  oil  companies  pump  up  their  cash  hoards  at 
a  dizzying  pace,  they  are  looking  for  growth  in  the  U.S. 
rather  than  overseas,  says  Michael  Metz,  chief  investment 
strategist  at  Oppenheimer.  Russia, 
Venezuela,  and  other  Latin  American 
countries  are  now  less  welcoming  to 
U.S.  oil  interests,  notes  Metz,  so  Big 
Oil  is  looking  for  American  outfits 
with  outsize  reserves.  Oppenheimer 
oil  guru  Fadel  Gheit  says  rumors  have 
resurfaced  that  Exxon  Mobil  may  go 
after  Devon  Energy  (DVN),  a  major 
oil-and-gas  company  and  the  largest 
U.S.-based  independent  natural  gas 
producer,  with  an  estimated  proved 
reserves  of  2.4  billion  barrels  of  oil 
equivalents.  "An  Exxon-Devon  deal  makes  sense,"  says 
Gheit,  because  of  Devon's  large  properties.  He  notes  that 
Devon  leads  in  deepwater  production  in  the  Gulf  of  Mexico 
"where  Exxon  has  little  foothold."  With  oil  at  $62  to  $65  a 
barrel,  Gheit  estimates  Exxon's  cash  flow  at  $52  billion  and 
says  its  free  cash  flow  could  be  $22  billion.  Even  without  a 
takeover,  Devon  shares,  now  at  71.45,  will  hit  90  to  100  by 
yearend  2008,  he  figures.  When  last  featured  in  this  column, 
on  July  10,  2006,  the  stock  was  at  56.  Tina  Vital  of  Standard 
&  Poor's  says  Devon  has  turned  itself,  through  discoveries 
and  acquisitions,  "into  a  production-growth  stock  from  a 
value-enhancing  restructuring  story."  She  rates  it  a  buy.  Both 
ExxonMobil  and  Devon  said  they  don't  comment  on  rumors. 

Why  Napco's  Swoon 
May  Be  Brief 

HAVING  TUMBLED  from  11  a  share  a  year  ago  to  5.46 
on  Apr.  4,  Napco  Security  Systems  (NSSC)  is  hoping 
a  new  product  introduced  in  January  will  pull  it  up. 
Napco's  Web-based  surveillance  set-up,  VlP-GatewayX,  lets 
people  monitor  activities  in  their  homes  or  offices  through 
live  video  on  computers  or  cell  phones.  Another  Napco 
product,  Freedom  64,  is  an  alarm  that  uses  no  code.  A  special 
key  simply  locks  or  unlocks  a  homeowner's  door.  Easy  to  use, 
the  system,  introduced  in  December,  automatically  turns 
the  alarm  on  or  off  through  existing  dead -bolt  locks.  Napco 
missed  its  earnings  estimates  for  the  second  quarter  ended 
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CAUSE  FOI| 
ALARM? 
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NAPCO  SECURITY 
SYSTEMS 
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Data:  Bloomberg  Financial  1 1 


Dec.  31, 2006,  prompting  analysts  to 

cut  their  forecasts.  But  James  Clement 

of  investment  firm  Sidoti  retained  his 

buy  rating,  with  a  12-month  target  of 

10,  down  from  an  earlier  14.  A  drop  in 

European  sales  is  behind  the  damage. 

CEO  Richard  Solloway  says  he  expects 

VTP-GatewayX  to  be  a  "tremendous 

success"  as  major  alarm  companies 

placed  orders  and  will  advertise  the 

product  nationally.  Joshua  Jabs  of 

Roth  Capital  Partners,  also  with  a  buy, 

sees  Napco  earning  31<f  a  share  in  fiscal  2007  ending  June 

and  36<t  in  2009,  compared  with  32<t  in  2006. 

Farmers  Rely  on  Syngenta 
In  Their  Fields 

THE  BOOM  IN  CORN  PLANTING  has  been  a  boon  to 
Syngenta  (SYT),  a  Swiss  seed  and  crop -protection 
company  based  in  Basel.  Its  stock  has  jumped  34%, 
to  39.17  in  the  13  months  since  the  company  was  featured 
in  this  column  on  Mar.  13,  2006.  Some  analysts  see  more 
upside  ahead.  The  brisk  demand  for  corn  to  make  ethanol 
boosting  farmers'  need  for  Syngenta 
products  to  thwart  field  pests  such 
as  corn  rootworm.  Syngenta  Chief 
Financial  Officer  Domenico  Scala  says 
2007  will  be  a  "volume  growth  story" 
driven  by  an  improved  farm  market. 
He  says  Syngenta,  which  posted  sales 
of  $8  billion  in  2006,  expects  to  return 
to  shareholders  $800  million  in  2007 
through  increases  in  dividends  and 
share  buybacks.  Patrick  Lambert  of 
Swiss  broker  Cheuvreux  sees  earnings 
of  $12.35  a  share  in  2007  (before 

special  charges),  up  from  $10.96  in  2006.  His  12-month  s 
price  target  is  54.  Alexandre  Pasini  of  Bank  Vontobel  says 
2007  will  be  a  strong  year  as  U.S.  corn  acreage  is  forecast 
rise  8%.  This  will  lift  commodity  prices  and  lead  to  favora 
planting  conditions.  He  rates  the  stock  "outperform."  ■ 
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investor  at  5  p.m.  EST  on  the  magazine's  publication  day.  usually  Thursdc  i 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  the 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investrru 
banking  or  other  financial  relationships  with  them. 
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STOCKS 


S&PSOO 

APR.  OCT.  APR.  MAR.29-APR.4 
1440 
1439.4 


COMMENTARY 

The  major  indexes  reclaimed 
some  lost  ground,  a  move  fueled 
in  part  by  the  drop  in  oil  prices. 
Shares  of  First  Data  soared 
20.3%  on  news  of  a  buyout,  and 
shareholders  at  Starwood  Hotels 
applauded  the  resignation  of 
its  CEO.  Altria  Group,  which 
completed  its  spin-off  of  Kraft 
Foods,  climbed  8.9%.  GE  got  the 
jitters  over  new  U.S.  tariffs  on 
goods  from  China. 

Data:  Bloomberg  Financial  Markets,  Reuters 

MUTUAL  FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  4 

M  S&P  500  ■  U.S.  DIVERSIFIED  m  ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  4 

m  S4P  500  ■  U.S.  DIVERSIFIED  H  ALL  EQUITY 


%  3  6  9  12  15  18 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


FEDERAL  BUDGET  Wednesday, 
Apr.  11, 2  p.m.  EDT  »The  federal 
government  probably  ran  a 
$95  billion  deficit  in  March,  after  a 
$120  billion  shortfall  in  February. 
That's  the  median  forecast  of 
economists  surveyed  by  Action 
Economics. 

FOMC  MINUTES  Wednesday, 
Apr.  11,  2  p.m.  EDT  »The 
Federal  Reserve's  Open  Market 
Committee  issues  the  minutes  of 
the  Mar.  20-21  monetary  policy 
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U.S.  MARKETS 

APR  4 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P500 

1439.4 

1.6 

1.5 

10.2 

Dow  Jones  Industrials 

12,530.1 

1.9 

0.5 

11.8 

NASDAQ  Composite 

2458.7 

1.7 

1.8 

4.8 

S&PMidCap400 

859.4 

1.4 

6.8 

8.3 

S&PSmallCap600 

417.2 

1.6 

4.3 

5.7 

DJ  WHshire  5000 

SECTORS 

14.539.5 

1.6 

2.3 

10.1 

BusinessWeek  50* 

814.2 

1.4 

2.0 

3.7 

BW  Info  Tech  100" 

452.0 

2.4 

1.0 

12.5 

S&P/Citigroup  Growth 

660.3 

1.7 

1.2 

7.6 

S&P/Citigroup  Value 

7777 

1.4 

1.8 

12.8 

S&P  Energy 

472.6 

1.6 

3.7 

14.6 

S&P  Financials 

480.3 

0.9 

-3.0 

8.5 

S&P  REIT 

207.1 

2.6 

4.1 

21.9 

S&P  Transportation 

266.8 

1.3 

1.2 

-6.2 

S&P  Utilities 

205.8 

1.4 

10.3 

29.9 

GSTI  Internet 

210.1 

2.2 

52 
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S&P  Euro  Plus  (U.S.  Dollar)         2107.1 

3.1 

5.9      2 

■ 

London  (FT-SE 100)                  6364  7 

1.6 

2.3 

Paris  (CAC  40)                        5739.0 

3.4 

3.6       1     • 

Frankfurt  (DAX)                       70739 

3.8 

7.2 

Tokyo  (NIKKEI  225)                 17544.1 

1.7 

1.8 

Hong  Kong  (Hang  Seng)          20,209.7 

3.4 

1.2      2 

Toronto  (S&P/TSX  Composite)13,448.3 

1.9 

4.2      1    .;; 

Mexico  City  (IPC)                  29,370.9 
FUNDAMENTALS 

apr  : 

4.5 

11.1       4 

WEEK  AGO      YEA 

S&P  500  Dividend  Yield 

1.81% 

1.81%       1.7; 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

17.2 

17.2           1 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

14.8 

15.3         1'    - 

First  Call  Earnings  Surprise* 
TECHNICAL  INDICATORS 

5  07% 
apr  : 

3.91%     16.7C 
•First  C  { 

WEEK  AGO      YEA 

B  ■ 

S&P  500  200-day  average 

1360.8 

1356.1    Posit 

Stocks  above  200-day  average 

74.0% 

73.0%  Negat 

:: 

Options:  Put/call  ratio 

1.08 

0.98    Posit 

Insiders:  Vickers  NYSE  Sell/buy  ratio 

6.47 

6.63  Negat 
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Tires  &  Rubber 

20.1 

Tires  &  Rubber 

129.4 

Divsfd.  Metals  &  Mining 

16.9 

Divsfd.  Metals  &  Mining 

44.3 

Oil  &  Gas  Refining 

15.5 

Power  &  Energy  Traders 

42.7 

Steel 

14.2 

Steel 

42.5 

Coal    ■■■■■ 

14.1 

Leisure  Products 

38.3 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %         52-WEEK  TOTAL  RETURN 
LEADERS                                                          LEADERS 

% 

Latin  America 

US 

Utilities 

31.6 

Pacific/Asia  ex-Japan 

8.5 

Latin  America 

30.1 

Natural  Resources 

8.0 

Pacific/Asia  ex- Japan 

27.8 

Diversified  Emerging  Mkts. 

LAGGARDS 

7.9 

Real  Estate 

LAGGARDS 

25  2 

Japan 

-0.5 

Japan 

-6.7 

Financial 

1.0 

Technology 

1.7 

Domestic  Hybrid 

2.2 

Small-cap  Growth 

2.8 

International  Hybrid 

27 

Health 
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Homebuilding 

-12.7 

Homebuilding 

Forest  Products 

-11.0 

Electric  Mfg.  Svcs. 

Employment  Services 

-8.8 

Photographic  Products 

Electric  Mfg.  Svcs. 

-5.6 

Distillers  &  Vintners 

Dvsfd.  Commercial  Svcs.     -5.4     Gold  Mining 


INTEREST  RATES 

KEY  RATES  apr .4 

Money  Market  Funds  4.87% 

90-Day  Treasury  Bills  5.04 

2-Year  Treasury  Notes  4.59 

10-Year  Treasury  Notes  4.65 

30-Year  Treasury  Bonds  4.84 

30-Year  Fixed  Mortgage  t  6.08 
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5.04 
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4.83 

6.09       f.1 

tBamcQu  ' 


1 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 

% 

52-WEEK  TOTAL  RETURN 
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LEADERS 

LEADERS 

DireXn.  Lit.  Am.  Bull  2X  Inv. 

22.7 

Dreyfus  Prem.  Grtr.  China  A 

51.3 

ProShares  Ultra  Oil  &  Gas 

177 

iShares  MSCI  Malaysia  Idx. 

48  5 

DireXn.  Emrg.  Mkts.  Bull  2X 

16.6 

OldMut.ClayFinlayCh.A 

47.5 

ProFunds  UKraEmrg.  Mkts. 

15.4 

iShares  MSCI  Singapore  Idx. 

46  5 

LAGGARDS 

LAGGARDS 

DireXn.  Emrg.  Mkts.  Short 

-15.8 

American  Heritage  Grth. 

-40.0 

ProShares  UttSh.  Oil  &  Gas 

-15.3 

DireXn.  Emrg.  Mkts.  Short 
SPDR  S&P  HomebuiWers  ETF 

-372 

ProFunds  UltSh.  Emrg.  Mkts. 

-14.7 

-26.4 

ProShares  UltSh.  Utilities 

-12.8 

DireXn.  Dev.Mkts.  Bear  2X 

-26.0 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10-YR.BOND 

30-YR.E  • 

General  Obligations 

3.83% 

*i 

Taxable  Equivalent 

5.47 

6.C 

Insured  Revenue  Bonds 

4.00 

4.E 

Taxable  Equivalent 

5.71 

6/ 

<-. 


meeting.  Economists  will  try  to 
get  a  feel  for  the  central  bank's 
views  on  housing,  the  subprime 
mortgage  market,  and  stubborn 
inflation  pressures. 
EXPORT-IMPORT  PRICES 
Thursday,  Apr.  12,  8:30  a.m.  EDT 
»  March  import  prices  probably 
climbed  0.5%  on  higher  energy 
prices,  after  a  February  gain  of 
0.2%.  Export  prices  likely  grew 
0.3%  in  March,  on  top  of  a  0.7% 
increase  in  the  prior  month. 


PRODUCER  PRICE  INDEX  Friday,    ' 
Apr.  13,  8:30  a.m.  EDT  » Producer 
prices  are  expected  to  have  risen 
0.6%  in  March,  following  a  1.3% 
surge  in  February.  Minus  food  and 
energy,  wholesale  prices  probably 
rose  0.2%,  after  a  0.4%  gain. 
INTERNATIONAL  TRADE  Friday, 
Apr.  13,  8:30  a.m.  EDT  »  The 
February  trade  deficit  probably 
widened  to  $60  billion,  after 
narrowing  to  $59.1  billion  in 
January. 


The  BusinessWeek  production  i 
improved  to  291.6  for  the  week 
ended  Mar.  24,  an  8.1%  gain  fro 
year  ago.  Before  calculation  of  t 
four-week  moving  average,  the 
index  jumped  to  293.3. 


BusinessWeek 


For  the  BW50.  more  investment ' 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras 
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srence  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
nes.  Companies  listed  only  in  tables  are  not  included. 
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It's  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  April  7  and  8: 

New  York  Auto  Show:  Check 
out  the  coupes,  crossovers,  and 
concepts  debuting  this  year, 
plus  the  latest  eco-friendly  cars. 

Driving  Innovations:  See  how 

new  features  and  gadgets  could 
transform  your  experience  as  a 
passenger  or  driver. 

Credit  Unions  101:  Learn  about 
member  benefits,  how  to  join, 
and  why  some  customers  are 
better  off  at  a  standard  bank. 

Destination  CEO:  Anne  Mulcahy 
saved  Xerox  from  near  financial 
disaster.  Hear  her  plans  to  keep 
the  company  moving  forward. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Find  your  local  station  and  airtime  by 

zip  code  at  businessweekweekend.com 


IdeasBooks 


Wizards  in  the  Valley 

BILL  &  DAVE  How  Hewlett  and  Packard  Built  the  World's  Greatest  Company 

By  Michael  S.  Malone;  Portfolio;  438pp;  $26.95 


At  a  Hewlett-Packard  company  event  in 
the  late  1960s,  a  brash  young  Japanese 
manager  cornered  the  company's  two 
founders  and  asked  them  to  appoint  him 
head  of  HP's  underperforming  Japanese 
business.  Right  then  and  there,  William 
Hewlett  and  David  Packard  agreed.  And 
within  a  year,  the  unit's  performance  had 

improved  dramatically,  particularly  with  regard 

to  product  quality.  A  lucky  hunch?  No,  says  ^^^^ 

Michael  S.  Malone:  Despite  the  compan/s 

10,000-strong  workforce,  the  founders  kept 

"close  track  of  the  most  promising  employees 

well  down  the  organizational  chart."  They  just 

knew  the  cocky  fellow  was  the  man  for  the  job. 

Whether  or  not  you  completely  buy  this 
story  may  indicate  how  much  you'll  like 
Malone's  Bill  &  Dave:  How  Hewlett  and 
Packard  Built  the  World's  Greatest  Company. 
There's  little  question  that  the  author  believes 
HP  is  worthy  of  the  less-than-subtle  superlative 
of  his  book's  subtitle.  With  the  cooperation 
of  the  founders'  descendants,  who  provided 
access  to  family  archives,  Malone  has  produced 
a  biography,  management  guidebook,  and 
business  history,  all  in  one.  A  veteran  journalist 
and  former  staffer  in  HP's  public-relations 
department,  Malone  has  also  drawn  from  interviews  with 
former  employees  and  family  members,  news  reports,  and 
HP  files.  Despite  its  enthusiastic  tone,  though,  even  jaded 
business  book  readers  will  find  much  of  interest  here. 

Anecdotes  from  the  founders'  childhoods  highlight 
the  book's  opening  pages.  We  learn  that  Packard  was  a 
top  student  in  high  school  and  lettered  in  three  varsity 
sports,  while  Hewlett  was  an  "indifferent"  student  who 
once  detonated  a  homemade  grenade  fashioned  from  a 
doorknob.  There's  also  a  plethora  of  endearing  trivia  about 
the  company's  early  days,  including  the  tale  of  how  the  duo 
decided  whose  surname  would  come  first  in  the  company 
name.  (They  flipped  a  coin.)  The  author  rehashes  a  bit  of  HP 
lore,  telling  how,  for  instance,  during  a  visit  to  a  machine 
shop,  Packard  absentmindedly  fondled  a  plastic  mold  die.  Not 
recognizing  him,  a  technician  snapped:  "Get  your  finger  off 
my  die!"  Packard  quickly  apologized.  Malone  acknowledges 
that  the  story  is  "so  perfect  that  it  seems  to  be  fake." 

The  author  does  not  neglect  the  founders'  strategic 
and  technical  mistakes.  In  the  mid-1950s  the  company 
desperately  wanted  to  enter  the  business  of  oscilloscopes, 
which  are  used  to  measure  and  analyze  voltage.  In  1956,  HP 
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unveiled  the  model  150A,  which  Malone  says  "suffered  fro 
terrible  reliability  problems."  But  no  matter  how  HP  battle 
rival  Tektronix,  it  could  never  take  more  than  15%  of  the 
market.  Consequently,  "never  again,  they  concluded,  woul 
the  company  attack  an  established  market  or  competitor 
unless  HP  could  offer  a  decisive  contribution...  no  matter  h 
lucrative  the  potential  payoff,"  Malone  writes. 

Most  thought-provoking  are  the  sections  on  what's  still 
known  as  "the  HP  Way"— the  company  culture  noted  for  its 
emphasis  on  trust,  empowerment,  and  employee  appreciati 
As  you'd  expect,  there  are  stories  of  company  picnics  and  gi. 
to  employees  who  married  or  had  babies.  More  intriguing 
are  passages  on  the  culture's  limitations.  F< 
example,  soon  after  HP's  initial  public  offer 
in  1957,  Hewlett  and  Packard  were  chagrin  i 
to  discover  that  some  senior  executives  wen 
flipping  their  HP  shares.  Thereupon  the 
founders  "decided  to  violate  the  HP  traditk 
of  trust"  and  impose  a  vesting  period. 

Later,  as  they  opened  offices  in  other 
communities,  Hewlett  and  Packard  faced 
harsh  reality  that  HP  wasn't  always  loved 
outside  of  Silicon  Valley.  In  the  ranching 
town  of  Loveland,  Colo.,  the  freethinking 
HP  workers  began  "stealing  girlfriends  am 
wives,  driving  up  real  estate  prices,  and 
increasingly  dominating  local  politics," 
alienating  longtime  residents.  In  response 
Hewlett  and  Packard  decided  that  putting: 
future  offices  in  areas  populated  by  affhier 
educated  folks  would  sidest 
those  kinds  of  culture  clash 
Malone,  however,  doesn't 
make  it  clear  whether  the 
strategy  worked. 

An  appendix  offers  a  list 
of  "leadership  lessons  fron 
Bill  and  Dave."  These  are 
generic  and  at  times  painfi 
obvious.  Cases  in  point: 
■■■■■^^^m  J  "Take  care  of  your  smalles- 

clients— they  may  one  day 
your  biggest."  And:  "The  biggest  competitive  advantage 
to  do  the  right  thing  at  the  worst  times." 

A  final  chapter  tackles  recent  history  through  2006. 
While  Malone  is  clearly  unsympathetic  to  Carly  Fiorina,  the 
controversial  CEO  from  1999  to  early  2005,  he  believes  HP 
employees  "heard  Dave  Packard's  voice"  in  some  of  current 
CEO  Mark  Hurd's  recent  remarks.  Maybe.  But  even  if  they 
didn't  have  that  flashback,  Malone  probably  did,  hoping  Hui 
can  duplicate  the  passion  Bill  and  Dave  brought  to  the  comp 
that  today  has  more  sales  than  any  other  in  techdom.  ■ 

-By  Louise 


The  absorbing, 
if  gushy,  story 
ofHewlett, 
Packard,  and 
"the  HP  Way" 


Because  I  can  read, 

can  understand.  I  can  write  a  letter. 
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I  can  fill  out  a  job  application. 
I  can  finally  get  off  welfare. 

Because  I  can  read, 

I  can  learn.  I  can  help  my  daughter 
with  her  homework. 
I  can  inspire  her  to  be  better. 
I  can  be  a  role  mode! 

Because  I  can  read, 
I  can  succeed,  I  can 
contribute.  I  can  live 
my  life  without  fear, 
without  shame, 
can  be  whatever 
want  to  be. 

Because  I  can  read. 


National  Center  for  Family  Literacy 


Literacy  can  make  the  difference  between  poverty  and  progress. 
Visit  www.famlit.org  to  help  us  write  more  success  stories. 

©200S    Photographer:  Marwn  Young 
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BY  SIR  NICHOLAS  STERN 


The  Global  Climate  Imperative 

In  January,  scientists  issued  a  stark  warning  that  the  Earth's  average 
temperature  could  increase  by  as  much  as  6.4C  (11.5F)  by  the  end  of  this 
century.  If  greenhouse  gas  emissions  continue  to  rise  sharply,  a  jump  of  4C 
(7.2F)  would  be  most  likely.  It  now  is  clear  that  the  effects  of  climate  chang 
are  potentially  huge  and  irreversible.?  These  scientific  findings  underscore 
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the  urgency  of  coming  to  grips  with  the  economics  of  climate 
change.  Last  year,  I  was  asked  to  review  the  evidence  and 
advise  the  British  government  on  this  issue.  I  came  to  a  clear 
conclusion:  that  the  costs  of  action  to  reduce  the  risks  of 
climate  change,  while  significant,  are  expected  to  be  much 
smaller  than  the  economic  and  human  costs  of  the  damage  we 
face  if  we  do  nothing. 

My  analysis  shows  that  global  average  temperature 
increases  of  4C  and  above  will  bring  substantial  risks  to 
every  nation.  Indeed,  warming  on  this  scale  is  associated 
with  extreme  weather  events  and  serious  impacts  on  food 
production  and  water  availability  in  many  areas.  It  also 
carries  the  risk  of  broader  shocks  such  as  sudden 
monsoon  rains,  significant  reductions  in  water 
flow  in  the  Nile  River  valley,  and  faster  rates  of 
sea-level  rise— events  that  could  trigger  social 
instability,  migration,  and  even  conflict.  My 
review  (www.sternreview.org.uk)  estimated  the 
long-term  damages,  averaged  over  time  and 
across  a  swath  of  possible  outcomes,  to  be  in  the 
range  of  5%  to  20%  of  global  consumption. 


THE  REVIEW  HAS  STIMULATED  intense  debate, 

with  most  of  the  response  overwhelmingly 

positive.  Yet  some  critics  have  focused  on  three 

areas.  There  are  still  commentators  who  prefer 

not  to  accept  the  science,  despite  the  mounting 

evidence.  Then  there  are  those  who  are  prepared 

to  disregard  future  consequences  simply  because  there  is 

a  time  delay.  (My  analysis  places  much  lower  weight  on  a 

future  dollar  than  a  dollar  spent  now,  since  future  generations 

may  have  higher  consumption.)  Still  others  assume  future 

generations  will  be  able  to  adapt  to  the  changes.  Adaptation 

is  an  important  response,  but  there  are  real  limits  to  what  is 

possible.  I  believe  all  these  criticisms  are  profoundly  mistaken. 

Reducing  our  dependence  on  fossil  fuels,  using  cleaner 
technologies,  increasing  efficiency,  and  protecting  forests 
together  add  up  to  an  effective  response  that  will  reduce  the 
risks  of  climate  change  and  bring  a  host  of  other  benefits 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 
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Reducing 
carbon 
emissions  is 
a  pro-growth 
strategy,  not 
an  economic 
burden 


including  energy  security  and  improved  health.  The  costs  ar 
likely  to  be  in  the  neighborhood  of  1%  of  global  gross  domes- 
product.  Yet  new  lower-emission  technologies  also  will  provi 
economic  opportunities  for  many  businesses. 

This  presents  a  clear  case  for  action.  Reducing  greenhoti 
gas  emissions  will  not  damage  economic  growth,  but  in  th*i 
long  run  climate  change  itself  could  undermine  growth.  Sc< 
action  to  reduce  emissions  is  a  pro-growth  strategy. 

Thankfully,  this  realization  is  spreading  rapidly.  Reducing! 
the  risks  of  climate  change  is  a  global  challenge,  and  countrii 
around  the  world  have  begun  to  step  up  to  the  plate.  The 
European  Union  has  strengthened  its  trading  scheme  for 

emissions  and  is  looking  for  carbon  cuts  of  up  i 
30%  by  2020.  China  has  set  a  domestic  goal  of  ll 
cutting  energy  intensity  20%  by  2010.  India  ha  | 
become  one  of  the  fastest-growing  markets  for  J 
renewable  energy.  And  the  U.S.  is  tackling  the 
challenges  of  energy  security  and  climate  chan 
at  the  federal,  state,  and  local  levels. 

The  next  steps  should  include  greater  carbot 
trading  to  spur  reductions  wherever  they're 
cheapest.  But  emerging  carbon  cap  and  trade 
arrangements  in  the  EU,  the  U.S.,  and  elsewhei 
must  not  develop  in  isolation,  since  there  are 
big  gains  to  be  had  from  the  creation  of  deep, 
liquid  global  markets.  Faster  development  of 
new  technologies  is  important,  and  here,  too, 
cooperation  yields  larger  markets  for  cleaner, 
more  efficient  products  and  a  pooling  of  risks. 

If  the  U.S.  can  marshal  its  partners  around  the  world 
to  craft  an  effective  global  response  to  this  challenge,  I 
believe  there  is  still  time  to  avoid  the  worst  risks  of  climate 
change.  But  time  is  running  short.  If  we  do  not  act  now,  th 
opportunity  may  not  return.  II 

Sir  Nicholas  Stern,  former  chief  economist  at  the  World  Bat 
is  head  of  Britain's  Government  Economic  Service. 


I  ONLINE:  To  join  a  debate  about  global  warming  betwee 
Stern  and  U.S.  Chamber  of  Commerce  President  Thomas  J.  Donohue,  please  gt 
www.businessweek.com/extras 
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BY  JACK  AND  SUZY  WELCH 


The  Importance  of  Being  Then 


What  do  you  think  of  telecommuting? 

-Jennifer  Heizer,  Waltham,  Mass. 

We  love  it.  Telecommuting  allows  us  to  write  this  column 
from  Boston,  Buenos  Aires,  or  wherever  our  life  happens  to 
land  us  in  any  given  week.  Our  editors  are  a  phone  call  or 
e-mail  away,  and  we  communicate  with  them  as  easily  as  if 
we  were  in  a  cubicle  down  the  hall  in  New  York.  So  all  in  all, 
telecommuting  is  a  perfect  deal— for  us. 

For  you,  telecommuting  may  also  be  ideal,  or  it  could  be 
a  total  disaster,  especially  if  you  want  to  climb  the  corporate 
ladder.  Because  the  facts  are,  even  in  this  day  of  ubiquitous 
technology  and  open-mindedness  toward  flexible  work 
arrangements,  telecommuting  still  comes  with  a  cost: 
diminished  face  time.  Sure,  that  won't  kill  you  in  your  early 
career.  As  long  as  you're  an  individual  contributor  with 
enough  talent,  you  can  do  almost  any  job  from  home— write 
code,  analyze  legal  documents,  design  marketing  materials, 
or  sell  financial  services.  The  list  goes  on  and  on  and  gets 
longer  every  day  with  the  expansion  of  the  intellectual 
economy  and  e-commerce. 

But  what  you  can't  do  very 
well  from  home  is  lead.  To  lead, 
if  s  no  good  blowing  into  town 
for  important  meetings  and 
showing  up  at  retreats.  You 
have  to  muddle  in  the  muck 
in  between.  People  have  to 
see  how  calm  you  stay  in  a  PR 
crisis,  how  decent  you  are  to 
new  employees  who  don't  have 
the  hang  of  things,  how  much 
you  sweat  during  a  tough  deal, 
and  how  hard  you  work  on  a 
deadline  without  bitching  and 
moaning.  Or  how  you  don't  do 
any  or  all  of  the  above. 

Which  brings  us  back  to  face  time.  Companies  rarely 
promote  people  into  leadership  roles  who  haven't  been 
consistently  seen  and  measured.  If  s  a  familiarity  thing,  and 
if  s  a  trust  thing.  We're  not  saying  that  the  people  who  get 
promoted  are  stars  during  every  "crucible"  moment  at  the 
office,  but  at  least  they're  present  and  accounted  for.  And  their 
presence  says:  Work  is  my  top  priority.  I'm  committed  to  this 
company.  I  want  to  lead.  And  I  can. 

Telecommuting  sends  another  message,  one  that  says 
you  value  lifestyle  flexibility  over  career  growth.  Again,  that 
can  be  just  fine.  We  recentiy  met  a  lawyer  who  has  worked 
for  her  corporate  headquarters  in  Illinois  for  12  years  from 
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Working 
remotely  may 
be  ideal  for 
your  lifestyle. 
But  you  can't 
phone  in  real 
leadership 


her  home  in  New  Jersey.  "My  husband  has  a  great  job  in 
Manhattan,  and  my  kids  love  their  school.  I  enjoy  workin  | 
with  my  colleagues,  even  if  it  is  on  the  phone,"  she  said. 
"Who  needs  to  be  CEO?" 

Well,  obviously  she  doesn't,  and  maybe  you  don't  either." 
But  for  anyone  who  has  dreams  of  leadership  in  any 
meaningful  way,  telecommuting  can  get  you  only  so  far. 
The  road  to  the  top  is  paved  with  being  there. 

My  company  places  a  great  emphasis  on  colleague  feedback 
conjunction  with  the  annual  performance  review,  sometimes 
eliciting  anonymous  comments  from  as  many  as  30  people  f 
an  assessment.  The  whole  process  is  so  time-consuming.  Is  i  j 
worth  it? 

—Anonymous,  St.  Ld 

You're  referring,  we  assume,  to  the  cottage  industry  knowrJ 
as  360  feedback,  which  first  popped  up  about  20  years  agoi 
and  has  since  spread  across  the  business  terrain.  And  for 
good  reason:  360  feedback  is  an  unvarnished  way  for  peod 
to  receive  a  wake-up  call  about  behaviors  that  distress  theij 
peers  and  subordinates.  One  of  us  (Suzy)  once  attended 
a  leadership-training  program  where  she  saw  another 
participant,  a  middle  manager  from  a  technology  company 
practically  go  into  shock  over  his  360  results,  which  were  fj 
veritable  Greek  chorus  of  negativity.  "Impossible— my  peo(J 
love  me!"  was  the  manager's  reaction.  "They  must  have 
mixed  up  the  paperwork!"  They  hadn't. 

But  the  problem  with  360  feedback,  and  it's  a  big  one, 
is  that  after  about  the  second  time  around,  it  gets  gamed. 
The  system  devolves  into  a  highly  negotiated  affair  in  whiflfl 
colleagues  work  out  nuclear  deterrence  treaties  with  each 
other,  and  all  the  "feedback"  shooting  back  and  forth  start 
sounding  the  same— i.e.,  positive.  Perhaps  such  behavior  i:  , 
all  too  human,  but  it  renders  the  process  useless. 

Now,  we  know  that  360's  proponents,  and  they  are  legicf  % *■ 
claim  the  system  has  safeguards,  and  surely  it  has  some. 
But  you  ask  whether  the  whole  long  process  is  worth  it. 
And  to  that,  we'd  have  to  say  traditional  appraisals,  boss  tc 
subordinate,  still  win  hands-down.  They  generally  work,  s 
everyone  time,  and  are  very  hard  to  rig.  We'd  suggest  your 
company,  then,  not  eliminate  360  feedback  but  use  it  only 
every  few  years.  Its  main  value  is  to  "out"  the  unspoken.  A 
that,  almost  everyone's  in  on  the  game.  ■ 

Jack  and  Suzy  Welch  bok  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  thei 
at  thewelchway@businessweek.com.  For  their  weekly  podca 
go  to  www.businessweek.com/search/podcasting.htm. 
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he  windfall.  What  do  you  do  when  wealth  suddenly  comes  your  way?  Last  year  Morgan  Stanley 
ompleted  more  than  $720  billion  of  global  Mergers  and  Acquisitions  transactions.  And,  in  the 
rocess,  helped  owners  and  leaders  of  businesses  both  large  and  small  deal  with  the  consequences 
f  a  sudden  increase  in  personal  wealth.  Whether  you  benefit  from  a  merger  or  the  sale  of  a 
usiness,  no  one  is  better  suited  to  help  you  think  through  your  opportunities  than  a 
lorgan  Stanley  Financial  Advisor. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WOPLDWISE 
or  call  866.479.1836 
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A  CIVILIZED  WAY  TO  HANDLE  YOUR  AGGRESSION 


The  all-new  Acura  TL  Type-S.  The  civilized  way  to  handle  aggression  is  to  embrace  it,  with  286  hp  f 

and  sport  suspension,  exclusive  to  the  Type-S.  While  enjoying  sophisticated  technology  like  voice-activated  —   —.    .» 

navigation  and  real-time  traffic  monitoring.'  Aggression  has  been  refined.  Barely.  Visit  us  at  acura.com.  advance 
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O  2007  Microsoft  Corporation  All  rights  reserved.  Connected  devices,  connectivity,  and  over-the-air  synchronization  solutions  r 
network  software,  server  hardware,  or  redirector  software).  Service  plans  are  required  for  Internet  Wi-Fi,  and  phone  access. "" 
coverage  may  vary  by  service  provider.  See  device  manufacturer,  service  provider,  and/or  corporate  IT  department  for  details.  Am 


ibrace  it,  with  286  hp 
lology  like  voice-activated 


windowsmobile. 


Idows  Mobile .  The  only  way  to  get  the  mobile  version  of  Microsoft  Office  Outlook, 
[age  your  Outlook  e-mail,  calendar,  and  contacts  while  you're  away  from  your  desk.  Now 
li,  where,  and  how  you  work  is  entirely  up  to  you.  Learn  more  at  windowsmobile.com 
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There  is  nothing  wrong  with  their  voices.  Some 
are  booming.  Some  are  animated.  Some  are 
downright  mellifluous.  But  all  the  same,  professors 
at  the  University  of  Virginia's  Darden  School  of 
Business  would  rather  hear  students  speak. 

To  develop  great  communicators  and  leaders  we 
ask  students  to,  quite  simply,  communicate  and  lead. 


That's  why  Darden  professors  spend  the  least 
amount  of  time  lecturing  of  any  of  the  top 
MBA  programs.  We  believe  this  is  one  reason 
the  Princeton  Review  ranked  our  professors  the 
#2  teaching  faculty  in  the  nation.  Now  that's 
something  worth  listening  to  when  considering 
business  schools,  www.darden.virginia.edu 


Are  you  Darden  material? 


Darden  School  of  Business 
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a  boss  could  get  rid  of  an  underperformer  or  problem  employee 
on  the  spot  are  long  gone.  Now  workers  in  an  expanding  list 
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30  What  Spending  Decline? 

Domestic  investment  may 
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analysis  of  1,000  U.S. 
companies  shows  global  capital 
expenditures  are  zooming.  As 
companies  move  toward  fast- 
growing  markets  abroad,  a 
U.S.-centric  view  of  capital 
spending  no  longer  makes  sense 
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If  You  Have  to  Ask... 


At  a  time  when  the  U.S.  property  market  is  softening,  there's 
one  category  that  is  still  going  strong:  the  priciest  properties. 
Our  BusinessWeek.com  special  report  on  Luxury  Real  Estate  takes  a 
look  at  homes  at  the  top  of  the  market  and  why  they  make  the 
best  investment.  It's  good  news  for  buyers  who  were  willing  to 
spend  a  little  more  for  houses  in  established  luxury  markets. 
Case  in  point:  Already  affluent  Greenwich,  Conn.,  which  has 
the  Zip  Code  with  the  highest  median  home  prices  in  the  U.S.  Thank  - 
to  the  recent  influx  of  megarich  hedge  fund  managers,  who  ha 
bid  up  prices  in  the  tony  suburb  of  New  York,  homes  with  an  |  g£ 
06831  Zip  Code  have  a  median  price  of  nearly  $3  million,  a  49 
increase  since  2001.  Other  well-heeled  burgs  that  saw  values 
soar  are  Newport  Beach,  Calif.;  Glen  Head,  N.Y.;  and  Bellevue^ 
Wash.  We  also  look  at  which  states  have'the  most  $1  million-plus- ' 
homes,  check  out  the  states  that  are  likely  to  see  the  next  real 
estate  boom,  tour  a  $35  million  Sonoma  Valley  mansion,  and 
look  back  at  some  no-longer-luxury  neighborhoods  that  have 
seen  better  days.  Go  to  www.businessweek.com/go/07/realestate  fc 
all  this  and  more. 
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BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Fear  of  firing:  Tips  for  workers  fearing  or  facing  a  layoff 
Bright  idea:  Compact  fluorescent  light  bulbs  I  Eco-fnendly  travel  I  New  takes  on  steak  I  Check  your  Iocs 
TV  listings  for  program  dates  and  times.  For  video  clips,  go  to  www.businessweekweekend.com. 
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n  the  human  network,  you  are  a  media  mogul.  Welcome  to 
place  where  content  is  not  just  your  choice,  but  your 
reation.  Where  you  get  to  be  head  of  programming.  And 
ny  screen  is  your  media  center  or  your  TV  or  your  in-box. 
eceive  or  deliver  anything.  Photos.  Video.  Songs.  Blogs. 
odcasts.  One  network  makes  it  all  possible.  The  human  one. 
he  story  continues  at  cisco.com/humannetwork. 


welcome  to  , i|i.i|i. 

the  human  network.    Cisco. 
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The  strength  to  cover  the  world's 
leading  businesses  and  financial  centers. 
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INSURANCE  I  REINSURANCE  I  FINANCIAL  LINES 

7/ie  XL  Capital  group  is  rated  A+  by  AM  Best. 
Visit  www.xlcapital.com 
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FUNDAMENTAL  STRENGTH  -  CAPITAL  AND  PE 
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"He's  made  billions  by  coming 
in,  buying  low,  cutting  jobs, 
and  throwing  people  out  of 
work,  then  selling." 

-  Canadian  Auto  Workers  President  Buzz  Hargrove  on 

his  plan  to  fight  billionaire  investor  Kirk  Kerkorian's 

$4-5  billion  bid  for  Chrysler,  as  reported  by 

The  Associated  Press 
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ERGY  JITTERS 


Natural  Gas  OPEC? 
lot  Likely 


1 0  THOSE  WHO  recall  the  rise  of 
the  Organization  of  Petroleum 
Exporting  Countries  in  the 
s,  the  prospect  of  a  cartel  among 
ral  gas  exporters  is  worrisome.  The 
it  two-day  meeting  in  Doha,  Qatar, 
e  world's  biggest  exporters  raised 
2  alarm  among  gas-importing 
wis.  The  concern  is  that  these 
ltries,  which  collectively  control 
of  the  export  market  and  73%  of 
al  gas  reserves,  could  have  Western 
ans  under  their  thumb  with  an 
C-style  group. 

ut  while  the  Apr.  9-10  meeting  of 
jas  Exporting  Countries  Forum— 
:h  includes  Iran,  Algeria,  Russia, 
I  Venezuela— produced  jitters,  the 
il  pect  of  its  leading  to  a  powerful 
I  nization  is  unlikely,  analysts  say. 
I  reason:  Because  the  world  has  vast 
lipped  natural  gas  reserves,  the  rise 


of  such  a  cartel  would  sow  the  seeds  of 
its  own  destruction,  spurring  innovation 
in  extracting  hard-to-reach  reserves. 
Already,  analysts  point  to  "huge"  finds 
in  countries  like  Brunei  and  India.  "An 
OPEC  in  natural  gas  could  succeed 
brilliandy  for  a  year  or  two,  until  high 
prices  lead  to  efficiency  gains  and  more 
discoveries,"  says  Bernard  Picchi,  an 
analyst  for  Wall  Street  Access,  which 
follows  the  industry. 

The  threat  of  higher  gas  prices  could 
also  push  importers  to  develop  other 
power  sources,  experts  say.  "There 
are  alternatives,"  says  Peter  Beutel, 
president  of  Cameron  Hanover,  a  New 
Canaan  (Conn.)  energy  consulting  firm. 
"Utilities  can  use  coal  or  nuclear." 

The  idea  of  a  natural  gas  cartel 
"scares  the  bejesus  out  of  people," 
Picchi  says.  "But  it's  not  realistic." 

-Moira  Herbst 


EXEC  COMP 

DOLLAR-A-YEAR 
(OR  LESS)  MEN 

AS  GOOGLE'S  2007  proxy  filing  on 
Apr.  6  revealed,  Chairman  and  CEO 
Eric  Schmidt  and  founders  Larry 
Page  and  Sergey  Brin  get  salaries  of 
just  $1  a  year.  The  three  are  part  of 
an  exclusive  fraternity  of  founders, 
scions  of  corporate  dynasties,  and 
holders  of  company  shares  whose 
stock  ownership  makes  them 
millionaires  so  many  times  over  they 
can  live  without  a  paycheck.  (Some 
still  get  a  hefty  annual  comp,  mosdy 
from  stock  or  option  gains.)  Below, 
a  list  from  executive  compensation 
research  firm  Equilar  of 
CEOs  in  the  Standard 
&  Poor's  500-stock 
index  in  2006  who 
were  paid  $1  or 
less,  according  to  the 
most  recent  proxy.  The 
list  doesn't  include  John 
Mackey  of  Whole  Foods  Market,  who 
voluntarily  lowered  his  salary  to  $1 
starting  Jan  1, 2007.   -Jena  McGregor 


CEO                                            Salary 

Total 
Compensation* 

Steven  Jobs                 *, 

Apple 

$1 

Richard  Fairbank            Q 

Capital  One  Financial 

151,484 

James  Rogers               Q 

Duke  Energy 

10,203,486 

William  Ford  Jr."           Q 

Ford  Motor 

7,248,733 

Eric  Schmidt                  j 

Google 

557,466 

Richard  Kinder               j 

Kinder  Morgan 

1 

'  :■■  ■">:".■  s-7. 

Jerrold  Perenchio 

Univision                          0 
Communications 

0 

•Total  compensation,  calculated  by  Equilar.  reflects  amount  CEO 
made  in  salary,  bonus,  cash-incentive-plan  comp.  vested  stock 
awards,  option  gams,  and  "all  other"  compensation  such  as 
perquisites  "CEO  until  Sept.  1,  2006  (now  chairman);  replaced  by 
Alan  Mulally.  who  earned  salary  ot  $666,667  in  remainder  of  year, 
plus  $19.5  million  in  bonus  and  other  comp.  Data:  Equilar  Inc 
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NOW,  THE 
WARM  AND 
FUZZY  MRI 

Hospitals  lose  money  when 
frightened  patients  require 
extra  time  for  CT  scans 
or  MRI  procedures.  So 
electronics  giant  Philips 
is  offering  an  "ambient 
experience"  to  calm 
children  and  nervous 
adults.  At  Advocate 
Lutheran  General  Hospital 
near  Chicago,  where  the 
system  was  launched, 
kids  pick  from  fantasy 
settings  that  include 
images  of  friendly  space 
aliens  projected  around 
the  scanning  suite.  Adults 
can  opt  for  nature  scenes. 

The  system  has 
decreased  by  28%  the 
number  of  children  age 
4  and  under  who  need 
sedation,  says  Dr.  John 
Anastos,  Advocate's 
radiology  chairman. 
Sedation  can  stretch  a 
30-minute  session  to  four 
hours,  he  says,  and  reduce 
daily  per-machine  use  from 
four  scans  to  one. 

Five  other  U.S.  hospitals 
now  use  Philips' product, 
which  costs  about  $125,000 
With  it,  patients  "balk  less, 
and  the  hospital  gets  better 
bang  for  its  buck,"  Anastos 
says.         -A/7/  McConnon 
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PRINT  IT 

INKJETS 
THAT  GO 
LICKETY-SPLIT 

IN  FEBRUARY,  Antonio  Perez, 
a  Hewlett-Packard  alum  and 
now  chairman  and  CEO  of 
Eastman  Kodak,  challenged  his 
old  employer,  announcing 
a  printing  system  designed 
to  underprice  HP's  printers. 
Now,  other  former  HP 
employees  want  to  take  on 
the  printer  king.  This  time 
the  selling  point  is  speed. 

Led  by  former  HP  printer 
executive  Bill  McGlynn 
and  other  ex-HPers,  Memjet 
Home  &  Office  is  selling 
technology  that  lets  inkjet 
printers  produce  60  pages 
a  minute,  many  times  faster 
than  current  rates.  McGlynn 
says  three  companies  have 
ordered  the  technology  from 
his  Eagle  (Idaho)  startup 
to  use  in  home  printers 
expected  to  retail  under  their 


brand  names  for  about  $300 
in  early  2008.  Glynn  won't 
identify  his  customers  but 
insists  their  brands  are  well- 
known.  Ink  for  the  printers 
is  expected  to  sell  at  a  fifth  of 
the  price  of  most  cartridges. 

Memjefs  technology 
creates  speed  partly  by  using 
a  print  head  the  same  width 
as  the  paper— so  an  entire 
line  is  printed  at  once. 

HP  is  unimpressed.  Glen 
Hopkins,  the  company's 
vice-president  for  R&D  in 
inkjet  printers,  says  Memjet 


may  be  achieving  speed  at 
the  expense  of  quality  and 
reliability.  "There's  nothin 
breakthrough  here,"  he  sa 
(On  Apr.  11,  HP  unveiled  a 
inkjet  printer  for  business 
built  on  its  Edgeline 
technology,  which  product 
printing  at  speeds  as  fast 
as  Memjet's.)  But  industry 
watchers  are  taking  notice 
Memjet.  Printer  makers  w, 
"ignore  this  dynamic  upst 
at  their  own  peril,"  says 
Steve  Hoffenberg  of  Lyra 
Research.  -Louise  1 


PLAYING  VEGAS 

ONCE  AND  FUTURE  SPAMALOT 

A  MEDLEY  of  musicals  have  lost  their  shirts  in  Las  Vegas, 
including  Hairspray  and  We  Will  Rock  You,  which  closed  after 
short  run  in  2005.  The  latest  to  press  its  luck:  Monty  Python'? 
Spamalot,  which  opened  on  Apr.  1  in  the  same  theater  at  the 
Wynn  Las  Vegas  casino  that  briefly  housed  Avenue  Q. 

But  Steve  Wynn  is  placing  his  bet  carefully.  He  expanded 
his  theater's  balcony  so  he  can  sell  1,500  tickets  to  each 
show  instead  of  1,200.  And  he  has  kept  prices  low  by  Vegas 
standards:  Seats  start  at  $49  and  top  out  at  $99.  What's  mot 
Wynn's  deal  with  Spamalot  bars  the  show— now  touring  the 
U.S.— from  playing  in  Southern  California  or  Arizona.  (The 
two  states  provide  more  than  a  third  of  Sin  City's  visitors.) 

Britain's  Eric  Idle,  who  wrote  the  lyrics  and  co-wrote  the 
music  to  Spamalot,  trimmed  the  Vegas  version  by  20  minute 
cutting  the  intermission.  That  lets  Wynn  run  two  shows  sort 
nights.  It  also  gets  guests  out  into  the  casino  where  they  can 
shop,  eat,  or  gamble.  Idle  says  he  has  long  had  his  eye  on 

Vegas,  despite  Spamalot 's  lack  of  resemblani 
HOLY  GRAIL?      t0  me  Cirque  du  Soleil  shows  that  draw 
A  shorter  crowds  there.  "It  isn't  in  French,  and  it  doesi 

show— and        involve  acrobats,"  he  says.  "We're  not  a  cirqt 
more  seats       we're  a  flying  circus."       -Christopher  Palmt 
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Sumptuous,  supportive  beds 

EDESIGNED  BY  BUSINESS  TRAVELERS  FOR  BUSINESS  TRAVELERS. 

sit  Courtyard.com  or  call  1-800-MARRIOTT. 


COURTYARD 

® 

Harriott 


1007  Marriott  International,  Inc 
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SOUTHERN  COOKING 

WHERE  THE  HAMBURGER  JOINT  IS  A  WAY  OF  LIFE 


THEY  SURE  LIKE  Mickey  D's  in  Dixie.  And  Burger  King  and 
Wendy's.  A  just-released  survey  by  restaurant  consultant 
Sandelman  &  Associates  shows  that  fast-food  customers  ate  at  a 
quick-serve  place  25  times  a  month  in  McAllen,  Tex.,  more  than 
any  of  the  other  60  markets  polled,  with  burgers  the  popular 


|  HIGHEST  10  CITIES  LOWEST  10  CITIES 


PER  CAPITA  NUMBER  OF 
MONTHLY  FAST-FOOD  MEALS 


order.  In  Portland,  Me.,  fast-food  eaters  stopped  in  just  11  timi 
a  month.  The  national  average:  17  Why  are  the  top  markets 
Southern?  Sandelman  President  Jeffrey  Davis  says  the  Sunbel 
and  fast  food  grew  up  at  the  same  time,  making  outiets  like 
McDonald's  part  of  the  cultural  fabric.  -Michael  Arnt ! 


PHILADELPHIA, 


CHARLESTON/ 
HUNTINGTON,  WM 


S3 


GREENVILLE.         r/l( 

RALEIGH/DURHAM,  bj|l 


COLUMBIA, 
S.C. 


Data:  Sandelman  &  Associates  poll  of  70,000  people  in  2006  about  fast-food  meals  in  previous  month.  90%  of  Americans  say  they  eat  fast  food. 


LAWN  ORDER 

NOW,  THAT'S 
REALLY  A 
TURF  WAR 

IT'S  A  BATTLE  over  the 

nation's  yards  and  gardens. 
Lawn-care  giant  Scotts 
Miracle-Gro  is  suing 
TerraCycle,  an  organic  plant- 
food  startup  with  a  product 
line  based  on  earthworms. 

In  TerraCycle's  Trenton 
(N.J.)  factory,  night  crawlers 
munch  on  organic  waste,  and 
their  nutrient-rich  droppings 
are  blended  into  a  solution 
sold  in  reused  soda  bottles. 
TerraCycle  sales  hit  $1.8 
million  last  year,  a  300%  leap. 

The  green-and-yellow 
bottles,  bedecked  with 
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images  of  vegetables  and 
flowers  and  designed  to  allow 
spraying,  are  a  problem, 
says  Scotts,  whose  sales  are 
at  $2.7  billion  (including  its 
competing  Organic  Choice 
line,  which  grew  by  200%). 
In  March,  the  Marysville 
(Ohio)  company  sued 


TerraCycle  in  the  U.S.  District 
Court  of  New  Jersey,  claiming 
its  packaging  infringes  on 
the  "distinctive  and  famous 
trade  dress"  of  Miracle-Gro. 
Scotts  also  characterizes  as 
false  TerraCycle's  claim  that 
its  fertilizers  are  as  good 
or  better  than  "a  leading 
synthetic  plant  food." 

Scotts  spokesperson  Su 
Lock  declined  to  comment 
on  the  case.  TerraCycle 
denies  the  charges. 
At  suedbyscotts.com, 
TerraCycle  presents  scores 
of  photos  of  plant  products 
packaged  in  the  same 
colors  it  uses.  And  so  far, 
it  has  refused  to  share  the 
Rutgers  University  studies 
it  says  prove  its  wormy 
elixir  makes  for  perkier 
plants.  -Adam  Aston 


TRENDSPOTTING 

SHARP EARS 

YUM!  BRANDS' KFC 

will  use  high-frequency 
sound— not  to  repel  the 
much  publicized  rodents 
that  recentiy  plagued  one 
of  its  New  York  outlets,  bt 
to  appeal  to  young  people 
The  company  is  deploying 
the  Mosquito  Ringtone 
popular  with  teen  mobile 
users  to  sell  its  boneless 
chicken  bucket.  (The  tone  ^ 
can't  be  heard  by  most 
over-30s.)  The  TV  ads  will  -eps  t' 
emit  the  noise,  with  KFC 
giving  free  chicken  bucket    ' 
to  the  first  1,000  viewers 
who  go  online  and  say  jus 
when  in  the  ad  the  tone 
played.   -Aili  McConnon 


bean 
priei 


SURGEON  GENERAL  WARNING:  Cigar 
Smoking  Can  Cause  Cancers  Of  The  Mouth 
And  Throat,  Even  If  You  Do  Not  Inhale. 


he  timeless  rhythms  of  the  game  of  baseball 
iBver  change.  Neither  do  the  uncompromising 
jeps  that  make  every  Macanudo  the  last  word 
ji  smooth,  mellow  taste.  And  that's  how 
Ikacanudo  inspires  the  passion  that  makes  it 
[merica's  best-selling  premium  cigar. 


MACANUDO. 

An  American  Passion. 


THE    BEST-SELLING    PREMIUM    CIGAR    IN    AMERICA. 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  VINTAGE 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ,  M.D. 


Me,  Me,  Me,  Me,  Me 


We  have  an  employee  who  turns  every 
interaction— work-related  or  not— into 
a  conversation  about  her.  She's  otherwise 
good  at  her  job,  but  folks  are  beginning  to 
avoid  meetings  with  her  or  task  forces  on 
which  she  serves.  "She  sucks  the  air  out 
of  the  room,"  a  co-worker  complained.  Is 
there  a  polite  way  to  stifle  this  behavior? 

-Anonymous,  Seattle 

THIS  EMPLOYEE'S  need  for  attention  may 
arise  from  old  experiences  of  emotional 
deprivation  and  neglect.  She  compensates  by 
greedily  forcing  others  to  focus  on  her. 

That's  understandably  annoying  to 
colleagues,  who  are  obviously  losing 
patience.  (The  word  "stifle"  gave  you  away.) 

Since  the  current  strategy,  avoidance, 
doesn't  seem  to  be  helping,  you're  going  to 
have  to  confront  her  about  this. 

That  doesn't  mean  merely  hinting. 
Correcting  this  sort  of  person  indirectly 
("let's  get  back  to  what  we  were  discussing") 
won't  work.  She's  likely  to  experience 
such  comments  as  interruptions  of  her 
monologue.  Instead,  someone-preferably 
her  supervisor  or  a  colleague  who  has  enough 
of  a  relationship  with  her  so  that  constructive 
observations  aren't  rejected  out  of  hand- 
should  talk  to  her  privately. 


Politely  but  firmly,  tell  her  that  her  work 
is  valued  but  that  she  may  not  realize  how 
much  she  turns  the  subject  to  herself. 
Explain  that  "it  derails  conversations,  and 
people  have  started  avoiding  you  because 
they  feel  you  don't  listen."  You'll  need  to 
keep  your  contempt  in  check.  Otherwise, 
she  may  make  that  the  subject  of  your  talk, 
once  again  hijacking  the  discussion  to  meet 
her  needs. 

I  just  left  a  job  where  my  boss  constantly 
put  me  on  the  spot,  frequently  demanding, 
for  instance,  that  I  settle  disagreements 
between  him  and  someone  who  was  also  my 
superior.  What  should  I  have  done? 

-Anonymous,  Los  Angeles 


YOU'VE  ALREADY  taken  steps: 
You  left.  Others  stuck  in  this 
dynamic  might  begin  to  address 
it  by  asking  themselves  if  they 
are  subtly  offering  themselves 
up  as  pawns— as  a  way  of  feeling 
at  least  a  bit  important.  And  a 
boss  like  this?  Maybe  he  can't 
take  responsibility  for  difficult  or 
uncomfortable  encounters.  Mayb 
he  takes  sadistic  pleasure  in  a 
making  a  subordinate  squirm. 
Whatever  his  problem,  if  you 
get  into  this  situation  again,  try  appealing  ti 
your  superior's  ego  while  enlisting  his  guilt: 
"I  need  your  guidance.  I'm  in  an  awkward 
situation  here,  trying  to  mediate  between 
the  two  of  you.  How  would  you  advise  me 
to  handle  it?"  It's  a  long  shot,  but  if  your 
supervisor  has  enough  empathy  to  see 
the  problem  he's  created,  it  can  make  a 
difference.  If  not— well,  sometimes  we  have 
to  accept  the  unlikelihood  of  change  in 
someone  on  whom  we're  dependent.  And 
separate  from  them. 


Kerry  J.  Sulkowicz,  M.D.,a  psychoanalyst  and 
founder  of  the  Boswell  Group,  advises  executive, 
on  psychological  aspects  of  business.  Send  him 
questions  at  analyzethis@businessweek.com. 


QUESTION  OF  THE  WEEK 

What's  the  strangest  or  most  outrageous  tax  deduction  you've  encountered  as  a  tax  preparer? 


Lots  of  clients  with 
expensive  pets  or  big 
veterinarian  bills  ask  if 
they  can  list  their  pets 
as  dependents.  And  only 
some  of  them 
are  kidding. 

Mat  Tecosky.  Bush. 

Tecosky,  Carroll. 

Goodman.  Feldman, 

Huntingdon  Valley. 

Pa. 


A  woman  wanted  to 
know  if  she  could  deduct 
the  value  of  the  excess 
skin  she  had  removed 
after  losing  200  pounds. 
She'd  donated  that 
excess  to  a  skin 
bank. 

James  Weikart, 

Metis  Weikart  Tax 

Associates,  New  York 


Someone  tried  to  deduct 
his  house,  which  he'd 
given  away  to  his  local 
fire  department  to  burn 
up  in  a  training  exercise. 
He  couldn't— because 
the  value  of  his  property 
went  up  once  the  house 
was  gone. 

Steve  Bennett,  President  and  CEO, 
Intuit,  maker  of  TurboTax 
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"You  get  behind  the  wheel  of  this  car 
and  you  just  feel  like  a  king." 


TODD  MORICI  COLLECTS  AND  RACES  SOME  OF  THE  WORLDS  FINEST  AUTOMOBILES, 
BUT  CONSIDERS  THE  S-CLASS  EXPERIENCE  SOMETHING  UNIQUE. 


"It's  just  a  wonderful  car  to  drive.  For  a  vehicle  of  this 
size,  the  performance  and  handling 
are  outstanding.  And  the  technology 
is  really  second  to  none." 

He  owns  a  Black  2007  S550. 
His  car  is  equipped  with  some  of 
the  most  advanced  and  thoughtful 
innovations  on  the  road.  Yet  it  is 
not  merely  the  level  of  technology 
Todd  Morici  he  finds  so  impressive,   but  the 

fact  that  it  is  so  easy  to  use. 

"The  control  panel  is  as  functional  as  it  is  beautiful. 
I  can  adjust  the  radio,  change  the  cabin  temperature, 


turn  on  my  lumbar  massage,  even  dim  the  cabin  lighting 
with  a  couple  of  clicks.  Everything  is  completely  intuitive." 
The  car's  COMAND  technology  allows  him  to  navigate  his 
way  to  everything  from  one  location  which  is  thoughtfully 
placed  right  at  the  center  console. 

In  the  cabin,  fine  leathers  and  polished  woods  spread 
across  the  vast  and  spacious  interior  while  fiber-optic 
ambient  lighting  sources  provide  a  warm  and  comforting 
glow.  Outside  noise  is  kept  outside  through  specially 
insulated  doors  and  dual-pane  windows. 

Morici  concludes  his  review  with  a  smile:  "I'm  a  car 
guy.  The  more  you  know  about  cars,  the  more  you  want 
to  drive  this  one." 


THE  2007  S-CLASS.  Innovative  and  sophisticated  technology  that  is  intuitive  and  simple  to  use. 

■    Unlike  any  other.    — 


Mercedes-Benz 


odel  shown  S65  AMG. 


MBUSA.com 

For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBUSA.com. 
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Imagine...a  reverse  avatar 
of  Tiger  Woods  projected 
onto  a  student  golfer... 
[who]  strives  to  match  his 
movements  exactly...." 

-Alan  Dean  Foster 
Prescott,  Ariz. 


MORE  MIRACLES 
OF  MOTION  CAPTURE 

WHILE  I  ENJOYED  "The  mind-bending 
new  world  of  work"  (Cover  Story,  Apr. 
2),  it  made  no  mention  of  reverse  avatar 
(RA)  technology. 

With  RA,  instead  of  projecting  an  op- 
erator image  onto  a  computer-generat- 
ed figure  or  into  a  computer-generated 
setting,  the  RA  technology  projects  a 
semi-transparent  3D  image  onto  the 
operator. 

Imagine,  for  example,  having  a  reverse 
avatar  of  Tiger  Woods  projected  onto  a 
student  golfer.  As  Woods  swings  or  chips 
or  putts,  the  wearer  strives  to  match  his 
movements  exactly.  A  failed  swing  is 
indicated  by  an  alarm  and  accompanied 
by  instruction  from  the  integrated  pro- 
gramming on  how  to  correct  the  motion. 
When  the  swing  is  executed  correctly,  the 
program  lets  you  know  it. 

-Alan  Dean  Foster 
Prescott,  Ariz. 

YOUR  ARTICLE  is  right  on  the  mark. 
It  accurately  describes  the  way  gesture 
recognition,  via  video  cameras  and  gyro- 
scopes combined  with  cost-effective  com- 
puting power,  offers  a  natural  computer 


interface  that  empowers  and  engages  o 
whole  bodies  in  the  process. 

Your  story  correctly  points  o 
that  most  of  the  companies  that  cr 
ated  the  original  virtual  reality  (VT 
motion-tracking  technologies  "crashe 
and  burned,"  disappearing  witho 
fulfilling  the  early  hype.  One  clear  e 
ception,  however,  is  GestureTek,  whic 
was  founded  20  years  ago.  Our  solutioi 
require  no  special  gloves,  helmets,  i 
other  props. 

We  have  thousands  of  customer 
including  several  that  were  featured  1 
your  story  (Ford,  Intel,  Microsoft,  an 
Monster  Media),  and  we  continue 
lead  in  state-of-the-art  gesture-trackin 
technologies  and  patents. 

-Bill  Leckont 

Chief Executi' 

GestureTt 

Portola  Valley,  Cal 

RASPBERRIES  FOR 
MICROSOFT  SEARCH 

ONE  SYSTEMIC,  COMICAL  problem  wil 
Microsoft  Corp.  is  how  it  understates  i 
missteps  and  failures  and  talks  up  what 
wants  to  do  and  where  it  wants  to  go. 
In  "Where  is  Microsoft  search?"  (Nev 
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•  Bypass  distribution  centers. 
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Trade  Direct*  importing  is  simple. 


^  upc  W^'<+eW 


MW»"HMHM 


ReadersReport 


&  Insights,  Apr.  2),  a  spokesperson  says: 
"We  could  have  been  a  little  crisper."  Are 
you  kidding  me?  Split  pea  soup  is  crisper 
than  Microsoft's  execution.  The  company 
needs  to  understand  that  vaporware  and 
pulling  the  wool  over  people's  eyes  are 
relics  of  a  distant  Cold  War  era.  These 
days,  honesty  and  flawless  execution  are 
what  matters. 

-R.  Krishnan 
Toronto 

THE  STUMBLING  GOLIATH  continues 
to  trip  over  its  past  successes,  leaving 
agile  companies  such  as  Google  Inc.  and 
Yahoo!  Inc.  to  run  circles  around  it.  The 
irony  is  that  while  Microsoft  keeps  swing- 
ing at  the  swarming  armies,  Google  and 
other  rivals  are  barely  taking  notice. 

Microsoft's  slow  suffocation  is  less 
the  work  of  its  Spartan-like  competitors 
than  the  inevitable  result  of  the  com- 
pany's neglect  of  its  customers.  To  bor- 
row from  Ralph  Waldo  Emerson's  essay 
on  compensation:  Microsoft's  punish- 
ment is  a  fruit  that  unsuspected  ripens 
within  the  flower  of  the  pleasure  which 
concealed  it. 

-J.  Allan  Brown 
Pleasanton,  Calif. 


UNION  ORGANIZING  VIA 
CARD  CHECK  IS  NOTHING  NEW 

ALTHOUGH  I  WAS  stunned  at  the  biases 
and  exaggerations  rampant  in  "The  un- 
employment act"  (The  Welch  Way,  Mar. 
12),  I  finally  recognized  it  as  just  anoth- 
er management-side  diatribe.  (Union 
leaders  are  often  equally  bombastic.) 

BusinessWeek's  follow-up,  "Unions:  The 
great  divide"  (Feedback,  Apr.  2),  says  the 
Employee  Free  Choice  Act  "would  change 
the  rules  of  labor  elections  by  replacing 
the  secret  ballot  with  'card  check.' "  In  fact, 
card- check  certification  has  been  legal  for 
more  than  70  years,  along  with  elections, 
since  the  1935  passage  of  the  National 
Labor  Relations  Act.  Increasingly,  unions 
are  using  the  card-check  method  of  orga- 
nizing for  a  variety  of  reasons. 

Even  if  the  Employee  Free  Choice  Act 
does  not  become  law,  the  use  of  card 
check  will  continue  to  rise.  Employers 
have  become  so  proficient  at  defeating 
organizing  campaigns  ending  in  elec- 
tions that  unions  have  moved  increas- 
ingly to  card  check. 

-Joseph  C.  Ullman 

Emeritus  Professor 

University  of  South  Carolina 

Blythewood,  S.C. 


CORRECTIONS  &  CLARIFICATIONS 

In  "Hot  properties,  half  a  world  away" 
(Personal  Finance,  Apr.  16),  the  footnote 
in  the  table  showed  an  incorrect  share 
price  return  for  RMR  Asia  Pacific  Real 
Estate  Fund.  The  correct  figure  is  1.7%. 

"Groundbreakers  from  two  originals" 
(Executive  Life,  Apr.  16)  listed  the  wrong 
label  for  Neil  Young  Live  at  Massey  Hall 
1971.  It  was  released  by  Reprise  Records. 
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UNDERGRAD  B-SCHOOLS: 
WHAT  THE  RANKINGS  MISS 

BY  FOCUSING  ON  characteristics  su 
as  school  size  and  location  in  "The  bt 
undergrad  B-schools"  (Special  Repo  •■to 
Mar.  19),  BusinessWeek's  rankings  fail    dens 
measure  the  value  added  by  schools  th  \ 
are  smaller  and  off  the  beaten  path 

Senior  faculty  here  at  the  Unive 
sity  of  Tennessee,  for  example,  speit  at  lac 
most  of  their  time  teaching  and  men  t 
toring  undergraduate  students.  In  aoisesl 
demic  circles,  institutions  such  as  oufteeiii 
are  referred  to  as  "teaching  schools 
Faculty  at  "research  schools,"  in  contra, 
spend  more  of  their  time  working  wr 
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D  students  and  keeping  up  their  own 
blishing  schedules.  At  many  of  your 
iked  schools,  faculty-student  ratios 
supplemented  by  assigning  doctoral 
ndidates  and  junior  lecturers  to  teach 
dergraduates. 

Also,  while  your  analysis  makes  some 
justments,  the  starting  salaries  report- 
in  your  table  favor  institutions  whose 
iduates  work  in  high-cost-of-living 
aas.  With  respect  to  recruiting,  your 
iders  should  know  that  the  market  for 
alified  B-school  graduates  is  as  strong 
Main  Street  as  it  is  on  Wall  Street. 
SAT  and  ACT  scores  measure  students' 
jficiency  upon  admission,  but  they  do 
t  indicate  the  educational  effectiveness 
an  institution.  In  fact,  colleges  with 
l)derate  acceptance  scores  bring  more 
.dents  further  up  the  curve  than  schools 
~h  more  restrictive  admission  policies. 
Next  year  you  might  ask  the  faculties 
your  top-ranked  undergrad  B-schools 
liat  factors  are  most  important  in  their 
hi  promotion,  tenure,  and  merit  pre- 
sses. You  may  find  their  answers  to  be 
lite  educational. 

-Thomas  H.  Payne 

University  of  Tennessee 

Martin,  Tenn. 


PLENTY  OF  BUSINESSMEN, 
BUT  ONLY  ONE  THOMAS  EDISON 

AFTER  READING  YOUR  review  of  The 
Wizard  ofMenlo  Park  ("Invention  deficit 
disorder,"  Books,  Apr.  2),  I  was  left  feel- 
ing that  the  reviewer  doesn't  understand 
the  appropriate  (and  limited)  role  of  an 
inventor  in  the  business  world.  As  an  in- 
ventor, I  don't  buy  the  attempt  to  belittle 
Thomas  Edison's  achievements. 

To  conclude  that  Edison  was  not  all 
that  successful  because  he  died  without 
being  "fabulously  wealthy"  misses  the 
point:  Inventors  are  not  due  anywhere 
near  all  the  credit  for  and  profits  from 
their  creations.  And  are  we  to  assume  that 
all  attempts  in  life  are  failures  if  the  cre- 
ative person  doesn't  die  wealthy?  Even  if 
wealth  is  the  key  measure,  Edison's  estate 
valuation  of  "only"  $1.5  million  was  an 
enormous  fortune  in  the  early  1930s. 

The  reviewer  also  criticizes  Edison  for 
repeatedly  refocusing  from  one  invention 
to  another.  Would  he  have  had  him  focus 
on  only  his  first,  trying  to  wring  every 
dollar  out  of  it  and  preventing  other  in- 
ventors from  standing  on  his  shoulders 
and  improving  on  his  work? 

This  inventor  vs.  businessman  conflict 
is  an  apples-to-bananas  comparison.  It 


isn't  that  they  compete,  as  they  both  need 
each  other.  The  inventor  provides  the 
idea,  and  the  business  enterprise  mar- 
shals the  many  aspects  needed  to  extend 
the  idea's  reach. 

Edison  was  a  genius  and  a  visionary, 
if  not  a  topflight  businessman.  So  what  if 
he  sought  and  received  a  lot  of  publicity? 
He  deserved  it. 

-G.  Gregoire 
San  Diego 
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It  is  one  in  every  eight  patents  and  $24  billion 
invested  in  research  each  year.  It  is  chemistry. 


Tech&You 

BY  STEPHEN  H.  WILDSTROM 


Harnessing  Social  Networks 

Just  when  you  thought  you  and  your  business  were  getting  the  Web  down  | 
cold,  social  networking  has  come  along  to  confuse  matters.  After  a  decade) 
of  exposure  to  the  Internet,  mom-and-pop  businesses  and  international 
giants  alike  have  learned  to  make  effective  use  of  the  Web.  Now  they  nee( 
to  figure  out  new  strategies  as  the  Web  morphs  from  a  mainly  one-way 


method  of  communicating  with  customers 
to  a  free-for-all  of  user-created  content. 

Many  of  the  companies  reaching  out 
to  the  teens  and  twentysomethings  who 
populate  MySpace  have  built  their  pages 
on  that  service,  owned  by  News  Corp.  The 
page  for  American  Eagle  Outfitters,  for 
example,  is  mostly  an  ad  for  the  youth- 
oriented  clothing  chain,  but  it  also  features 
discussion  forums  that  cover  topics  from 
fashion  to  store  employment.  The  company 
has  36,000  MySpace  "friends."  Some 
businesses  also  post  videos  on  YouTube; 
Hewlett-Packard  is  sponsoring  a  contest  for 
the  best  video  featuring  an  HP  calculator. 

One  of  the  odder  places  attracting 
business  interest  is  Linden  Labs'  Second 
Life,  a  virtual  world  where  avatars— 3D 
cartoon  representations  of  players— live, 
love,  and  try  to  get  rich.  IBM  has  built  a  replica  of  its  Almaden 
Research  Center  in  Second  Life,  and  Coldwell  Banker  has 
opened  a  virtual  office  to  sell  virtual  real  estate.  But  for 
all  the  buzz,  it's  not  clear  to  me  that  Second  Life  is  much 
of  a  business  investment.  Linden  Labs  claims  5.2  million 
"residents,"  but  only  1.6  million  have  logged  on  in  the  past 
two  months,  and  there  are  generally  fewer  than  50,000 
around  at  any  one  time. 

A  STARTUP  CALLED  NING,  backed  by  former  Netscape 
Communications  honcho  Marc  Andreessen,  may  be  a  better 
bet  for  small-to-midsize  businesses  that  want  to  get  into  the 
social-networking  game  without  making  a  huge  commitment 
of  either  time  or  money.  Ning  is  a  hosting  service  and  a  set  of 
tools  that  let  any  individual  or  organization— a  soccer  team,  a 
church  choir,  or  a  business— create  its  own  social  network. 

Using  Ning  to  set  up  your  network  requires  a  bit  of  skill: 
It's  much  like  creating  a  Web  page.  But  once  you're  up,  adding 
videos  or  a  photo  gallery  to  the  design  is  simple.  And  Ning 
offers  all  the  standard  tools  of  the  social-networking  trade: 
discussion  forums,  blogs,  and  lists  of  "popular  members." 

A  basic  Ning  account  is  free,  but  "free"  comes  with  some 
features  you  may  not  want  and  will  have  to  pay  to  get  rid 

20  I  BusinessWeek  I  April  23,  2007 


.  g         of.  The  most  significant  is  that  Ning 
*  /  runs  ads  by  Google  down  the  right  side 

of  the  page.  You  not  only  get  no  revenue 
from  the  ads  being  run  on  your  site  but 
also  risk  the  chance  that  the  text  spots, 
linked  thematically  by  Google  magic  to 
the  content  on  the  page,  might  contain 
something  you'll  consider  offensive— or 
even  promote  a  competitor's  business. 
For  $19.95  a  month  you  can  replace 
Ning's  ads  with  your  own  ad  service  or 
lose  the  ads  altogether.  Another  $4.95  a 
month  lets  you  change  the  address  of  thei 
network  from  "mybusiness.ning.com"  toJ 
"mybusiness.com."  And  $795  a  month 
more  removes  a  link  that  lets  members 
of  your  networks  create  networks  of  their 
own,  which  could  include  an  "I  hate  youi 
business"  network. 
A.  IICW^  Taking  the  plunge  into  social 

networking  raises  challenges 
for  any  business.  When  you  let 
customers  or  prospective  custome 
participate,  you  have  to  pay  close 
p*pj-  attention  to  what  they're  saying. 

You  are  going  to  get  negative  and 
sometimes  ugly  comments  (BW— 
Apr.  16),  but  you  have  to  accept  th 
as  part  of  the  culture  of  the  Web. 

The  upside  is  that  building 
a  social  network  around  your 
business  can  not  only  give  you  a 
richer  way  to  communicate  with  customers  but  also  a  golde: 
opportunity  to  learn  what  they're  thinking.  That  can  make  i 
well  worth  the  effort.  ■ 

E-mail:  tech&you@businessweek.cc 
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EXCELLENCE  IS  THE  BEST  INVESTMENT.       emc 


Associating  your  corporation  with  Titleist,  the  #1  ball  in  golf,  makes  a  strong  statement  about 
your  commitment  to  excellence,  on  and  off  the  course.  That's  always  a  smart  investment. 
You  can  choose  from  five  Titleist  golf  ball  models:  new  Pro  VI?  new  Pro  Vlx™  NXT*  Tour, 

I*and  DT*  SoLo.  Titleist  provides  the  sophisticated  color  reproduction, 

I  sative  capabilities  and  highest  quality  standards  that  your  brand 

serves.  For  information  about  Titleist  logoed  golf  balls  and  custom 

ckaging,  contact  your  local  golf  shop  or  visit  titleist.com/customball.     3^= 
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BY  JON  FINE 


These  Are  Troubled  Times 

A  good  newspaper  provokes  a  terrible,  swooning  sentimentality  among 
journalists:  Those  gorgeous  expanses  of  words  and  pictures!  That  miraclj 
realized  on  a  daily  basis!  And  none  does  so  more  than  The  New  York  Time] 
Despite  massive,  well-annotated  recent  failures  (greetings,  Jayson  Blair 
and  Judith  Miller)  it  remains,  deservedly,  the  planet's  most  significant 


print  property.  But  its  parent's  stock  is  a 
loser  even  by  the  sluggardly  standards 
of  its  industry  peers,  and  it's  undergoing 
a  sustained  attack  from  Morgan  Stanley 
portfolio  manager  Hassan  Elmasry.  He's 
taking  aim  at  the  two-tiered,  family- 
controlled  stock  structure  and  the 
management  of  Chairman  Arthur  Ochs 
Sulzberger  Jr.  and  Chief  Executive  Janet 
Robinson  (not  necessarily  in  that  order). 
T.  Rowe  Price  Group,  which  owns  about 
15%  of  the  common  stock,  is  expressing 
displeasure  as  well.  Investors  holding 
around  30%  of  the  common  stock  withheld 
directors'  votes  at  last  year's  annual 
meeting.  Advisory  groups  Institutional 
Shareholder  Services  and  Glass,  Lewis  recommend 
shareholders  do  the  same  at  this  year's  meeting  on  Apr.  24. 

But  no  Thrilla-in-Manila  showdown  looms.  The  company 
is  controlled  by  a  trust  that  was  set  up,  the  proxy  states,  "to 
maintain  the  editorial  independence  and  integrity  of  The  New 
York  Times."  The  votes  of  six  of  its  eight  trustees,  all  of  whom 
are  family,  are  needed  to  change  the  trust.  Former  Times 
Co.  executives  find  that  prospect  comical,  and  no  dissidents 
within  the  tight-knit  and  -lipped  family  have  surfaced. 

TO  PUT  THIS  IN  PERSPECTIVE:  In  the  '90s,  a  disgrunded  faction 
did  arise  within  the  Bancroft  family,  whose  shares  control 
Dow  Jones  &  Co.  For  those  of  you  keeping  score  at  home,  Dow 
Jones  was  never  sold.  It  was  years  before  its  top  management 
changed.  And  no  shareholder  bought  Times  Co.  stock  without 
knowing  exactiy  what  kind  of  company  it  was. 

The  Times  Co.,  which  last  year  posted  operating  margins 
of  about  15%,  has  not  been  a  great  business  lately.  But— hey! 
That's  an  improvement  over  the  barely  profitable  stretches 
of  its  past.  (You  can  easily  interpret  the  company's  history 
as  a  triumph  of  product  quality— with  all  its  costs— over 
management.)  Unlike  past  agitators,  Elmasry  recognizes 
that  merely  screaming  about  stock  structure  won't  change 
a  family's  mind.  This  is  why,  at  a  February  board  meeting 
to  which  he  was  invited  to  air  his  gripes,  he  artfully  pitched 
family  members  on  how  breaking  up  the  Times'  dual-class 


stock  would  better  protect  the  crown  je\| 
of  the  Times  itself.  (This  logic  is  lost  on 
me,  but  points  to  him  for  trying.)  He's  a 
impatient  with  the  shrug-shoulders  exo 
that  because  newspapers  are  mature 
challenged  their  stocks  have  tanked.  Hi 
presentation  cited  at  least  one  company) 
in  another  stagnant,  long-in-the-tooth  i 
business— retailing— that  has  prosperei 
relative  to  its  peers. 

This  is  a  smart  point,  but  it  may  noi) 
be  applicable.  The  New  York  Times 
which  last  year  generated  63%  of 
company  revenue— does  not,  like  othei 
newspapers,  sell  access  to  a  defined 
geographic  market.  It  sells 
access  to  a  national  elite.  Its 
claim  to  that  audience— how 
to  say  this  without  sounding 
like  a  sob  sister  for  capital-J 
journalism?— is  based  on  the 
distinctiveness  of  the  Times, 
with  all  its  premium-brand  bd 
fides.  Should  a  way  to  make  r<" 
money  off  top-shelf  Web  cont 
^^^^^^^™  arise,  the  Times  is  uniquely 

positioned  to  do  so,  assuming 
the  franchise  stays  strong. 

As  for  whether  market  forees  ever  enhanced,  or  even 
recognized,  the  value  of  a  premium  print  product— well 
that's  crazy  talk.  There  was  a  hard-drinking  Southerner  lai 
century  who  liked  to  write.  For  years  market  forces  told  hii 
his  work  was  unsalable.  Had  he  listened  to  the  market,  he' 
have  quit.  For  whatever  reason,  he  didn't.  The  sentimental 
response  is  to  be  glad  William  Faulkner  kept  at  it.  The  cole 
calculated  response  is:  If  William  Faulkner  Inc.  had  sold 
shares  in  the  lean  years,  today  you'd  be  really,  really  happy 
you  bought  in.  ■ 
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But  is  the 
paper's  stock 
structure  in 
danger?  In  a 
word:  No 
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MARK  SEIDEL'S   STORY 

"Ohio  is  fantastic 
for  our  aerospace 
business.  And  it's 
perfect  for  me." 

Mark  Seidel,  General  Manager 
Parker  GasTurbine  Fuel 

Systems  Division 
Parker  Hannifin  Corporation 

In  his  25  years  with  the 
company,  Mark  Seidel 
has  managed  three  separate 
aerospace  companies  for 
Parker  Hannifin.  All  three  are 
headquartered  in  Ohio,  which 
says  a  great  deal  about  the 
strength  of  the  state's  aero- 
space industry.  And  about  how 
Mark  enjoys  living  in  Ohio. 

Currently  General  Manager 
of  Parker  GasTurbine  Fuel 
Systems  Division,  Mark 
works  with  aircraft  engine 
manufacturers  and  airframe 
integrators  around  the  world. 
Yet  he's  able  to  find  all  the 
necessary  skills  and  supply 
chain  elements  he  needs 
through  nearly  800  quality 
suppliers  right  here  in  Ohio. 

From  outstanding  engineers 
to  skilled  technicians,  Mark 
also  finds  the  top  talent 
he  needs,  trained  at  Ohio's 
excellent  universities,  colleges 
and  technical  schools.  It  all 
contributes  to  an  extremely 
healthy  business  environment 
for  Ohio  aerospace  companies. 

On  the  personal  side,  Ohio's 
diversity  of  people  and  places 
allows  Mark  to  move  from 
work  to  vibrant  city  nightlife 
to  pristine,  rural  scenery  to  the 
quiet  residential  neighborhood 
he  calls  home,  all  within  a 
short  drive.  And  as  an  avid 
golfer  and  fisherman,  Mark 
couldn't  be  happier  with 
Ohio's  world-class  golf 
courses  and  abundant  fishing 
opportunities. 

For  career  and  for  life, 
Ohio  gives  Mark  Seidel  the 
balance  he  needs  to  succeed. 
Find  your  balance  at 
OhioMeansBusiness.com. 
Or  caU  1-877-466-4551. 


Ohio 

Build  Your  Business.  Love  Your  Life. 
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3  Italy,  the  Hutchinson  mobile  company, 
always  chooses  the  best. 

To  build  the  DVB-H  Network, 
broadcast  the  mobile  television  signal, 
manage  and  control  the  DVB-H  system 
and  continuously  improve  DVB-H  performance, 
3  Italy  relies  on  RRD  service  &  solutions 
for  mobile  TV 

now  serves: 

-  3  Italy  with  a  multi  years  agreement  for 
playout  and  broadcast  services 

-  Hiwire  USA  trial  in  Las  Vegas 
for  the  entire  DVB-H  platform. 

Visit  us  at:     ww.r 
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JAMES  C.  COOPER 


Tie  Job  Markets 
ace  a  Stress  Test 

hey  pass,  consumer  spending-and  the  economy-will  stay  healthy 
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U.S.  ECONOMY 


After  nearly  $Vi  years  of  steady  growth,  the  U.S. 
onomy  is  entering  a  delicate  phase.  So  far,  overall  growth  has 
»wed  substantially  without  much  impact  on  job  growth.  Indeed, 
arch  payrolls  posted  a  strong  gain  of  180,000  jobs,  and  the 
lemployment  rate  dipped  to  4.4%,  matching  the  low  point  so  far  in 

business  cycle,  touched  in  October  of  last  year.  to  have  risen  some  nine  times  faster.  The  combination 

next  few  months,  however,  could  be  tricky.  What's  is  squeezing  both  profit  margins  and  earnings  growth, 

:ake?  Consumer  spending,  which  has  been  the  a  situation  that  will  make  it  increasingly  difficult  for 

lomy's  primary  support  over  the  past  year.  companies  to  add  workers  if  demand  continues  to  ebb. 

onsumers  have  been  of  paramount  importance  to  Managers  already  have  become  more  reticent  about 

economy's  recent  growth,  and  jobs  and  incomes  have  hiring,  according  to  the  Conference  Board's  first-quarter 

ed  the  starring  role  in  boosting  household  spending.  Chief  Executives'  Confidence  Measure.  About  42%  of  the 

:  year  consumer  outlays  accounted  for  more  than  execs  anticipate  more  hiring  in  their  industry,  down  from 

thirds  of  the  growth  in  real  gross  domestic  product.  46%  a  year  ago,  while  the  proportion  who  expect  fewer 

le  second  half  they  contributed  essentially  all  of  it—  jobs  rose  to  32%,  from  24%.  The  overall  index  of  CEO 

is  and  losses  in  other  sectors  balanced  out  to  about  confidence  rose  slightly,  but  the  board's  Lynn  Franco  says 

Much  the  same  influence  will  be  evident  when  the  the  uptick  reflects  "a  decline  in  the  number  of  pessimists, 

jrnment  reports  its  first  estimate  of  GDP  growth  for  not  an  increase  in  the  number  of  optimists." 
first  quarter  of  2007  on  Apr.  27. 

)b  growth  has  already  slowed,  but  not  enough  THE  MARCH  JOBS  DATA  most  likely  exaggerated  the 

ing  alarm  bells.  In  the  first  three  months  of  2007  labor  market's  strength  last  month.  The  weather,  which 

ithly  payroll  gains  averaged  152,000,  down  from  was  unusually  harsh 

,000  per  month  during  2006.  The  pace  so  far  this  HOURSCWORKED  'N                    in  February  and  more 

f  is  still  above  the  100,000  to  125,000  per  month  pERCENT  CHANQE  ER0M  pREV|0US           normal  in  March  clearly 

it  economists  believe  is  sufficient  to  keep  the  quarter,  annual  rate                      affected  the  numbers, 

mployment  rate  edging  lower.  And  household  income  aggregate  weekly  hours*             The  Labor  Dept.'s  tally 

i  wages  and  salaries  appears  to  have  grown  by  close  3  X.  _                                 of  workers  who  said  they 

%  from  the  previous  quarter,  measured  at  an  annual  were  not  at  work  because 

which  would  imply  a  rise  ofabout  4.5%  from  a  year  2  I                 ~~_—               of  bad  weather  posted  an 

That's  much  faster  than  inflation.  jl              tm  J                      uncommonly  steep  rise 

>ver  the  next  several  months  the  labor  markets  will  compared  with  a  typical 

ncreasingly  vulnerable.  Despite  the  resilience  of  0  JRJH_JLjM_JL          February,  followed  by 

sumers,  overall  demand  in  the  economy  has  slowed,  -jobTtimesworkweek  'V     '  °?           an  exceptionally  large 

job  growth  can  often  lag  behind  such  shifts.  Given  Data:  Labor  Dept..  Global  insight  inc.              decline  in  March, 

many  businesses  still  find  it  difficult  to  recruit  highly  For  example,  the 

ed  workers,  they  appear  hesitant  to  cut  payrolls  payroll  data  say  construction  industries  added  56,000 

1  the  depth  and  duration  of  the  demand  lull  becomes  workers  in  March  after  shedding  61,000  in  February.  The 

rer.  The  longer  the  slowdown  persists,  the  greater  the  truth  is  somewhere  in  the  middle  of  those  two  extremes: 

ice  that  job  growth  will  slow  further.  Over  the  six  months  prior  to  February,  monthly  gains  in 

construction  payrolls  averaged  3,000  workers. 

ITS  PARTICULARLY  TRUE  now  that  productivity  A  top  concern  for  the  coming  months  is  that  the 

Nth  is  slowing  sharply  and  tight  job  markets  are  big  job  losses  expected  in  homebuilding  have  not  yet 

ing  up  labor  costs.  Based  on  the  expectation  for  shown  up  in  the  Labor  Dept.'s  data.  That  could  change 

-quarter  economic  growth  ofabout  2%  and  the  1.5%  dramatically  during  the  spring  and  summer  building 

in  hours  worked  (chart),  productivity  last  quarter  season.  Labor's  payroll  data  are  seasonally  adjusted, 

ggled  to  grow  1%  or  less.  That  tepid  showing  was  which  means  expected  warm-weather  increases  in  hiring 

i  quarter  when  workers'  pay  and  benefits  appear  are  adjusted  downward  to  get  a  better  picture  of  the 
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underlying  trend.  If  hiring  in  coming  months  fails  to 
match  the  usual  expectations,  which  seems  probable,  the 
seasonally  adjusted  data  could  register  very  large  losses. 

The  surprisingly  steep  drop  in  new-home  sales 
through  February,  including  large  downward  revisions 
to  the  sales  levels  of  recent  months,  implies  a  larger 
inventory  of  unsold  new  homes  than  earlier  data  had 
indicated.  As  a  result,  the  ongoing  declines  in  housing 
starts  and  overall  residential  construction  will  most  likely 
turn  out  to  be  deeper  and  more  protracted,  with  declines 
extending  through  spring  and  into  summer. 

It's  not  just  inventories  of  new  homes  that  are 
weighing  on  the  labor  markets.  Falling  demand  for  a 
broad  range  of  items,  from  home-related  consumer 
goods  to  construction  equipment  to  building  supplies, 
have  caused  backups  in  stockpiles  at  many  businesses, 
which  continue  to  depress  output  and  hiring  in 
manufacturing.  Factory  payrolls  fell  by  16,000  workers  in 
March,  about  the  same  monthly  pace  of  losses  averaged 
since  last  summer. 

THE  GOOD  NEWS  from  the  job  markets  is  that,  at 
least  so  far,  hiring  weakness  has  not  spread  in  any  big 
way  to  areas  outside  of  residential  construction  and 
manufacturing.  In  fact,  construction  employment  apart 
from  homebuilding  is  actually  growing.  Over  the  past 
year,  jobs  in  residential  building  have  fallen  by  125,000, 
while  other  construction  payrolls  at  business  and  heavy- 
engineering  sites  have  increased  by  146,000. 

The  area  of  greatest  resilience  in  the  labor  market 
right  now  is  the  service  sector,  which  accounts  for 


WHERE  JOB  GROWTH  IS 
HOLDING  UP  WELL 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


84%  of  all  payrolls.  Over  the  past  year,  job  growth  in 
services  has  slowed,  but  not  as  sharply  as  overall  payil 
(chart).  What  slowdown  there  is  has  been  concentrati) 
in  business  services,  such  as  legal,  computer,  and 
management  consulting,  along  with  financial  service: 
Ground  transportation  has  also  slowed,  along  with 

warehousing.  Elsewh  j 
buoyant  growth  in 
information  services,  | 
health  care,  leisure, 
hospitality,  and  retail  | 
trade  has  provided 
some  offset. 

Unless  the  weakne  I 
in  housing  and 
manufacturing  spreal 
more  pervasively  thrc 
the  service-sector  job  J 
markets,  consumer 
spending  should  rem  | 
buoyant,  and  the  overall  economy  will  be  in  a  good 
position  for  a  pickup  in  growth  in  the  second  half. 

On  that  front,  one  key  trend  engenders  optimism. 
At  a  similar  point  in  the  mid-1990s,  when  the  Federal  I 
Reserve  Board  had  stopped  tightening  monetary  polii  | 
in  February,  1995,  after  lifting  its  target  rate  from  3% 
to  6%,  service-sector  job  growth  had  already  fallen  of  tl 
sharply.  The  current  pattern  suggests  that  Fed  rate  hilJ 
this  time  from  1%  to  5.25%,  have  not  been  so  constricJ 
as  to  hammer  overall  employment.  However,  the  next] 
months  should  tell  the  tale.  ■ 
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BUDGET  GAP 


Strong  Tax  Revenues  Slow  the  Red  Ink 


THE  FEDERAL  DEFICIT  is  defying 

expectations  yet  again.  Tax  revenues 
are  growing  at  a  stronger  pace  than 
many  expected,  and  it  now  appears  a 
slowdown  in  receipts  will  be  gradual. 
That  bodes  well  for  the  budget 
outlook. 

Halfway  through  fiscal  year  2007, 
the  federal  budget  deficit  stands  at 
$258.4  billion,  nearly  $45  billion 
below  the  total 
through  March  of  last 
year.  Budget  shortfalls 
are  getting  smaller 
because  tax  receipts 
remain  quite  strong. 
Through  March, 
overall  revenues  are 
up  8%  compared  with 
the  same  six-month 
period  in  the  last 
fiscal  year. 

The  strong  growth 
in  tax  receipts 


HOUSEHOLDS  ARE  HELPING 
TO  LOWER  THE  DEFICIT 

PERCENT  CHANGE  FROM  A  YEAR  AGO, 
12-MONTH  MOVING  AVERAGE 


witnessed  in  the  past  few  years  is 
unusual.  Tax  revenues  haven't  grown 
more  than  8%  for  three  straight  years 
since  a  stretch  in  the  late  1970s  to  the 
early  1980s.  In  the  long  run,  receipts 
grow  at  about  the  same  pace  as  the 
overall  economy.  Right  now,  however, 
the  data  don't  suggest  any  such 
convergence  will  occur  soon,  says 
Lehman  Brothers  senior  economist 
Drew  Matus. 

The  surprising 
gusher  of  revenues 
suggests  that  "tax 
rates  haven't  fallen 
as  much  as  people 
believe,"  says  Matus. 
One  culprit  is  the 
Alternative  Minimum 
Tax  (AMT).  Even 
though  income  tax 
rates  were  lowered 
earlier  in  this  decade, 
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Data:  Treasury  Dept.,  Global  Insight  Inc.  ^  AMT  appears 
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to  have  recaptured  some  of  those 
potentially  lost  revenues  despite 
yearly  stopgap  legislation  to  limit 
its  bite.  What's  more,  the  AMT  is 
capturing  more  taxpayers  as  incoi 
rise,  which  ends  up  raising  the  ov* 
tax  rate  for  American  households. 

A  tighter  labor  market  is  also 
putting  more  money  in  Washingtc 
coffers.  More  jobs  and  larger  wage) 
gains,  mean  more  tax  revenue.  As 
long  as  the  labor  markets  hold 
up,  growing  household  receipts 
should  help  to  offset  any  declines 
corporate  tax  revenues  from  rising 
costs  and  softer  profits. 

Matus  expects  a  continuing 
strength  in  receipts  to  help  keep 
budget  deficits  close  to  $200  billic 
through  2009.  And  with  mounting 
pressure  to  reduce  the  country's 
military  presence  in  Iraq,  even 
smaller  deficits  may  be  possible.  I 
-By  James  Meh, 
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li  Through  the  fog 
and  the  hail  I  came. 

Expecting  wisdom, 
experience  and 
a  large  range  of 
ng-tefm  fund  option: 


ist  performance  is  not  a  guarantee  of  future  results.  Please  consider  the  investment  objectives,  risks,  charges 
id  expenses  of  the  fund  carefully  before  investing.  The  prospectus  contains  this  and  other  information 
>out  the  fund.  To  obtain  a  prospectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com 
ease  read  the  prospectus  carefully  before  investing.  ©  2006  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06  (B) 
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A  TRADE  SPAT  HEATS  UP 

For  years,  Washington  has  been  pounding  the  table  to  get  Beijing  to  clamp 
down  on  piracy  and  counterfeiting.  Now  the  Bush  Administration  has  decided  that 
jawboning  just  isn't  enough.  On  Apr.  10  it  escalated  the  fight  by  filing  a  pair  of  formal 
complaints  with  the  World  Trade  Organization.  The  next  day,  China  said  the  move  will 
have  "an  unfavorable  impact  on  bilateral  trade." 

Congress  has  been  badgering  the  White  House  to  take  steps  to  narrow  America's 
trade  deficit  with  China,  which  swelled  to  $233  billion  last  year.  U.S.  film  studios, 
record  companies,  and  book  publishers  have  long  griped  that  Chinese  piracy  translates 
into  billions  in  lost  sales  (photo,  counterfeit  DVDs  in  Beijing).  They  also  chafe  at  the 
mainland's  market  access  restrictions,  an  issue  addressed  in  one  of  the  complaints.  If 
Beijing  and  Washington  don't  hammer  out  their  differences  within  the  WTO-mandated 
60-day  consultation  period,  the  U.S.  may  ask  a  WTO  arbitration  panel  to  weigh  in. 
lUiiiKi*  "U.S.  takes  piracy  pushback  to  WTO,"  www.businessweek.com/go/tbw 


Buffett  Hops  a  Train 

All  aboard!  Warren  Buffett 's 
Berkshire  Hathaway  said  in 
an  Apr.  6  filing  that  it's  now 
the  biggest  shareholder  of 
Burlington  Northern  Santa  Fe, 
with  a  10.9%  stake  worth 
more  than  $3  billion,  and 
has  bought  stakes  in  two 
other  undisclosed  lines. 
Railroads  have  delivered  nine 
consecutive  years  of  record 
freight  shipments.  BN's  shares 
hit  an  all-time  high  of  93.22  on 


Apr.  9,  up  80%  in  two  years. 
EHHH*  "Buffers  pricey 
railroad  ride," 
www.bnsinessweek.com/go/tbw 


Economic  Anxiety 

Americans  don't  seem  overly 
impressed  by  the  health  of  the 
economy.  Sure,  the  government 
said  on  Apr.  6  that  the  U.S. 
created  180,000  jobs  in  March, 
leaving  the  unemployment  rate 
at  just  4.4%.  But  a  Bloomberg/ 


Los  Angeles  Times  poll  taken 
on  Apr.  5-9  found  that  60%  of 
Americans  think  it's  very  or 
somewhat  likely  there  will  be 
a  recession  in  the  next  year. 
Maybe  it's  those  gas  prices. 
EMS*  "The  economy:  Why  so 
gloomy?" 
www.businessweek.com/go/tbw 


Citi  Wields  the  Ax 

Citigroup  on  Apr.  11  took  the 
wraps  off  a  cost-cutting  plan 


aimed  at  the  bank's  bloated 
expenses,  which  grew  at 
twice  the  rate  of  revenues  Is 
year.  Three  months  in  the 
making,  the  plan  calls  for  a 
5%  reduction  of  the  bank's 
327,000-person  workforce. 
It  will  streamline  layers  of 
management  and  shift  som 
jobs  overseas.  The  first  pink 
slips  go  out  this  week. 
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NASDAQ's  New  Flame": 

Rebuffed  by  the  London  Stocl  Stree 
Exchange,  NASDAQ  CEO  Robe*  nit 
Greifeld  is  looking  to  hook  uf 
with  the  Philadelphia  Stock 
Exchange,  said  The  Wall  Stree 
Journal  on  Apr.  11.  Philly,  thi  sse 
ranked  among  the  nation's  s< 
options  bourses,  would  instal  §Cu 
put  Greifeld  within  a  couple  i 
points  of  his  goal  of  taking  a 
20%  share  of  the  exploding 
options  market  by  2009  or  sufeat 
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Biotech  Brouhaha  i  iperb 

Amgen,  the  biggest  biotech,  J  k:o 
said  on  Apr.  11  that  CFO  Richf  fci 
Nanula  was  leaving  "to  pursw  Ion 
other  opportunities."  This      bo 
comes  six  weeks  after  the     ■  apea 
company  acknowledged  it      ion/ 
was  cooperating  with  an  SEC 
investigation  into  its  delayei 
disclosure  of  a  Danish  stud)    | 
on  its  Aranesp  anemia  remee)  ^m 
Amgen  stock  has  swooned  1 ,  m ,., 
since  October,  largely  becaul)  ^ 
of  safety  questions  surrounc    .., 
Aranesp  and  its  other  anem: .  j , 
drug,  Epogen.  Nanula  did  no  j  ^ 
return  calls. 
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Kerkorian  Non  Grata 

DaimlerChrysler  officials  met 
with  private  equity  bidders  1 1  ^ 
Chrysler  Group  on  Apr.  11  anc    j 
12,  but  Kirk  Kerkorian's  Tracini*  . 

wasn't  among  them  despite 
publicly  offering  $4.5  billior 
Kerkorian,  who  once  sat  on 
Chrysler's  board,  soured  his 
relationship  with  the  carma] 
when  he  sued  DaimlerChrys  j  . 
and  lost.  He  claimed  the 
Germans  misrepresented  th 
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uisition  of  Chrysler  as  a 
;rger  of  equals."  Daimler 
its  at  least  $7  billion  for 
ysler  despite  paying  nearly 
i  billion  for  it  in  1998. 
BG^  See  "Buyer  beware  at 
ysler,"  page  34 


put  three  top  executives  in 
its  Student  Loan  Express  unit 
on  paid  leave,  and  that  Johns 
Hopkins  University  did  the  same 
to  its  financial  aid  director. 


Igest  Buyout  Ever? 

new  twist  on  LBOs,  a 
adian  pension  fund  is 
ang  to  form  a  consortium 
:  would  mount  a  $45  billion 
for  BCE,  the  parent  of  Bell 
ada,  according  to  The  New 
k  Times  on  Apr.  10.  If  the 
Teachers'  Pension  Plan 
:eeds,  the  deal  could  be 
largest  buyout  in  history. 
not  clear  whether  private 
ity  firms  will  join  in,  but 
J  Street  has  signaled  its 
roval  by  bumping  up  BCE 
±7.5%. 


liege  Loan  Scandal 
V  York  Attorney  General 
drew  Cuomo  continued  to 
b  headlines  worthy  of 
predecessor,  Eliot  Spitzer, 
allout  spread  from  the 
estigation  into  kickbacks 
n  student  loan  providers. 
)mo,  who  began  looking 
o  perks  given  by  commercial 
ders  to  university  financial 
officers  last  November, 
il  on  Apr.  11  he'd  turned 
far  more  such  deals  than 
expected.  That  followed 
vs  on  Apr.  9  that  CIT  Group 


Pouncing  on  Puma 

German  sportswear  maker 
Puma,  known  for  its  leaping- 
cat  logo,  could  land  in  the 
closet  of  French  group  PPR, 
the  owner  of  Gucci  and  other 
luxury  brands.  PPR  bid  $7.1 
billion  for  Puma  on  Apr.  10 
after  buying  27%  from  its 
two  biggest  shareholders. 
Puma's  board  supports  a  full 
takeover,  and  the  deal  could  be 
wrapped  up  by  summer.  Sports 
shoes  and  $5,000  handbags 
might  seem  an  odd  match, 
but  Puma's  cool  styling  is  a 
hit  with  the  young  and  hip— a 
crowd  PPR  longs  to  court. 
l!EilKL»  "Luxury  giant  aims  to 
take  Puma  higher," 
www.businessweek.com/go/tbw 


Baby  Food  Behemoth 

On  Apr.  11,  The  Wall  Street 
Journal  reported  that  Nestle 
was  expected  to  announce 
a  $5  billion  deal  to  buy  the 
Gerber  unit  from  fellow  Swiss 
company  Novartis.  Nestle  has 
long  drooled  over  Gerber, 
which  would  give  it  nearly 
four-fifths  of  the  U.S.  baby-food 
market.  Novartis  would  like  to 
get  Gerber  off  its  plate  to  focus 
on  the  drug  biz. 


OSTLY  COMMENT  OF  THE  WEEK 

fter  making  the  latest  in  a  long  string  of  racially  questionable 
raiments,  this  one  regarding  Rutgers  University's  women's 
ttsketball  team,  veteran  shock  jock  Don  Imus  was  first  suspended 
ir  two  weeks  by  CBS  and  NBC  Universal.  Then,  on  Apr.  11,  MSNBC 
ud  it  would  no  longer  simulcast  the  CBS 
adio  show  on  cable  TV.  At  press  time  no 
uther  actions  had  been  taken  by  the 
etworks,  but  key  advertisers  had  begun 
Tiggling  out  of  existing  ad  buys  on  Imus 
i  The  Morning.  Among  them,  according 
)  news  reports:  Procter  &  Gamble, 
merican  Express,  and  Staples.  Bigelow  Tea, 
lid  The  New  York  Times,  was  reviewing 
hether  or  not  to  pull  scheduled  ads.  A 
lember  of  the  Radio  Hall  of  Fame  since 
)89,  Imus,  whose  show  has  long  been 
favorite  haunt  of  prominent  Beltway 
oliticians  and  media  types,  first  began  broadcasting  in  1968. 
he  Times  says  he  pulls  down  an  estimated  $10  million  a  year, 
ad  his  show  generates  an  estimated  $50  million  in  ad  revenue 
>r  CBS,  MSNBC,  and  their  affiliates. 


DON  IMUS 
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GLOBAL  CAPITAL 


WHAT  SPENDING 
SLOWDOWN? 


Forget  those  antiquated  government 

statistics.  U.S.  corporate  investment 

is  booming— just  take  a  look  overseas 

BY  MICHAEL  MANDEL 


eres 


HEN  IS  A  SLOW- 
down  not  a  slow- 
down? On  the 
face  of  it,  the  gov- 
ernment's sta- 
tistics tell  a  very 
convincing  story 
mt  cautious  companies  and  weak 
iiness  investment.  For  example,  so  far 
!007  new  orders  for  nondefense  capi- 
goods,  such  as  computers,  trucks, 
1  machinery,  are  barely  higher  than 
y  were  a  year  ago,  an  omen,  per- 
>s,  of  tough  times  ahead  for  corpo- 
i  profits. 

[here's  only  one  problem.  Corpo- 
;  America  is  still  spending  big  time, 
t  increasingly  outside  the  U.S.  A 
nnessWeek  analysis  of  financial  re- 
ts from  more  than  1,000  large  and 
Isize  U.S.-based  companies  shows 
t  global  capital  expenditures  in  the 
rth  quarter  of  2006  were  actually  up 
1%  over  the  previous  year,  a 
nber  that  includes  nonresi- 
ltial  construction  as  well 
info-tech  equipment  and 
chinery.  The  comparable 
wth  for  domestic  business 


investment,  which  is  all  the  government 
reports  each  quarter:  only  8.9%,  with- 
out adjusting  for  inflation. 

So  far  in  2007,  U.S.  corporations  seem 
to  be  keeping  up  the  global  spending 
pace.  Alcoa  Inc.,  which  reported  first- 
quarter  earnings  on  Apr.  10,  boosted 
capital  spending  by  32%  over  a  year 
earlier,  in  part  to  fund  the  construction 
of  the  company's  new  smelter  in  Iceland, 
as  well  as  investment  projects  in  the  U.S., 
Brazil,  Russia,  and  China.  And  Boise 
(Idaho)-based  Micron  Technology  Inc. 
spent  almost  $1  billion  more  in  the  first 
quarter  of  2007  than  it  did  a  year  earlier: 
The  semiconductor  maker  developed 
new  plants  in  China  and  Singapore  and 
expanded  capacity  at  existing  facilities  in 
Virginia  and  Utah. 

Welcome  to  the  global  economy,  Mr. 
Statistician.  Government  measures  were 
well-suited  for  the  1950s  and  1960s, 
an  era  when  U.S.  companies  mainly 
invested  at  home,  and  im- 
ports and  exports  were  a 
relatively  small  portion  of 
the  economy.  Even  as  cor- 
porations stepped  out  into 
the  world,  most  of  them  still 


did  the  bulk  of  their  capital  spending 
at  home.  So  government  investment 
numbers  remained  an  accurate  gauge  of 
corporate  health. 

Today,  however,  virtually  every  ma- 
jor company  is  trying  to  reduce  costs 
and  get  closer  to  fast-growing  markets 
by  spreading  manufacturing  operations 
and  research  facilities  around  the  world. 
As  a  result,  a  U.S.-centric  view  of  capital 
spending,  says  Steven  R.  Appleton,  CEO 
of  Micron,  is  "almost  meaningless." 

SHIFTING  FORTUNES 

STILL,  IT'S  hard  to  wrap  your  mind 
around  the  implications  of  a  world  where 
U.S.-based  companies  make  more  and 
more  of  their  investments  overseas. 
Whether  they  are  going  abroad  to  chase 
customers  or  to  seek  out  the  skilled 
workers  they  need,  American  companies 
no  longer  depend  on  capital  spending  at 
home.  "I  don't  have  to  hire  one  more  per- 
son in  the  U.S.,"  says  Appleton.  "I  don't 
have  to  invest  one  more  dollar  here— and 
we'll  be  just  fine." 

Appleton's  sentiment  is  particularly 
striking,  since  Micron  invested  100% 
of  its  capital  spending  domestically  as 
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recently  as  the  late  1990s.  But  plenty  of 
other  companies  are  making  the  shift 
abroad  as  well. 

For  example,  3M  expects  to  spend 
about  $1.5  billion  in  cap-ex  in  2007,  up 
about  25%  over  last  year.  Out  of  18  new 
plants  or  major  expansions  in  the  works, 
only  seven  are  in  the  U.S.  Four  are  brand- 
new  facilities  in  China,  with  others  in 
India,  Korea,  Poland,  and  elsewhere. 

Or  take  Commercial  Metals  Co.,  an  $8 
billion  steel  company  based  in  Irving, 
Tex.  In  2003  it  bought  a  steel  mill  in  Po- 
land, where  it  makes  wire  rod  and  other 
products  to  sell  in  Eastern  Europe,  one 
of  the  hottest  construction  markets  in 
the  world.  This  fiscal  year,  says  William 
B.  Larson,  chief  financial  officer,  Com- 
mercial Metals  will  double  its  capital 
spending  in  Poland,  helping  drive  a  49% 
increase  in  global  capital  spending  in  the 
company's  second  fiscal  quarter,  which 
ended  in  February.  What's  more,  the 
company  is  currently  bidding  on  two 
mills  in  Croatia  and  looking  for  more 
investments  in  Vietnam. 

REALIGNMENT 

IN  SOME  CASES,  expansion  overseas 
can  coexist  with  increased  investment 
at  home.  In  2006,  Sealed  Air  Corp.,  a  $4 
billion  maker  of  Bubble  Wrap  and  other 
packaging  products,  based  in  Elmwood 
Park,  N.J.,  boosted  capital  spending  by 
73%,  in  part  to  fund  projects  in  Brazil, 
Russia,  and  China.  The  goal,  says  CEO 
William  V.  Hickey,  was  to  "align  global 
production  capabilities  with  growth."  At 
the  same  time,  however,  the  company's 
North  American  investment  more  than 
doubled. 

What  does  all  this  mean?  In  part,  the 
gap  between  the  corporate  and  the  gov- 
ernment numbers  may  reflect  differences 
in  the  sorts  of  companies  being  counted. 
The  government  estimate  for  capital 
spending  covers  all  businesses,  down 
to  the  corner  grocery 
store.  It  also  includes 
investment  in  the  U.S. 
by  foreign  companies, 
such  as  Toyota,  which 
can  be  big  spenders. 
Moreover,  the  corpo- 
rate numbers  are  sub- 
ject to  the  vagaries  of 
financial  accounting, 
which  tend  to  make 
government  statisti- 
cians a  bit  leery  of 
them. 

But  there's  a  big- 
ger point  here.  In  the 


TWO  VIEWS  OF 
CAPITAL  SPENDING 

PERCENT  CHANGE,  4Q  '05  TO  4Q  '06 


WHAT 

GOVERNMENT 

SAYS 


•DOMESTIC  CAPITAL  SPENDING  BY  ALL  BUSINESSES 
OPERATING  IN  THE  U.S.  (NOT  INFLATION-ADJUSTED) 

•GLOBAL  CAPITAL  SPENDING  BY  COMPANIES  IN 
S&P  1500  THAT  HAVE  REPORTED  CAPITAL 
EXPENDITURE  DATA  (ADJUSTED  FOR  TELECOM  MERGERS) 
Data:  Compustat.  Bloomberg  Financial  Markets,  BW 


past  there  was  a  close  link  between  the 
location  of  capital  investment  and  jobs. 
When  a  company  built  a  factory,  that 
was  where  the  jobs  were  going  to  be.  In 
today's  global  economy,  though,  the  link 
is  not  so  clear.  An  expensive  data  center 
in  Oregon,  say,  costing  hundreds  of  mil- 
lions of  dollars,  can  support  workers  in 
India.  An  investment  in  database  soft- 
ware in  Texas  can  run  a  supply  chain  that 
starts  in  Taiwan.  And  new  freight  planes 
bought  in  the  U.S.  by 
companies  such  as 
FedEx  Corp.  can  help 
speed  high-value  ex- 
ports from  China. 

It's  not  even  clear 
there's  a  close  con- 
nection between  the 
amount  that  com- 
panies spend  in  the 
U.S.  and  the  health  of 
the  country's  capital- 
goods  makers.  Twenty- 
five  years  ago,  virtually 
all  the  equipment  and 
machinery  used  by  do- 
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mestic  businesses  were  made  in  the 
In  1980  imports  accounted  for  only  '  | 
of  domestic  business  spending  on  eqt 
ment  and  machinery,  outside  of  tn^   u , 
and  cars.  |    ■ 

Today  imports  equal  66%  of  U.S.  ctf  ,/, 
tal  spending  on  non-motor-vehicle  eqv   f  j ' 
ment  and  machinery.  Even  more  mi 
boggling,  exports  of  capital  goods  fi 
the  country  are  just  as  big  as  the  impo 

The  bottom  line:  If  a  company  is  inw  a 
ing  in  the  U.S.,  there's  a  good  chance 
buying  computers  or  some  other  piec«j  J[ 
machinery  made  overseas.  And  if  a  pi 
of  capital  equipment,  such  as  constj    ■ , 
tion  machinery,  is  made  in  a  U.S.  fact' 
there's  a  good  chance  it  will  end  up  be    . 
shipped  abroad— perhaps  even  to  h|  ^  , 
build  a  factory  for  a  U.S.-based  comp;    . 
that  is  expanding  in  another  country. 

If  this  all  makes  your  head  s{ 
you  are  not  alone.  The  big  diverge: 
between  domestic  and  global  cap 
spending  is  a  sign  that  the  process 
globalization  has  shifted  into  a  n 
stage,  and  it's  hard  to  know  what's  j :  . 
ing  to  come  next.  ■ 
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IS  POWER  SHIFTS, 
0  DO  THE  DOLLARS 

le  Democrats  are  getting  more  PAC 
ids  this  election  season 


(RICHARD  S.  DUNHAM 

ENTURE  CAPITALISTS 
have  decided  to  plant 
their  political  seed  mon- 
ey with  Democrats  this 
year  after  investing 
mosdy  in  Republicans 
in  2006.  Casino  opera- 
;  have  switched  their  bets  to  the  party 
dy  in  power  on  Capitol  Hill.  And 
:nse  contractors  are  not  staying  the 
rse:  They've  flipped  from  giving  62% 
heir  donations  to  Republicans  before 
election  to  67%  to  Democrats  now. 
n  the  2006  election  cycle,  business 
itical  action  committees  (PACs)  gave 
yo  of  their  $234  million  in  donations 
lepublicans.  This  year,  though,  cor- 
ate  interests  have  rewarded  Derao- 
ts  for  taking  back  control  of  Con- 
ss  for  the  first  time  in  12  years  by 
neling  58%  of  their  $7  million  in 
ly  money  to  them,  according  to  an 
Uysis  of  Federal  Election  Committee 
a  by  PoliticalMoneyLine.  "Money 
ows  power  realignment,"  says  Ber- 
lette  A.  Budde,  senior  vice-president 
the  Business  Industry  Political  Ac- 
ti  Committee.  "We're  telling  [busi- 
s]  people,  'Be  prepared  to  do  busi- 
s  in  a  town  that  continues  to  look 
j  different.'" 

kmong  the  businesses  that  have  given 
hajority  to  Democrats  this  year  af- 
backing  mosdy  Republicans  in  the 
b5-2006  cycle:  Aflac,  Anheuser-Busch, 
locoPhillips,  General  Dynamics, 
rrah's  Entertainment,  Home  Depot, 
neywell  International,  MGM  MIRAGE, 
'ler  Brewing,  and  United  Technolo- 
5,  which  switched  from  62%  Republi- 
to  59%  Democratic  after  the  election. 
C  spokesman  James  DeFrank  says  the 
Inge  "reflects  in  part  the  new  Demo- 
tic majority  in  Congress  and  changes 
eadership  on  key  committees."  Lock- 
d  Martin  Corp.  spokesman  Jeffery 
ims  says  his  company's  Democratic 


CAMPAIGN  Jj* 

watch  ;;;■ 


contributions  are  "part  of  the  ebb  and 
flow  of  our  overall  budget  within  the 
election  cycle."  The  Maryland  defense 
contractor,  which  has 
given  62%  of  its  dona- 
tions to  Republicans 
over  the  past  decade, 
has  contributed  to 
11  Democrats  and  3  Republicans  this 
year,  including  new  Senate  Armed  Ser- 
vices Committee  Chairman  Carl  Levin 
(D-Mich.). 

If  s  not  the  first  time  companies  have 
changed  donation  habits.  When  Republi- 
cans captured  Congress  from  Democrats 
in  1994,  GOP  receipts  from  business  PACs 
soared,  from  49.9%  before  the  election  to 
72%  in  the  next  campaign. 

Most  outfits  deny  they  are  oppor- 
tunistic and  say  they've  always  tried 

HOT  AND  NOT 

Business  PACs  are 
switching  allegiances 
from  Republican 
National  Committee 
Chairman  Mel 
Martinez's  congres- 
sional colleagues  to 
Democratic  National 
Committee  Chairman 
Howard  Dean's  troops 

PERCENT  OF  FUNDS  DONATED  TO: 
2005-2006 
AGRICULTURE 

CASINOS 

DEFENSE 

ENERGY 

FINANCE/ 
INSURANCE 

MANUFACTURING 

RETAIL/SERVICE 

OVERALL 

Data:  PoliticalMoneyLine 


to  reward  friends  in  both  parties.  "In 
any  given  year  it  may  skew  slightly 
to  one  party,  but  on  average  it  bal- 
ances out,"  says  Mechell  Clark,  Aflac's 
media  relations  manager.  Since  1979, 
54%  of  Aflac's  PAC  money  has  gone  to 
Republicans.  It  has  given  a  majority  to 
Democrats  in  5  of  the  14  previous  elec- 
tion cycles,  each  time  when  that  party 
controlled  both  houses. 

TOO  SOON  TO  JUDGE? 

SOME  COMPANIES  caution  against  over- 
interpreting  any  trends.  Home  Depot  has 
shifted  its  PAC  contributions  from  71% 
Republican  in  2006  to  55%  Democratic  in 
2007.  But  spokesman  Ron  DeFeo  warns: 
"It  is  much  too  early  to  make  judgments 
about  the  partisan  balance  of  our  giving." 
DeFeo  says  the  PAC  is 
nonpartisan  and  sup- 
ports candidates  "who 
advocate  policies  that 
promote  a  favorable 
business  climate  for  the  Home  Depot." 

Of  course,  not  every  company  has 
reversed  gears.  ExxonMobil,  Hallibur- 
ton, PricewaterhouseCoopers,  and  U.S. 
Bancorp  have  remained  loyal  to  the  Re- 
publican Party.  ExxonMobil  spokesman 
Gantt  Walton  says  his  company's  con- 
tributions are  "very,  very  consistent," 
no  matter  which  party  is  in  power.  "We 
focus  on  candidates  that  are  pro -busi- 
ness and  want  to  strengthen  the  free- 
enterprise  system."  ■ 
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DUE  DILIGENCE 


BUYER  BEWARE 
AT  CHRYSLER 

Whoever  buys  the  carmaker  Daimler  is 
ditching  won't  get  a  stand-alone  company 


BY  DAVID  WELCH 

WITH  THE  EN- 
trance  of  billion- 
aire Kirk  Kerkorian 
into  the  bidding  for 
Chrysler  Group,  the 
struggling  carmak- 
er is  starting  to  look 
like  a  hot  property.  But  buyer  beware.  Who- 
ever ends  up  purchasing  the  U.S.  compa- 
ny from  German  parent  DaimlerChrysler 
might  find  themselves  a  few  parts  shy  of  a 
complete  car  company. 

If  a  deal  gets  done,  the  new  Chrysler 
may  prove  the  ultimate  test  case  for  out- 
sourcing. Chrysler  is  far  from  being  a 
turnkey  company  and  lacks  some  of  the 
most  basic  components  of  a  successful 
automaker.  Its  new  owners  would  either 
have  to  continue  to  rely  on  Daimler— 
which  may  keep  a  stake  in  Chrysler— or 
find  new  partners  for  such  vital  disciplines 
as  research  and  development,  engineer- 
ing, even  writing  car  loans.  Tougher  yet, 
Chrysler  lacks  economies  of  scale  that 
rivals  like  Toyota  Motor  Corp.  and  General 
Motors  Corp.  enjoy  by  selling  variations  of 
the  same  car  across  the  globe. 

Winning  the  bidding  war  is  just  the 
beginning.  The  new  owner  of  Chrysler 
will  have  to  find  innovative  ways  to  make 
this  small,  regional  company  compete 
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like  a  big  global  one.  "We  did  the  merger 
with  Daimler  because  we  didn't  think  we 
could  make  it  on  our  own,"  says  former 
Chrysler  President  Thomas  T.  Stallkamp, 
now  a  partner  with  private  equity  firm 
Ripplewood  Holdings.  "If  the  merger  is 
unwound,  you  have  to  find  a  new  partner 
or  partners  to  make  it  work." 

That's  the  bad  news.  But  in  a  perverse 
way,  if  s  also  the  good  news.  Sure,  any 
of  the  bidders— which  include  Kerkori- 
an, private  equity  firms  Cerberus  Capi- 
tal Management,  Blackstone  Partners, 
Centerbridge  Partners,  and  parts  maker 
Magna  International— will  need  to  forge 
some  key  strategic  links.  But  that  gives  a 
new  owner  the  opportunity  to  rethink  the 


The  Missing  Pieces 


CRITICAL  MASS  By  itself,  Chrysler's  sales 
are  too  small  to  compete  with  the  economies 
of  scale  enjoyed  by  GM  and  Toyota 

KN0WH0W  Under  Daimler,  Chrysler 
outsourced  the  core  engineering  work  for 
compacts  and  family  cars  to  Mitsubishi 

FUTURE  TECH  Daimler  handles  most 
advanced  R&D,  leaving  an  independent 
Chrysler  short  on  new  technology 


way  Chrysler  has  managed  itself.  It  ci| 
scrap  some  existing  relationships 
find  new  partners  to  develop  cars,  1 1 
nology,  and  even  purchase  parts  or] 
cheap.  Chrysler's  new  owner  could 
find  creative  ways  to  team  up  with  c  I 
carmakers  that  make  mainstream  mcl 
in  a  way  that  produces  real  synergies] 
saves  billions.  "If  I'm  one  of  these  prtj 
equity  players  bidding  on  Chrysler," 
David  E.  Cole,  chairman  of  the  CenteJ 
Automotive  Research  in  Ann  Arbor,  Ml 
"I'm  talking  to  China  Inc.,  I'm  talkir] 
GM,  or  any  other  automaker." 

PARTNERING  UP 

TO  SEE  HOW  BADLY  Chrysler  m 
partners,  look  at  its  passenger-car  I 
ness.  The  underpinnings  of  the  pop 
300  sedan  came  from  Mercedes-B 
Mitsubishi   Motors   Corp.,  which 
DaimlerChrysler's  partner  for  passei 
cars  until  recently,  developed  the 
frame  and  structural  components 
lie  beneath  Chrysler's  Dodge  Caliber 
Jeep  Compass  compacts  and  the  Do 
Avenger  and  Chrysler  Sebring  mic 
cars.  A  new  Chrysler  would  have  tt 
ther  redevelop  small  and  midsized 
engineering  capabilities,  or  more  lil 
find  a  new  partner.  Except  for  the  Cal; 
the  new  cars  developed  with  Mitsui: 
are  also-rans  in  a  crowded  market.  Tl 
decades* of  on-and-off  ventures  with 
subishi  have  produced  few  winners. 

That  means  it's  time  for  Chrysle 
pick  a  new  partner,  one  with  better 
gineering  and  even  greater  global  s 
volume  than  struggling  Mitsubishi, 
and  France's  PSA  could  be  candid* 
So,  too,  are  Korea's  Hyundai  and  Kit 
well  as  Chinese  carmakers.  Chrysler 
already  signed  a  deal  to  develop  subc 
pacts  with  China's  Chery  Automobile 
The  company  needs  other  deals  like 
to  offer  cost- competitive  cars. 

A  stronger  partner  could  also  1 


Better  answers,  faster. 
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Chrysler  overcome  one  other  big  disad- 
vantage: Its  small  size  and  overexposure 
to  the  U.S.  Chrysler  sells  maybe  200,000 
midsize  cars  a  year— a  fraction  of  what 
Honda,  Toyota,  and  GM  sell  worldwide. 
Those  giants  spread  costs  over  sales  of 
1  million  to  2  million  family  cars,  reap- 
ing huge  advantages  in  parts-buying 
and  factory  use.  That  pays  off  develop- 
ment costs  quickly  and  boosts  margins. 
Add  a  partner  like  PSA  or  one  of  the 
Koreans,  and  they  can  combine  sales  to 
push  down  costs  for  parts,  engines,  and 
engineering  work.  That's  something 
that  Mercedes,  whose  luxury  cars  can't 
easily  share  parts  with  Chrysler  vehicles, 
rarely  gave  its  American  partner. 

Then  there's  the  lending  business. 
Daimler  and  Chrysler  married  their  fi- 
nance units  thoroughly.  A  new  owner 
could  split  out  Chrysler's  portion  of  the 
loan  business.  But  the  company  would 
still  need  to  set  up  back-office  and  un- 
derwriting operations,  Stallkamp  says. 
Daimler  could  keep  the  financial-services 
business  and  charge  Chrysler  fees  for 
writing  loans.  Or  Chrysler  and  Daimler 
could  jointly  run  the  finance  company, 
but  then  they  would  have  to  share  the 
profits— which  are  big  on  this  side  of 
the  business.  One 
other  possibility  that 
could  be  a  boon  for 
Chrysler's  buyer:  The 
new  owner  takes  all 
of  DaimlerChrysler 
Financial  Services 
and  charges  Daimler 
for  loans. 

Bigger  challenges 
loom  on  the  R&D 
front.  Chrysler  closed 
down  its  research  unit 
in  2004,  turning  over 
most  advanced  work  in  hybrid- electric 
cars  and  hydrogen  fuel  cell  research  to 
Daimler.  Again,  Chrysler  could  rely  on 
Daimler  for  fuel-cell  development  and 
continue  to  use  the  GM-BMW-Daimler 
hybrid  joint  venture.  That's  no  big  deal- 
many  companies  are  pairing  up  to  share 
the  expense  of  developing  clean,  fuel- 
efficient  cars. 

But  there's  the  catch.  Chrysler  has  a 
hybrid  partnership,  but  it's  one  of  the 
last  carmakers  to  bring  a  hybrid  to  mar- 
ket. Daimler  has  100  fuel-cell  vehicles 
on  the  road  globally,  though  most  of 
them  carry  the  Mercedes  name.  A  new 
partner  might  work  faster.  In  any  case, 
says  Stallkamp,  "the  Daimler  merger 
answered  a  lot  of  questions  for  Chrysler. 
Now  that  it's  going  away,  someone  needs 
to  answer  those  same  questions."  ■ 
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FREE  INFORMATION, 
PLEASE 

Google  is  the  latest  to  offer  directory 
assistance,  as  phone  companies  squirm! 


BY  OLGA  KHARIF 

A  BELL  HAS  YET 
another  reason  to 
be  wary  of  Google 
Inc.  The  Web  search 
leader  is  testing  a 
free  service  that  lets 
callers  search  for 
business  listings  from  a  landline  or 
mobile  phone  by  dialing  1-800-GOOG- 
411.  Google  will  even  connect  the  call 
and  text  the  number  to  the  user's  cell 
phone— all  for  no  charge. 

Google,  which  already  was  dabbling 
in  citywide  Wi-Fi  services,  is  one  of 
several  tech  players  that  are  swarming 
the  $8  billion-a-year  direc- 
tory assistance  business. 
In  March,  Microsoft  Corp. 
acquired  Tellme  Networks 
Inc.,  which  provides  auto- 
mated directory  assistance 
services  to  telcos  like  Cin- 
gular/AT&T.  Tellme  is  test- 
ing a  free  411  service  of 
its  own  (1-800-555-TELL). 
Ultimately,  says  Daniel 
Phibbs,  an  analyst  at  the 
Pierz  Group,  free  411  may 
expand  the  market,  pull- 
ing in  callers  who  now 
resist  paying  an  average 
of  $1.28  per  411  call  over 
a  regular  phone  line  and 
$1.57  via  cell  phone. 

Free  information  services 
are  made  possible  by  short 
paid  advertisements.  At  some  point  in 
the  call,  you  may  hear  an  ad  to  get  Mc- 
Donald Corp.'s  latest  happy  meal  or  to 
check  out  CBS's  latest  episode  of  CSI. 
Advertisers  see  this  as  a  chance  to  grab 
consumers  at  the  point  they're  contem- 
plating a  purchase. 

One  of  the  more  successful  services, 
Jingle  Networks  Inc.  (1-800-FREE-411), 


has  nabbed  5%  of  the  directory] 
sistance  market  in  just  a  year  aij 
half  of  operating.  Its  advertisers  incj 
McDonald's,  1-800-FLOWERS,  and 
Jingle  says  it  has  handled  more  thanij 
million  calls.  The  Menlo  Park  (G[ 
company  has  yet  to  turn  a  profit,  bu  J 
had  no  apparent  trouble  raising  fil 
from  such  investors  as  Goldman,  S\ 
&  Co.  and  Comcast  Interactive  Ca{| 
an  investing  arm  of  Comcast  Corpjf 
largest  U.S.  cable  provider. 

Directory  assistance  is  just  one  of  r  \ 
ways  search  engines  like  Google  t 
bring  the  Web  to  mobile  phones.  (I 
they've  served  up  a  number,  whyj 
also  shoot  over  directitj 
To  keep  costs  low,  thoJ 
there  can  be  trade-oflt| 
quality.  Some  free  411 1 
vices,  such  as  Google'sJ 
only  on  voice-recogni 
software  rather  than  live 
erators  and  sometimes  fif 
complete  calls,  says  Pfi 
Google's  service  hung  J 
on  a  reporter  requestiij 
number  for  a  coffee  shc| 
Portland,  Ore. 


15-SECONDADS 

STILL,  BIG  PHONE  C| 
panies  see  the  writing! 
the  wall.  In  Decern 
AT&T  began  testing  its  • 
free  411  calling  (l-800-<  I 
5697)  in  three  markets:  | 
Calif.,  Oklahoma  City, 
,  Ohio.  Callers  get  list  i 


kersfield, 
Columbus 
for  free  in  exchange  for  listening  to 
15-second  ads,  one  at  the  begim 
and  one  toward  the  end  of  their 
In  coming  months,  the  phone  g 
plans  to  expand  the  trial  to  other  t 
ropolitan  areas,  says  AT&T  spokesi 
Fletcher  Cook.  ■ 


GET  MORE  CONTROL 
BY  CONTROLLING  LESS. 
UNLEARN  OUTSOURCING. 

Gaining  control  and  flexibility  through  outsourcing  isn't  a  contradiction.  At  least  not 
for  those  who've  unlearned  outsourcing  misconceptions  and  know  the  true  benefits 
of  outsourcing.  Unisys  Outsourcing  Solutions  are  tailored  to  provide  the  best  fit  for 
your  organization  and  change  as  your  needs  change.  Our  solution  design  models  enable 
us  to  collaboratively  define  your  initial  service  requirements  and  fine-tune  service 
management  over  time.  Whether  you're  expanding  into  new  markets  or  integrating  for 
growth  in  existing  ones,  Unisys  Solutions  for  Secure  Business  Operations  provide 
better  control  of  your  business  performance  and  your  customer  experience.  Perfect  for 
unleashing  your  full  business  potential.  Unlearning  is  just  the  beginning. 


.:-,■  '."■■;■,'■  :■; t  ra^H^IBB^H 


Security  unleashed.    "UNISYS 


Secure  Business  Operations 


www.secuntyunleashed.cpin 
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REGULATORS 


THE  GROWING  REVOLT 
AGAINST  THE  SEC 

A  rising  chorus  ofbusiness  groups  is 
calling  for  dramatic  accounting  reforms 


BY  DAVID  HENRY 

CORPORATIONS  ARE  SUF- 
fering  from  a  severe  case 
of  restatement  fatigue. 
Last  year  10%  of  public 
companies,  some  1,244, 
had  to  correct  their  finan- 
cials,  up  from  less  than 
1%  a  decade  ago.  "Did  all  of  these  [com- 
panies] get  it  wrong  because  they  were 
incompetent,  lazy,  or  engaging  in  fraud?" 
says  Robert  C.  Pozen,  chairman  of  MFS 
Investment  Management,  a  public  mu- 
tual fund  firm.  "I  don't  think  [so]." 

Of  course,  management  is  blaming 
the  onerous  rules  of  the  2002  Sarbanes- 
Oxley  Act  (SarbOx),  which  beefed  up 
disclosure.  But  now  companies  also  are 
blasting  regulators.  They  contend  of- 
ficials at  the  Securities  &  Exchange  Com- 
mission and  others  are  capriciously  rein- 
terpreting rules  or  using  ambiguous  or 
inappropriate  tests  for  problems— all  of 
which  has  forced  a  flood  of  unnecessary 
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and  costly  restatements.  As  a  result,  the 
movement  to  lighten  the  SarbOx  burden 
has  evolved  into  a  broader  push  for  dra- 
matic accounting  reforms. 

Leading  the  charge  are  two  prominent 
groups  ofbusiness  leaders,  the  Commit- 
tee on  Capital  Markets  Regulation,  a  group 
endorsed  by  Treasury  Secretary  Henry  M. 
Paulson  Jr.,  and  the  Commission  on  the 
Regulation  of  U.S.  Capital  Markets  in  the 

21st  Century,  sponsored    

by  the  U.S.  Chamber  of 
Commerce.  Advocacy 
group  Financial  Ex- 
ecutives International 
has  also  joined  the  fray, 
calling  for  the  Financial 
Accounting  Standards 
Board,  which  sets  prin- 
ciples for  companies,  to 
stop  issuing  new  rules 
and  instead  simplify 
existing  ones. 

It's  not  clear  how 
much  power  the  groups 
will  have  to  force 
change.  Corporate  misdeeds  continue  to 
surface.  In  March,  Dell  Inc.  reported  that 
it  had  discovered  financial  "misconduct." 
Some  critics  also  question  the  merits  of 
the  groups'  arguments  and  say  some  of 
the  proposed  changes  could  open  the 
door  for  accounting  shenanigans.  Still, 
their  voices  are  being  heard.  Amid  the 
dissent,  the  SEC  convened  a  special  meet- 
ing on  Apr.  4  to  rein  in  SarbOx. 

Among  the  biggest  complaints:  SEC 


MORE  HEADACHES 


COMPANIES  RESTATING 
FINANCIAL  REPORTS 
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rulemakers  are  recklessly  handing 
new  orders  by  fiat.  The  chamber's 
points  to  a  2005  letter  from  Don;  I 
Nicolaisen,  then  the  SEC's  chief  ac  I 
tant.  The  groups  assert  it  reinterpre  | 
accounting  rules  on  leases.  Nearl; 
restatements  resulted— proof,  they  f  j 
regulators  run  amok. 

'WRONG  WAY  TO  GO' 

YET  NICOLAISEN  says  he  only  rev 
the  standards  and  wrote  the  let) 
the  behest  of  corporate  auditors, 
accounting  literature  has  been  in 
for  a  long  time,  but  it  wasn't  bein 
lowed,"  says  Nicolaisen,  now  retire 
The  panels  also  take  issue  with  a 
Staff  Accounting  Bulletin,  a  paper  c 
ing  the  SEC's  views  on  disclosure  o 
takes.  In  it,  the  panels  contend,  thi 
threw  out  a  "rule  of  thumb"  in  whi 
rors  that  amounted  to  less  than  5% 
income  are  immaterial  and  don't  h.* 
be  corrected.  By  doing  so,  the  group 
the  staff  made  the  threshold  too  si< 
tive.  One  committee  wants  to  estab 
general  5%  benchmark. 
^^^_^^^^_        Critics  of  the 
els— who  say  there 
never  been  hard 
fast  rules  about  v 
material— believe 
standard  would 
more  problems, 
companies  have 
it  to  hide  their  I 
In  1998,  former  Fl 
Mae  executives 
book  an  expense  I 
4%  of  income  o: 
grounds  it  wasn'i 
terial.    That    all 
top  brass  to  bank- 
bonuses.  Georgia  Institute  of  Tec 
ogy  professor  Charles  W.  Mulfordi 
sanctioning  a  5%  test  today  "wout 
absolutely  the  wrong  way  to  go.  1 
done  that,  and  it's  not  right." 

Meanwhile,  investors  aren't  that 
over  restatements.  Stock  prices  don' 
the  same  hit  after  a  correction  now 
the  practice  is  more  common.  And 
see  restatements  as  a  good  source  of 
mation.  Says  Neri  Bukspan,  chief  aa 
tant  for  credit-rating  agency  Standi 
Poor's:  "Errors  should  be  corrected. 
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Every  solution  is  unique. 

One-of-a-kind  products,  mass  produced.  It's  an  example  of  how 
some  companies  are  reinventing  themselves  in  an  effort  to  stay 
competitive.  Of  course,  as  they  change,  their  risks  change  too. 
It's  a  style  thing,  but  our  approach  to  helping  customers  with 
highly  specialised  needs  is  to  build  a  collaborative  relationship 
where  we  can  provide  customized  services.  Through  a 
Relationship  Leader  who  serves  as  a  single  point  of  entry,  you 
get  access  to  the  right  mix  of  industry  professionals,  insight  and 
insurance  solutions.  With  all  the  change  going  on,  it's  a  good  fit. 
www.zurichna.com/corporatebusiness 


Because  change  happens 


ZURICH 


■  United  States,  coverages  are  underwritten  by  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company  Certain  coverages  not  available  in  all  states  Some  coverages 
>e  written  on  a  non-admitted  basis  through  surplus  lines  brokers.  Risk  engineering  services  are  provided  by  Zurich  Services  Corporation. 


Mews  Insights 


THE  BATTLE 
OF  BRITAIN 

For  Richard  Branson  and  James  Murdoch, 
it's  a  war  of  attrition  in  telly  programming 


BY  RONALD  GROVER 

IT'S  A  BLOOD  FEUD  that  has  Brit- 
ain's tabloids  in  a  predictable  lath- 
er. On  one  side  is  flamboyant  show- 
man Sir  Richard  Branson  of  Virgin 
fame.  On  the  other  is  the  world's 
most  powerful  media  baron's  son, 
James  Murdoch,  the  34-year-old 
heir  apparent  to  Rupert.  They're  slug- 
ging it  out  over  Britain's  increasingly 
competitive  TV  market. 

Murdoch's  British  Sky  Broadcasting 
Group  PLC  satellite-TV  company  has  been 
the  heavyweight  in  the  country  since  the 
early  1990s.  But  last  year,  Branson  and 
private  equity  investors  combined  a  pair 
of  bankrupt  cable  companies  and  merged 
them  with  Sir  Richard's  wireless  provider. 
The  new  company,  Virgin  Media  Inc., 
rolled  out  a  low-cost  package  of  TV,  Web, 
and  phone  services,  and  the  battle  was 
joined.  The  latest  flareup  came  in  March 
when  Murdoch  &  Co.  said  Virgin  would 
have  to  pay  more  to  carry  popular  Sky 
entertainment  and  news  channels.  "Sky 
clearly  decided  to  take  the  gloves  off,"  says 
media  analyst  Claire  Enders. 

Murdoch  is  playing  rough  because 
there's  not  a  lot  of  room  to  grow  in  the  26 
million  home-TV  market.  The  British  are 
buying  set-top  boxes  to  get  over-the-air 
digital  signals  from  broadcaster  Free- 
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view.  Against  that  backdrop,  the  smaller 
Virgin  lost  cable  subscribers  in  its  most 
recent  quarter,  while  Sky  has  cut  some 
prices  to  reach  its  goal  of  10  million 
subscribers  by  2010,  up  from  8.3  million 
today.  "To  grow,"  says  Enders,  "Murdoch 
knows  he  has  to  take  share  from  cable." 

The  opening  salvo  came  last  year  when 
Virgin  decided  to  bid  for  the  right  to  air 
Premier  League  soccer  games,  which  Sky 
has  carried  for  years.  Sky  prevailed  but 
was  forced  to  pay  more  for  fewer  games. 
Not  long  after  that,  Mur- 
doch, aware  that  Virgin 
was  keen  to  buy  com- 
mercial broadcaster  ITV 
PLC,  outbid  his  rival,  ac- 
quiring a  17.9%  stake  for 
a  pricey  $1.8  billion.  It 
was  a  blow  for  Virgin, 
which  wanted  ITV's  li- 
brary of  old  TV  shows  to 
lure  subscribers. 

Branson,  ever  the  provocateur,  called 
for  an  antitrust  investigation  and  labeled 
the  acquisition  "a  blatant  attempt  to  dis- 
tort competition."  Murdoch,  who  favors 
a  more  restrained  public  posture  than 
Branson  dispatched  Murdoch 

his  public  relations     ischargingmore 


WhyBSkyBis 
Playing  Rough 


PROVOCATEUR  to  believe  he  ai 
Branson  wants  an  his  partners  have 
antitrust  probe  unique  right  to  i 
^^^m  quire  ITV." 

British  regulators  are  studying  whet 
er  the  Sky  acquisition  merits  puniti 
action,  but  few  believe  the  deal  will 
scotched.  Besides,  Sky  already  may  ha 
hobbled  its  rival  when  last  year  it  slash 
by  85%  the  rates  Sky  pays  to  cat 
channels  owned  by  Virgin.  "It  was 
take-it-or-leave-it  deal,"  says  Virgin  CI 
Stephen  A.  Burch,  who  says  the  cas 
strapped  company  was  forced  to  acce 
the  offer  because  it  had  commitments 
advertisers. 

BRINKMANSHIP 

NOW  THE   TWO   COMPANIES   may 
headed  to  court.  Branson's  people  s 
Sky  wants  to  double  what  it  charg 
Virgin  to  carry  five  Sky  channels,  whi 
include  hits  like  The  Simpsons  and  1 
Sky,  which  is  required  to  offer  the  cha 
nels  to  all  competitors,  says  it  has  spe. 
more  to  get  better  programming  a; 
simply  wants  to  be  paid.  "We're  aski 
a  fair  price  for  a  bigger  and  better  pa& 
age  of  channels,"  says  Jeremy  DarroJ 
Sky's  chief  financial  officer,  who  adds  till 
the  fee  increase  amounted  to  only  lc| 
when  you  strip  out  new  digital  servicj 
Virgin  can  decline.  Talks  broke  do\{ 
late  last  month,  with  Virgin  threateniil 
to  sue  Sky  for  abusing  its  market  powJ 
Meanwhile,  Sky  took  the  channels  dovj 
and  offered  to  set  up  a  channel  of  miss  \ 
shows  for  Virgin  defectors. 

A  veteran  executive  at  Comcast  Corl 
Burch  is  used  to  media  brinkmanship.  "EB 
[in  the  U.S.]  someone  usually  gives  in,"  I 
says.  "I  didn't  see  any  give  the  last  timij 
talked  with  James."  Nor,  apparently,  did ! 
Richard.  He  called  Murdoch  recently  tf 
didn't  hear  back.  ■ 

-With  Kerry  Cap  I 
in  LondS 


Operating  margins  are  falling 


2006 

21.1% 


2008* 

15.6% 


Data:  Bear  Stearns 


minions  to  fire  back 
"Sir  Richard  seems 


for  Sky  channels 


At  Huawei,  we  know  that  simple  ideas  can  lead  to  big  things.  In  much  the 
same  way  a  tiny  acorn  can  grow  into  an  oak  tree,  we  strive  to  realize  your 
full  potential  through  innovative  products  and  solutions. 

We  devote  48%  of  our  entire  staff  of  over  60,000  people  to  R&D,  which  is 
just  one  of  the  reasons  why  the  world's  top  telecom  network  operators 
choose  us  as  their  partner. 

We  are  committed  to  looking  after  your  needs  every  step  of  the  way.  By 
putting  you  first,  we  grow  your  business  to  be  as  lasting  and  enduring  as  the 
oak  tree  itself.  That's  why  at  Huawei,  we  help  you  realize  your  potential  from 
the  simplest  of  ideas,  to  ultimate  success. 

www.huawei.com 
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What  will  we  pu« 
i  our  stamp  on  next? 


Pitney  Bowes  mailstream  solutions  manage  the  flow  of  confidential  medical  records, 
making  customers  feel  more  secure  -  even  the  smallest. 

His  medical  history  isjust  beginning.  But  should  this  information  ever  fall  into  the  wrong  hands,  it's  more  than  a  clerical 
mix-up,  it's  a  legal  nightmare.  Using  our  file-based  processing  solutions,  healthcare  service  providers  can  deliver 
government-mandated  patient  communications  with  rigorous  accuracy.  So  everyone  breathes  easier.  This  is  just  one  of 
the  ways  Pitney  Bowes  is  merging  the  boundaries  of  mail  and  data  into  mailstream  solutions  that  are  helping  many  Fortune 
500®  companies  stay  compliant,  competitive  and  profitable.  What's  next?  Visit  pb.com/whatsnext  and  see  for  yourself. 


©2G07  Pitney  Bowes  Inc.  All  Rights  Reserved. 
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IUSINESS  IN  RUSSIA 
UST  GOT  RISKIER 

)rmer  Yukos  auditor  PwC  could  face 
iminal  charges  in  a  politically  tinged  case 


JASON  BUSH 

ITHOUT  WARN- 
ing,  Russian  po- 
lice raided  a  Mos- 
cow office  building 
on  Mar.  9,  seiz- 
ing box  loads  of 
documents.  Such 
les  were  common  three  years  ago 
:n  authorities  were  investigating  oil 
it  Yukos  and  its  chairman,  Mikhail 
dorkovsky,  for  tax  evasion.  This  time, 
igh,  the  target  wasn't  a  Russian  oli- 
:h.  It  was  the  Moscow  headquarters 
ig  Four  accounting  firm  Pricewater- 
seCoopers  (PwC). 

he  raid  on  PwC  is  the  latest  sign 

Russia's  difficult  legal  environment 

business.  The  police  visit  came  four 

iths  after  a  Moscow  court  ordered  the 

itor  to  pay  $15  million  in  back  taxes 

fines  for  alleged  tax  evasion  in  2002. 

police  are  now  investigating  wheth- 

riminal  charges  are  justified,  which 

Id  threaten  PwC  partners  with  jail 

:ences.  In  another  case,  a  local  court 

d  on  Mar.  20  that  PwC  had  issued 

;  audits  for  Yukos  from  2002-04.  (Yu- 

was  convicted  of  evading  $27  billion 

|:axes  from  2002-04.  Khodorkovsky 

Burrendy  serving  a  prison  term.)  The 

fcrt  called  PwC  "practically  a  partici- 

p.'  t  in  illegal  tax  schemes"  at  Yukos  and 

xfiscated  its  $645,000  in  audit  fees. 

*  wC  denies  any  wrongdoing  and  is  ap- 


pealing the  Russian  cases.  "We  believe  we 
applied  the  best  principles  of  our  profession 
and  we  made  reasonable  judgments  at  that 
point  in  time,"  says  Michael  L.  Kubena, 
PwC's  managing  partner  in  Moscow.  Now 
the  firm  is  awaiting  a  decision  due  in  May 
on  the  renewal  of  its  auditing  license. 

Is  it  all  the  start  of  a  widespread  crack- 
down? Probably  not.  "We  see  the  situation 
as  part  of  the  process  of  doing  business  in 
this  country,"  says  Roger  Munnings,  CEO 
of  KPMG  in  Russia.  Most  observers  link 
PwC's  problems  to  its  Yukos  work:  Russia's 
case  against  the  oil  company  captured 
worldwide  attention,  and  many  analysts 
considered  it  politically  motivated  because 


the  Kremlin  viewed  Khodorkovsky's  influ- 
ence as  a  threat.  The  charges  against  PwC 
coincide  with  Yukos'  final  breakup— its 
last  assets  are  now  being  sold  in  auctions. 
And  prosecutors  filed  new  charges  against 
former  Yukos  executives  in  February.  "One 
should  look  at  it  as  an  individual  case,  not 
an  attack  on  the  whole  auditing  market," 
says  Agvan  Mikaelyan,  deputy  general  di- 
rector of  accounting  firm  Finexpertiza. 

Still,  accountants  and  lawyers  wor- 
ry about  the  consequences  of  a  new 
government  effort  to  tighten  financial 
monitoring.  They  complain  of  a  growing 
tendency  by  Russian  tax  authorities  to 
demand  confidential  information  about 
clients  without  a  legal  basis.  Auditors 
are  also  concerned  about  proposed  legal 
amendments  that  would 
require  them  to  report  po- 
tentially suspicious  activity 
by  their  banking  clients  to 
the  Central  Bank.  "I  think 
the  law  enforcement  or- 
gans want  us  to  do  their 
job  for  them,"  complains 
Julia  Emelyanova,  a  part- 
ner at  Russian  accountan- 
cy BKR-Interkom-Audit. 

Another  problem  is  the 
fickle  nature  of  Russian 
law.  At  the  time  of  PwC's 
Yukos  audits,  the  use  of  ha- 
vens and  other  schemes  to 
minimize  taxes  was  wide- 
spread in  Russia,  and  the 
law  was  ambiguous.  Only 
later  were  such  schemes  declared  illegal 
and  challenged  retroactively  in  court. 
That  has  caused  critics  to  complain  about 
selective  enforcement  of  Russian  law. 
Even  U.S.  Commerce  Secretary  Carlos 
M.  Gutierrez  on  a  recent  visit  to  Moscow 
called  for  fair  treatment  of  PwC. 

That  may  be  small  comfort  for  PwC's 
embattled  Russian  operation.  But  if 
the  partnership's  license  is  renewed, 
the  firm  should  bounce  back.  PwC 
is  Russia's  No.  1  auditor,  with  2,000 
clients.  Revenues  last  year  rose  16%, 
to  $215  million.  Says  PwC's  Kubena: 
"Our  business  continues  to  do  incred- 
ibly well."  ■ 


Irouble  in  Russia 

assure  is  mounting  on  accounting  firm  PricewaterhouseCoopers 
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r>scow  court  orders 
It  to  pay  $15  million 
llick  taxes  and  fines 
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DEC.  25, 2006  Tax 

authorities  file  a  suit 
against  PwC,  accusing 
it  of  preparing  false 
audits  for  Yukos 


MAR.  9  Russian  police 
raid  PwC  offices  in 
Moscow  in  a  criminal 
probe  into  alleged 
tax  evasion 


MAR.  20  A  Moscow 
court  fines  PwC 
$645,000  for  its 
auditing  of  Yukos  from 
2002  to  2004 


APR.  3-9  Russian 
carmaker  Avtovaz 
drops  PwC  as  its 
auditor,  but  Gazprom 
rehires  the  firm 


MAY  20  PwC's 
Russian  auditing 
license,  awarded 
five  years  ago,  is 
up  for  renewal 
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AUTOMOBILES 


THE  RACE  TO  BUILD 
REALLY  CHEAP  CARS 


The  newest  thing  on  four  wheels  is  sturdy,  inexpensive 
and  probably  not  made  in  the  U.  S.  by  gail  edmondson 
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)W  CHEAP  IS  CHEAP?  Renault 
ssan  Chief  Executive  Carlos  Ghosn  is 
tting  that  for  autos,  the  magic  number 
under  $3,000.  At  a  plant-opening 
emony  in  India  Apr.  4,  he  was  already 
king  up  the  industry's  next  challenge: 
uture  model  that  would  sport  a  sticker 
ce  as  low  as  $2,500— about  40%  less 
n  the  least  expensive  subcompact  cur- 
jitly  on  the  market.  Renault-Nissan  is 
first  global  automaker  to  take  up  the 
ntlet  thrown  down  in  2003  by  India's 
Motors,  which  plans  to  launch  a 
500  car  next  year.  Both  are  leading 
ace  to  the  bottom  that  could  affect 
;  business  every  bit  as  much  as  Henry 
rd's  Model  T  did  a  century  ago. 
H  After  years  of  making  their  mass-mar- 
It  cars  more  expensive,  the  world's  au- 
Inakers  have  abruptly  shifted  into  re- 


verse. With  stagnant  growth 
in  the  U.S.,  Europe,  and  Ja- 
pan, they  are  now  eyeing 
emerging  markets  for  new 
opportunities.  That  means 
redesigning  the  car  for  buy- 
ers who  might  otherwise  be  able  to  af- 
ford only  a  motorcycle.  And  outdated, 
stripped-down  models  won't  do.  De- 
mand is  surging  for  basic  cars  that 
combine  modern  comfort  with  safety 
at  a  fraction  of  today's  cost.  The  rush  to 
build  a  modern,  no-frills  car  could  do 
for  autos  what  airlines  like  Southwest 
Airlines  Co.  and  JetBlue  Airways  Corp. 
have  done  for  travel,  and  H&M  and 
Zara  have  done  for  fashion.  Low-cost 
cars  are  "the  single  most  important 
trend  in  the  automotive  industry  to- 
day," says  Vikas  Tibrewala,  the  Paris- 


ASIAN  INVASION 

Hyundais  destined 
for  export  on  the 
factory  lot  in  India 


based  executive  director  of  the  Monitor 
Group  consultancy. 

Whatever  the  lowest  sticker  price  turns 
out  to  be,  the  discounting  trend  will  hit 
cars  across  the  board,  from  minis  to  SUVs. 
Renault  already  has  a  runaway  hit  with 
its  bare-bones  Logan  sedan.  The  auto- 
maker began  offering  the  roomy  Logan 
in  Europe  for  just  $7,200  in  2004— some 
40%  less  than  rival  sedans— and  has  since 
sold  450,000  of  the  cars  in  51  countries. 
Workers  at  its  sprawling  Dacia  plant  near 
the  Romanian  city  of  Pitesti  and  a  newer 
plant  in  Russia  toil  in  round-the-clock 
shifts  but  still  can't  meet  demand.  "With 
the  Logan  we  have  the  product  and  we 
have  the  lead,"  says  Ghosn. 

A  $3,000  car  for  Asian  markets,  built 
in  low-cost  India  with  a  local  partner,  is 
the  next  logical  step.  "The  main  weak- 
ness of  today's  global  automakers  is  that 
they  are  incapable  of  delivering  a  car  that 
fulfills  basic  needs  at  a  very  low  price," 
says  Ghosn.  "The  people  who  have  these 
skills  are  in  India  and  China." 

CUTTING  COSTS  TO  THE  BONE 

THAT  REALIZATION  IS  now  dawning  on 
the  industry's  giants.  When  Tata  made  its 
vow  to  build  a  $2,500  car,  many  Western 
auto  executives  ridiculed  the  project, 
dubbing  it  a  four-wheel  bicycle.  They 
aren't  laughing  anymore.  Tata's  model 
is  a  real  car  with  four  doors,  a  33 -horse- 
power engine,  and  a  top  speed  of  around 
80  mph.  The  automaker  claims  it  will 
even  pass  a  crash  test.  And  while  the  car 
probably  won't  win  any  beauty  contests, 
it's  no  ugly  duckling  either,  according 
to  the  handful  of  industry  insiders  who 
have  been  given  a  glimpse.  The  rest  is 
top  secret,  but  Tata  engineers  are  already 
testing  a  prototype  as  the  clock  ticks 
toward  a  late  2008  launch. 
The  key  is  India's  low-cost 
engineers  and  their  prodi- 
gious ability  to  trim  need- 
less spending  to  the  bone, 
a  skill  developed  by  years 
of  selling  to  the  bottom  of 
the  pyramid.  "You  have  to  cut  costs 
on  everything— seats,  materials,  com- 
ponents—the whole  package,"  says  Tata 
Group  Chairman  Ratan  N.  Tata. 

There's  no  lack  of  potential  customers: 
Hundreds  of  millions  of  Chinese,  Indians, 
Brazilians,  Russians,  and  others  will  likely 
join  the  middle  class  in  the  coming  de- 
cade, and  cars  are  sure  to  be  at  the  top  of 
their  shopping  lists.  As  a  result,  the  global 
car  market  is  polarizing:  The  luxury  seg- 
ment continues  to  grow,  cheap  cars  boom, 
and  everything  else  gets  squeezed.  By 
2012,  the  market  for  vehicles  priced  under 
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$10,000  is  likely  to  reach  18  million  cars, 
or  a  fifth  of  world  auto  sales,  according 
to  Roland  Berger  Strategy  Consultants. 
That's  up  from  12  million  today. 

So  far  this  year,  every  major  carmaker 
has  announced  its  own  21st  century 
Model  T  project.  Toyota,  Volkswagen, 
Fiat,  and  Peugeot  have  all  vowed  to  build 
cut-rate  Logan-killers.  General  Motors 
Corp.  intends  to  use  its  Korean  subsid- 
iary, GM  Daewoo,  to  design  a  model  that 
will  sell  for  about  $7,000.  Chrysler  is 
developing  low-cost  cars  with  Chinese 
manufacturer  Chery.  Korea's  Hyundai 
Motor  Co.  is  making  India  its  global  hub 
for  small-car  production  and  expects  to 
double  its  output  to  600,000  cars  annu- 
ally by  yearend,  many  of  them  destined 
for  Europe.  "Automakers  will  have  to 
live  with  a  trend  of  lower-cost  vehicles.  It 
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ONLINE:To  view  a  cavalcade  of  low-cost  cars 
from  around  the  world,  go  to 
www.businessweek.com/extras. 
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is  difficult  but  that's  where  the  demand 
is,"  says  David  Nicholas  (Nick)  Reilly, 
president  of  GM  Asia  Pacific.  The  average 
retail  price  for  many  compacts  will  prob- 
ably sink  to  $9,000,  while  minis  will  go 
for  around  $7,000,  Reilly  predicts.  That's 
about  15%  below  current  model  prices. 

Car  manufacturers,  of  course,  have 
always  sought  to  cut  costs  and  pack  more 
value  into  each  new-model  generation  to 
stay  competitive.  But  now,  emerging  mar- 
kets like  India  offer  cheap  engineering, 
inexpensive  parts-sourcing, 
and  low-cost  manufactur- 
ing.  For  its  new  car,  for 
example,  Tata   should   be 
able  to  slash  the  cost  of  the 
engine  to  about  $700,  or 
50%  lower  than  a  Western- 
developed  equivalent,  says 
one  consultant  close  to  the 
company.  Combine  Indian    C-LlCcip  Cell S 
brainpower  with  Western    r"VtYYfil~QV*l£* 
innovation  in  design,  ma- 
terials, and  processes,  and 


Volume 
sales  in  new 
markets  can 
make  dirt- 


the  potential  exists  for  a  quantum  1 
in  cost-reduction  without  major  sa 
fices  in  quality.  Tata  and  Renault's  Ind 
partner  Mahindra  &  Mahindra  Ltd. 
already  doing  engineering  work  for  gl 
al  automakers  at  cut-rate  prices.  T 
for  example,  is  working  on  a  coupe  f( 
major  Western  customer. 

LESSONS  FOR  BIG  CARS 

ANOTHER  NEW  FACTOR  in  the  low-( 
car  segment  is  the  possibility  of  huge  i 
umes  that  can  drive  profits.  Ultra-ch 
cars  historically  have  not  sold  in  la 
numbers.  In  2005,  low-cost  cars  rej 
sented  less  than  1%  of  new-vehicle  s; 
in  the  U.S.,  according  to  Roland  Ber 
By  contrast,  emerging  markets,  wr 
held  little  appeal  for  the  major  car  bra 
even  10  years  ago,  now  offer  a  volt 
bonanza  that  can  make  even  cheap  ( 
profit  spinners.  In  India  alone,  some 
million  motorcycle  and  scooter  riders 
likely  to  buy  a  car  over  the  next  five  ye 
the  Berger  study  estimates.  India's  a 
market  is  set  to  double  to  3-3  million  ( 
by  2014,  while  China's  will  grow  14- 
over  the  same  period,  to  16.5  mill! 
cars,  according  to  J.D.  Power  Automo 
Forecasting.  That  kind  of  demand  ma 
dirt-cheap  cars  viable.  "The  real  trick . 
idea  behind  the  low-cost  segment  b 
increase  volume  as  much  as  possibln 
bring  costs  down,"  says  Alfredo  Altav 
CEO  for  Fiat  Powertrain  Technology 
(Fiat  signed  a  technical  partnership  v 
Tata  Motors  in  February.) 

What  automakers  learn  from  ex* 
imenting  with  discount  cars  may  " 
shape  how  more  expensive  models 
made.  To  make  a  success  of  the  Loji 
Renault  manufactured  in  low-cost  Ro 
nia.  It  developed  a  design  that  reduced 
total  number  of  parts  and  made  assen 
a  cinch.  It  stripped  out  sophisticated  e 
tronics,  dispensed  with  high-tech  cui 
windshields,  and  even  saved  $3  per 
hide  by  using  identical  rear- view  mir 
on  each  side.  The  biggest  breakthroi 
Renault  was  able  to  eliminate  expen 
prototypes  and  the  pricey  tooling  invo! 
in  building  them.  As  a 
suit,  it  could  move  dire 
from  digital  mockup  to  ] 
duction,  an  innovation 
saved  the  French  car  con 
ny  $40  million.  Now  Ren 
has  figured  out  how  to  el: 
nate  physical  prototypes 
all  of  its  models. 

Toyota  is  working  o 
bottom-of-the-line  car  ^ 
an  expected  sticker  p 
of  under  $7,000  that  c( 
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CLEAN  POWER 
TODAY! 


Because  putting  it  off  until  tomorrow  isn't  an  option. 

The  world  won't  wait  while  our  industry  imagines  what  the  ideal  form  of  clean  power  is. 

It  wants  action.  Which  is  why  our  environmentally  efficient  technology  is  designed 

to  work  now  as  well  as  into  the  future.  It's  tried.  Tested.  And  available.  Today. 
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hit  emerging  markets  such  as  India  and 
Brazil  by  2009.  Toyota's  management  is 
banking  on  breakthroughs  in  new  materi- 
als, manufacturing,  and  low-cost  facto- 
ries. If  the  Japanese  company's  engineers 
do  their  job,  the  cost-saving  strategies  will 
be  deployed  in  everything  from  Corollas 
to  Lexus  SUVs.  "When  I  asked  for  the  low- 
cost  development  project  two  years  ago,  I 
wanted  to  see  technology  that  would  be 
applied  to  other  vehicles  as  well,"  says 
Toyota  President  Katsuaki  Watanabe.  A 
prototype  is  expected  this  spring.  A  suc- 
cessful Toyota  venture  in  this  segment 
could  "scramble  all  the  eggs  in  emerging 
markets,"  says  Fiat's  Altavilla. 

WHAT'S  AT  STAKE 

TO  AUTOMAKERS'  astonishment,  cheap 
cars  are  also  proving  to  be  just  as  popular 
in  established  markets  as  they  are  in  the 
developing  world.  Renault  originally  ex- 
pected to  sell  the  Logan  only  in  Eastern 
Europe  and  other  emerging  markets.  But 
in  2005,  the  automaker  started  offering  it 
across  Western  Europe.  Buyers  have  flood- 
ed showrooms  to  get  behind  the  wheel 
of  the  no-frills  model.  Yesterday's  cheap 
cars  (remember  the  laughably  bad  Yugo?) 
failed  to  take  off  in  the  West  because  of 


poor  quality.  The  new  gen- 
eration of  cheap  cars  will  be 
sturdy  and  reliable  and  will 
appeal  to  Western  consumers 
who  want  to  spend  money  on 
things  other  than  transport. 
"It's  all  about  price  for  per- 
formance," says  Frankfurt 
music  teacher  Elmar  Kolle, 
who  in  November  replaced 
his  Ford  Mondeo  with  a 
marine-blue  Logan  sedan. 
"I'd  have  to  pay  5,000  euros 
[$6,500]  more  for  a  comparable  car"  from 
another  manufacturer. 

The  shift  to  cut-rate  wheels  is  jarring 
for  an  industry  that  has  fixated  for  at 
least  a  decade  on  premium  cars  and  their 
fat  margins.  BMW  earns  an  estimated 
$3,300  per  car  on  average,  vs.  Logan's 
$400  per  car,  according  to  Ferdinand 
Dudenhoffer,  director  of  the  German 
Center  for  Automotive  Research.  And 
when  you  get  down  to  a  sub-$3,000 
sticker  price,  some  experts  say  if  11  be 
tough  to  cover  the  cost  of  the  parts  in- 
volved. "Any  way  you  look  at  it,  it  will 
be  difficult  to  be  profitable,"  says  David 
Cole,  chairman  of  the  Center  for  Automo- 
tive Research  in  Ann  Arbor,  Mich. 


Many  cars 
in  India  are 
sold  without 
airbags  or 
antilock 
brakes 


How  Low  Can  You  Go? 


«  HYUNDAI  Chose  India  as  its  global 
hub  for  small-auto  production;  expects  to 
double  plant  capacity  to  600,000 

TATA  MOTORS  Plans  to  unveil  the 
world's  cheapest  car,  costing  roughly 
$2,500,  by  yearend  2008 

TOYOTA  Working  on  a  sub-$7,000  car  for 
emerging  markets,  likely  to  be  built  in 
India  or  Brazil 

«  SUZUKI  Its  sub-$10,000  offerings 
make  it  India's  leader,  with  44%  of  the 
market;  already  exports  to  Europe 

CHRYSLER  Inked  alliance  with  China's 
Chery  to  develop  cheap  cars  for  Chrysler 
and  Dodge 

VOLKSWAGEN  Developing  a  car  based 
on  its  Polo  subcompact  to  compete  with 
the  Logan  from  Renault 

GM  Building  low-cost  cars  in  Korea;  may 
use  Chevrolet  brand  for  a  cut-rate  car  to 
launch  in  emerging  markets  in  2010 

«  RENAULT  Pioneered  segment  with 
the  $6,000  Logan  built  in  Romania;  now 
rolling  out  global  production 
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So  why  bother?  Weste 
automakers  who  don't  jc 
the  fray  risk  being  shut  c 
of  the  growth  in  emergi  I 
markets.  Even  worse,  th 
could  give  ambitious  chf 
lengers  a  dangerous  fa  I 
hold  in  the  West— not  unli 
the  one  they  gave  the  Jaj  I 
nese  by  ignoring  their  lo 
cost,  fuel-efficient  mod' 
in  the  1970s.  China's  Gei 
makes  a  model  for  $3,9 
and  it's  aiming  to  export  a  car  to  t 
U.S.  by  2010.  Suzuki  Motor  Corp.,  whi 
sells  cars  starting  at  $4,400  in  Indl 
will  launch  a  new  compact  in  2008  a 
export  it  to  Europe.  Tata's  $8,500  Indi 
compact  sedan  already  sells  in  southe 
and  eastern  Europe.  "The  Chinese  a 
Indians  are  coming,"  says  Patrick  Pelal 
chief  of  strategy  and  product  planning 
Renault.  "If  we  don't  do  our  job,  we  vl 
give  them  a  huge  slice  of  market  shaj 
We  have  to  keep  moving." 

The  majority  of  low-cost  cars 
range  from  $5,000  to  $10,000,  deper.l 
ing  on  size  and  features.  Analysts  s 
adding  equipment  required  for  saf(i 
and  emissions  control  in  Western  mal 
kets  would   automatically  bring  t 
price  of  a  cheap  Chinese  or  Indian  (| 
up  to  $6,000  to  $7,000.  Many  cars 
India,  for  example,  are  sold  withol 
airbags  or  antilock  brakes,  standall 
features  in  the  West.  "There  is  a  huj 
cost  element  to  safety,"  says  HormaJ 
Sorabjee,  editor  of  Autocar  India,  nm 
ing  that  crash-test  facilities  alone  anj 
gigantic  investment. 

Still,  India  remains  the  chief  test  b  I 
and  battleground  for  really  cheap  ca 
Hyundai  uses  its  plant  outside  Chenij 
as  a  global  hub  for  its  small-car  prodij 
tion.  By  tapping  local  suppliers  and  nu 
ufacturing,  the  Korean  upstart  is  able 
offer  a  popular  entry-level  subcompa1 
the  Santro,  at  a  starting  price  of  $6,3  f 
in  India,  while  still  making  features  suJ 
as  air  conditioning  and  power  stef 
ing  standard.  Moving  along  the  pristhj 
high-tech  production  lines  of  its  Cheni  | 
plant  are  also  cars  for  export  to  Euro]- 
Russia,  and  Latin  America.  Outside  t 
plant,  a  vast  sea  of  new  cars,  some  65% 
them  earmarked  for  export  markets,  f 
Hyundai's  orderly  lots.  "My  only  pre 
lem,"  says  Lheem  Heung-Soo,  managi 
director  of  Hyundai  India,  "is  limit 
capacity."  He's  ramping  up  producti  | 
fast:  So  are  all  his  rivals.  ■ 

-With  Ian  Rowley  in  Tokyo,  Nand  I 
Lakshman  in  Mumbai,  David  Welch 
Detroit,  and  Dexter  Roberts  in  Beiji 
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Saying  you're  the 

World's  Best  Processor 

is  one  thing. 

Actually  being  the 

World's  Best  Processor 

is  another. 


jThe  AMD  Opteron™  processor  continues  to  lead  the  industry  in  x86  dual-core  performance. 

Under  the  newest  SPECcpu2006  benchmarks,  AMD  Opteron™  processors  continue  to  set  the  standard  in  x86  dual-core 
processor  performance— besting  our  competitor  by  up  to  15°7o.  We  credit  that  to  our  superior  native  dual-core  design,  with  its 
Direct  Connect  Architecture,  DDR2  memory,  and  industry-leading  performance-per-watt.  All  with  a  clear  migration  path  to  native 
Quad-Core.  It's  all  proof  positive  that  customer-centric  innovation  wins  over  hype. 


SPECcpu2006  benchmarks  clearly  indicate  the  performance 
advantages  of  the  AMD  Opteron'"  processor  over  the  Xeon  5160. 


www.amd.com/opteronperformance 
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Smarter  Choice 


3te2O06  and  SPECfp_rate2006  are  registered  trademarks  of  the  I 

n  presented  above  is  based  on  the  best  performing  dual-core  2-CPU  servers  with  Xeon  S160  currently 
1  to  SPEC  as  of  March  26.  2007.  For  the  latest  results  visit  http://www.8pecorg/cpu2006/results/ 
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BEVERAGES 


THE  GREAT  INDIAN 
BEER  RUSH 

Locals  disdain  suds,  but  foreign  brewers 
are  belting  they'll  switch  to  the  stuff 


BY  NANDINI  LAKSHMAN 

INDIANS  LOVE  THEIR  BOOZE, 
but  beer,  it  seems,  leaves  them 
cold.  The  country  ranks  tops  glob- 
ally in  consumption  of  whisky,  but 
it's  somewhere  near  the  bottom  in 
beer  drinking.  So  why  is  just  about 
everyone  in  the  brewing  industry 
scrambling  to  get  a  piece  of  the  market? 
Despite  the  obvious  preference  Indi- 
ans have  for  distilled  spirits,  beermakers 
worldwide  think  there's  great  potential 
for  selling  their  brews  in  the  country.  A 
hot  climate,  an  even  hotter  economy,  and 
an  enormous  youth  population  look  like 
an  unbeatable  combination  in  the  eyes  of 
Britain's  SABMiller  and  Scottish  &  New- 
castle, Heineken  of  the  Netherlands,  and 
Denmark's  Carlsberg.  Facing  flat  sales  in 
many  Western  markets,  all  have  set  up 
India  operations  in  recent  years,  either 
on  their  own  or  in  tieups. 

The  latest  to  join  the  fray  is  An- 
heuser-Busch Cos.  The  No.l  American 
beermaker  has  just  inked  a  50-50  joint 
venture  with  local  player  Crown  Beers. 
In  May,  the  two  plan  to  start  churning 
out  Budweiser  and  other  brands  at  a  new 
brewery  in  the  southern  Indian  city  of 
Hyderabad.  "India  is  still  pretty  small," 
says  Stephen  J.  Burrows,  CEO  of  An- 
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heuser-Busch  International.  "But  it  has 
great  potential."" 

Pretty  small  is  putting  it  mildly.  Al- 
though India  boasts  the  world's  second 
most  populous  nation,  when  it  comes  to 
beer  it  barely  figures  on  the  map— leav- 
ing plenty  of  upside  for  brewers  who  can 
get  in  early.  Annual  per  capita  consump- 
tion stands  at  just  0.6  liters,  or  about  a 
pint,  compared  with  23  liters  in  China, 
an  average  of  73  across  Europe,  and  78 
in  the  U.S.  "Why  should  I  waste  money 
on  beer  when  whisky  does  the  trick 
much  faster?"  says  Sudnya  Bordoloi,  a 
21-year-old  saleswoman  at  a  Mumbai 
department  store. 

Getting  Indians  to 
switch  from  liquor  to 
beer  won't  be  easy. 
Brewers  must  con- 
tend with  a  dizzying 
list  of  bureaucratic 
restrictions  that  make 
it  tough  and  expen- 
sive to  win  customers 
and  to  build  a  na- 
tional footprint.  Steep 
tariffs  render  imports 
uncompetitive.  And 
state  excise  taxes  of 
as  much  as  150%  can 
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JUST  TRY  IT  Push  the  price  of 

Indian  annual  pint  of  domestic  br 
per  capita  beer  up  to  more  than  ! 
consumption  or  about  triple  wl 
is  a  single  pint  a  sri0t  of  local  wh 
^^^^^m  ky  might  cost.  "1 

market  has  huge  complexities,"  si 
Jean-Marc  Delphon  de  Vaux,  managi 
director  of  SABMiller  India.  "You  have 
work  it  bottom-up,  state  by  state." 

Ads  for  beer  are  banned.  As  a  rest 
brewers  have  to  be  creative  in  buildi 
their  brands  on  a  national  scale.  S/ 
Miller,  for  instance,  sells  a  mineral  wa 
called  Royal  Challenge— not  coincidt 
tally  the  name  of  one  of  its  lagers, 
spots  for  the  water  are  indistinguisha 
from  traditional  beer  ads,  down  to  1 
label  on  the  bottle.  The  only  differen 
The  actors  guzzle  a  clear  liquid  rati 
than  amber-colored  suds.  "It  looks  lik 
beer  ad,  but  we  sell  water,"  says  Delph 
de  Vaux.  The  boldest  ploy,  though,  con 
from  Bangalore-based  United  Breweri 
Its  chairman,  Vijay  Mallya,  launch 
Kingfisher  Airlines— named  after  Ur 
ed's  flagship  brew,  India's  top  seller— a< 
emblazoned  the  planes  with  its  logo. 
In  short,  international  brewers  will 
charged  with  crafting  a  beer  culture  I 
India  largely  from  scratch.  In  that,  at  les 
they  have  demographics  in  their  fav 
Roughly  60%  of  the  population  is  i 
der  30.  What's  more,  incomes  are  risin 
powered  by  an  economy  that/ s  growing  i 
9%-plus.  These  trends  are  expected  to  f 
growth  in  beer  consumption  of  up  to  li 
a  year  through  the  end  of  the  decade. 

To  date,  the  biggest  beneficiary  of  i 
surge  has  been  Kingfisher.  The  brand  rui 
the  market,  with  a  45%  share.  But  closi< 
in  is  SABMiller,  wh: 
over  the  past  six  ye.< 
has  spent  an  estim 
ed   $600   million 
India  to  buy  11  lo 
breweries.  Today,  i 
company's  five  bran 
command  37%  oft 
market.  And  Heii 
ken,  though  it's  sir 
today,  is   hoping 
boost  its  profile  i 
lowing  its  $18  milli 
purchase  last  year 
a    controlling    st£' 
in    India's    Aurai 
abad  Breweries  L 
"India,"    says  Vh 
Chhabra,  Heineke 
country  chief,  "is  t 
place  to  be."  ■ 
60       80       100  -WithAdrier 

Carter  in  New  Yt 


PER  CAPITA  BEER 
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Think  big. 


even  a  growing  business  should  feel  like  the  most 
important  company  in  its  town,  state,  country, 
world.  At  least,  that's  how  we  see  it.  For  over  125 
years,  we've  focused  on  helping  businesses  of  all 
sizes,  well,  grow.  Whether  it's  retirement  planning 
and  investments,  medical  coverage  or  life  insurance, 


we  can  easily  customize  solutions  that  fit  your  exact 
needs.  And  the  needs  of  the  company  you'll  be  to- 
morrow. Because  no       Retirement 
,  .  .  Investments 

matter  how  big  you 

insurance  i^- Financial 
are,  truth  is,  we'd  like         Banking  ^^        Group 

to  help  you  get  bigger,     we'll  give  you  an  edgesm 
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To  learn  more,  contact  your  financial  professional  or  visit  principal.com 
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FIRING 

How  the  threat  of  litigation  is  making  companies 
skittish  about  axing  problem  workers 


BY  MICHAEL  OREY 

Illustrations  by  Owen  Smith 


WOULD  YOU  HAVE  DARED  FIRE 
Hemant  K.  Mody? 
In  February,  2003,  the  longtime 
engineer  had  returned  to  work 
at  a  General  Electric  Co.  facility 
in  Plainville,  Conn.,  after  a  two- 
month  medical  leave.  He  was  a 
very  unhappy  man.  For  much  of  the  prior  year,  he  and  his 
superiors  had  been  sparring  over  his  performance  and  pro- 
motion prospects.  According  to  court  documents,  Mody's 
bosses  claimed  he  spoke  disparagingly  of  his  co-workers, 
refused  an  assignment  as  being  beneath  him,  and  was 
abruptly  taking  days  off  and  coming  to  work  late. 

But  Mody  was  also  49,  Indian  born,  and  even  after  re- 
turning from  leave  continued  to  suffer  a  major  disability: 
chronic  kidney  failure  that  required  him  to  receive  daily 
dialysis.  The  run-ins  resumed  with  his  managers,  whom 
he  had  accused  flat  out  of  discriminating  against  him 
because  of  his  race  and  age.  It  doesn't  take  an  advanced 
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degree  in  human  resources  to  recognize  that  the  situation 
was  a  ticking  time  bomb.  But  Mody's  bosses  were  fed  up. 
They  axed  him  in  April,  2003. 

The  bomb  exploded  last  July.  Following  a  six-day  trial, 
a  federal  court  jury  in  Bridgeport,  Conn.,  found  GE's 
termination  of  Mody  to  be  improper  and  awarded  him 
$11.1  million,  including  $10  million  in  punitive  dam- 
ages. But  the  award  wasn't  for-discrimination.  The  judge 
found  those  claims  so  weak  that  Mody  wasn't  allowed  to 
present  them.  Instead,  jurors  concluded  that  Mody  had 
been  fired  in  retaliation  for  complaining  about  bias.  GE  is 
seeking  to  have  the  award  overturned,  and  a  spokesman 
said,  "We  feel  strongly  there  is  no  basis  for  this  claim." 
Through  his  attorney,  Mody  declined  to  discuss  the  case 
with  BusinessWeek. 

If  this  can  happen  to  GE,  a  company  famed  for  its 
rigorous  performance  reviews,  with  an  HR  operation 
that  is  studied  worldwide,  it  can  happen  anywhere.  It 
has  never  been  easier  for  U.S.  workers  to  go  to  court  and 
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allege  that  they've  been  sacked  unfairly.  Over  the  past  40  years 
federal,  state,  and  local  lawmakers  have  steadily  expanded  the 
categories  of  workers  who  enjoy  special  legal  protection— a 
sprawling  group  that  now  includes  women,  minorities,  gays, 
whistleblowers,  the  disabled,  people  over  40,  employees  who 
have  filed  workers'  compensation  claims,  and  workers  who 
have  been  called  away  for  jury  duty  or  military  service,  among 
others.  Factor  in  white  men  who  believe  that  they  are  bias 
victims— so-called  reverse-discrimination  lawsuits— and  "it's 
difficult  to  find  someone  who  doesn't  have  some  capacity  to 
claim  protected  status,"  observes  Lisa  H.  Cassilly,  an  employ- 
ment defense  attorney  at  Alston  &  Bird  in  Atianta. 

THESE  WORKERS  WIELD  A  POTENT  WEAPON: 
They  can  force  companies  to  prove  in  court 
that  there  was  a  legitimate  business  reason  for 
their  termination.  And  once  a  case  is  in  court, 
if  s  expensive.  A  company  can  easily  spend 
$100,000  to  get  a  meritless  lawsuit  tossed  out 
before  trial.  And  if  a  case  goes  to  a  jury,  the 
fees  skyrocket  to  $300,000,  and  often  much  higher.  The  result: 
Many  companies  today  are  gripped  by  a  fear  of  firing.  Terrified 
of  lawsuits,  they  let  unproductive  employees  linger,  lay  off  cov- 
eted workers  while  retaining  less  valuable  ones,  and  pay  sev- 
erance to  screwups  and  even  crooks  in  exchange  for  promises 
that  they  won't  sue.  "I've  seen  us  make  decisions  [about  termi- 
nations] that  in  the  absence  of  this  litigious  risk  environment, 
you'd  have  a  different  result,"  acknowledges  Johnny  C.  Taylor, 
Jr.,  head  of  HR  at  IAC/InterActiveCorp,  the  conglomerate  that 
runs  businesses  such  as  Match.com  and  Ticketmaster. 
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MANAGERS  OFTEN  FAIL  TO 

BUILD  A  CASE  FOR  FIRING  BY 
SHYING  AWAY  FROM  REGULAR 
AND  CANDID  EVALUATIONS 


The  fear  of  firing  is  particularly  acute  in  the  HR  and  legal  < 
partments.  They  don't  directly  suffer  when  an  underperfom 
lingers  in  the  corporate  hierarchy,  but  they  may  endure  1 1 
pleasant  indirect  consequences  if  that  person  files  a  lawsi 
Says  Dick  Grote,  an  Addison  (Tex.)  talent  management  a 
sultant:  "They  don't  get  their  bonuses  based  on  the  numbs 
lawsuits  they  win.  They  get  their  bonuses  based  on  the  numi 
of  lawsuits  they  don't  get  involved  in." 

This  set  of  divergent  incentives  puts  line  managers  9 
tough  position.  When  they  finally  decide  to  get  rid  of 
underperforming  slob  who  plays  PC  solitaire  all  day  in  1 
cubicle,  it  can  be  surprisingly  tough  to  do.  And  that,  in  tu 
affects  productive  workers.  "Few  things  demotivate  an  or; 
nization  faster  than  tolerating  and  retaining  low  performei 
says  Grant  Freeland,  a  regional  leader  in  Boston  Consult 
Group's  organization  practice. 

But  it's  often  the  supervisors  themselves  who  bear  mi 
of  the  blame  when  HR  says  someone  can't  be  shown  the  dc 
That's  because  most  fail  to  give  the  kind  of  regular  and  cam 
evaluations  that  will  allow  a  company  to  prove  poor  perl 
mance  if  a  fired  employee  hauls  them  into  court.  Honest 
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harsh,  reviews  not  only  offer  legal  cover,  but  they're  also  criti- 
cal for  organizations  intent  on  developing  top  talent.  "There 
were  definitely  a  lot  of  situations  where  a  supervisor  got  fed 
up  with  somebody  and  wanted  to  terminate  them,  but  there's 
no  paperwork,"  says  Sara  Anderson,  who  worked  in  HR  at 
Perry  Ellis  International  and  Kenneth  Cole  Productions  Inc. 
in  New  York.  Frequently,  the  work  that  the  manager  suddenly 
claims  is  intolerable  is  accompanied  by  years  of  performance 
evaluations  that  say  "meets  expectations."  Says  Anderson: 
"You  look  in  the  file,  and  there's  nothing  there  to  prove  [poor 
performance],  so  if  s  like  it  didn't  happen." 

WHEN  MODY  SIGNED  GE'S  JOB 
application  in  1998,  the  form  said  his 
employment  was  "at  will"  and  "the 
Company  may  terminate  my  employ- 
ment at  any  time  for  any  reason." 
Well,  not  exactly. 
The  notion  that  American  work- 
ers are  employed  "at  will"— meaning,  as  one  lawyer  put  it, 
you  can  be  fired  if  your  manager  doesn't  like  the  color  of  your 
socks— took  root  in  the  laissez-faire  atmosphere  of  the  late 
19th  century,  and  as  an  official  matter  is  still  the  law  of  the  land 
in  every  state,  save  Montana.  The  popular  conception  of  at-will 
employment  is  exemplified  by  the  television  show  The  Ap- 
prentice, which  features  Donald  Trump  pointing  a  finger  at  an 
underling  and  ousting  him  or  her  on  the  spot.  That  dramatic 
gesture  makes  great  television,  but  it  isn't  something  that  hap- 
pens very  frequendy  anymore  in  the  American  workplace. 

The  rise  of  unions  was  the  first  development  to  put  a  check 
on  summary  dismissal.  Collective-bargaining  agreements  out- 
lined the  specific  kinds  of  infractions  that  could  lead  to  termi- 
nation, and  set  up  procedures  for  discipline  and  review  that  a 
company  must  follow  before  a  worker  can  be  fired.  But  unions 
generally  didn't  deal  with  the  problem  of  discrimination,  and 
in  some  cases  perpetuated  it. 

For  most  American  workers  now,  their  status  as  at-will  em- 
ployees has  been  transformed  by  a  succession  of  laws  growing 
out  of  the  civil  rights  movement  in  the  1960s  that  bar  employers 
from  making  decisions  based  on  such  things  as  race,  religion, 
sex,  age,  and  national  origin.  This  is  hardly  controversial.  Even 
the  legal  system's  harshest  critics  find  little  fault  with  rules 
aimed  at  assuring  that  personnel  decisions  are  based  on  merit. 
And  most  freely  acknowledge  that  it  is  much  easier  to  fire  people 
in  the  U.S.  than  it  is  in,  say,  most  of  Western  Europe.  Mass  lay- 
offs, in  fact,  are  a  recurring  event  on  the  American  corporate 
scene.  On  Apr.  17,  for  example,  Citigroup  Inc.  announced  it  will 


Untouchable 
Nation 


Fired  workers  who  fall  into  a  protected 
category  have  special  legal  status. 
These  days,  it's  harder  than  you 
might  imagine  to  find  an  American 
worker  who  wouldn't  fall  into  one- 
or  sometimes  several-of  these 
categories. 


shed  some  17,000  workers. 

Yet  even  in  these  situations, 
RIFs  (for  "reduction  in  force") 
are  carefully  vetted  by  attorneys 
to  assess  the  impact  on  employees 
who  are  in  a  legally  protected  cat- 
egory. And  these  days  the  majority  of 
American  workers  fall  into  one  or  more 
such  groups.  Mody,  for  example,  belonged 
to  three  because  of  who  he  was  (age,  race,  and 
national  origin)  and  two  more  because  of  things  he  had 
done  (complained  of  discrimination  and  taken  medical  leav  J  :ea 
That  doesn't  mean  such  people  are  immune  from  firing.  Buij  moe 
does  mean  a  company  will  have  to  show  a  legitimate,  nonoi  ^ 
criminatory  business  reason  for  the  termination,  should  i  j  m 
matter  ever  land  in  court.  j  iiyc 

As  it  happens,  the  judge  in  Mody's  case  tossed  out  his  c\  p 
crimination  claims.  But  the  retaliation  allegation  did  go  to  w  R|v 
jury— a  development  that  is  increasingly  blindsiding  business  ir;v 
Plaintiffs  are  winning  large  sums  not  because  a  company  c  i  ^ 
criminated  against  them,  but  because  the  company  retalia  ftll 
when  they  complained  about  the  unproven  mistreatment. 

The  rules  surrounding  retaliation  may  sound  crazy,  but  tit 
are  one  of  the  big  reasons  why  the  fear  of  firing  is  so  prevaleli     I 
Retaliation  suits  are  a  hot  growth  area  in  employment  law/    / 
2005  and  2006,  retaliation  claims  represented  30%  of  all  cha;   / 
es  individuals  filed  with  the  Equal  Employment  Opportur   /— 
Commission,  a  required  first  step  before  most  discriminatiij  / 
cases  can  go  to  federal  court.  That's  up  from  about  20%  justs)  ( 
years  ago.  "Even  if  there  isn't  a  good  discrimination  claim,  i  ;  t  v, 
employee  has  a  second  bite  at  the  apple,"  notes  Martin  W.  Aiv  Baj]( 
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Total  labor  force 

151.4  million 

■  Minorities  (31%) 

□  40  and  over  (52%) 

■  Female  (46%) 

□  Unprotected* : 

White  males  under  40  (16%) 

*But  not  if  the  employee  is: 

Disabled,  gay,  a  whistle-blower, 
a  veteran,  foreign-born,  called 
for  jury  duty,  a  workers' 
compensation  claimant 

Data  U  S.  Bureau  of  Labor  Statistics.  2006 


of  defense  firm  Edwards  Angell 
Palmer  &  Dodge  in  Short  Hills, 
N.J.  Last  year  the  U.S.  Supreme 
Court  increased  the  legal  risk  to 
business  by  ruling  that  improper  re- 
taliation can  involve  acts  far  short  of 
firing  or  demoting  someone.  So  even  ex- 
luding  an  employee  from  meetings,  relocat- 
ing his  or  her  office,  or  other  intangible  slights 
could  lead  to  liability. 
Of  course,  prohibitions  against  retaliation  exist  for  a 
Ibd  reason.  Without  them,  many  workers  would  find  it  too 
Itty  to  come  forward  with  even  legitimate  complaints.  Yet  de- 
ise  attorneys  are  deeply  suspicious  that  some  workers  abuse 
k  protection.  Fearing  their  jobs  maybe  in  jeopardy,  they  may 
kckly  contact  HR  with  an  allegation  of  discrimination  or  call 
Corporate  hotline  to  report  misconduct,  thereby  cloaking 
Ikmselves  in  the  protection  of  anti-retaliation  law.  "That's 
fairly  common  fact  scenario,"  says  Mike  Delikat  of  Orrick 
irrington  &  Sutcliffe  in  New  York,  a  law  firm  that  represents 
|sinesses.  "The  best  defense  is  a  good  offense." 

FTER  1991,  WHEN  CONGRESS  ALLOWED 

punitive  damages  and  jury  trials  in  job 

discrimination  cases,  litigation  in  the  area 

exploded.   In   2006,  14,353   employment 

cases  were  filed  in  federal  court,  up  from 

5,273  in  1990,  though  down  from  a  peak 

.  of  20,955  in  2002.  It  should  be  noted  that 

'•se  statistics,  which  include  both  unlawful  termination 

ks  and  other  types  of  claims,  dramatically  understate  the 


frequency  with  which  companies  deal  with  these  issues.  For 
every  case  that's  filed  in  court,  several  more  are  quietly  settled 
well  beforehand. 

Many  of  the  lawsuits  may  seem  ridiculous.  IBM  is  currently 
defending  a  case  filed  by  James  C.  Pacenza,  a  plant  worker  it 
dismissed  for  visiting  an  adult  Internet  chat  room  while  on  the 
job.  In  his  lawsuit,  Pacenza  claims  that  his  propensity  to  such 
behavior  stems  from  post-traumatic  stress  disorder,  which  he 
suffers  as  a  result  of  military  service  in  Vietnam,  and  that  IBM 
violated  the  Americans  with  Disabilities  Act.  He  also  alleges  that 
two  other  employees  who  had  sex  on  an  IBM  desk  were  "merely 
transferred,"  so  he  was  treated  with  undue  harshness.  Pacenza's 
attorney,  Michael  D.  Diederich  Jr.,  says  his  client  "didn't  violate 
any  of  IBM's  policies  regarding  computer  usage." 

Even  when  employers  beat  back  silly  suits,  it  often  doesn't 
feel  like  much  of  a  victory.  That's  because  meritless  cases 
can  still  tie  up  companies  in  burdensome  and  expensive  pro- 
ceedings for  years.  In  October,  2002,  Southview  Hospital  in 
Dayton  fired  Karen  Stephens,  a  nurse  who  worked  in  a  unit 
for  premature  babies  and  other  at-risk  newborns.  Six  other 
nurses  had  reported  that  Stephens  was  abusive  to  infants,  ac- 
cording to  court  filings,  spanking  them  when  they  were  fussy, 
wagging  their  noses  until  they  screamed  in  pain,  pinching 
their  noses  shut  to  force-feed  them,  and  calling  them  "son  of 
a  bitch."  Stephens,  who  was  60  at  the  time,  sued  Kettering 
Adventist  Healthcare  Network,  which  operates  Southview, 
denying  "inappropriate"  conduct  and  alleging  that  the  real 
reason  she  was  let  go  was  age  discrimination. 

Only  after  a  year  and  a  half  of  legal  dueling  did  a  federal 
district  judge  in  Dayton  toss  out  Stephens'  claims  in  April, 
2005.  But  then  she  appealed,  and  it  took  another  year— and 
an  additional  round  of  legal  briefing— before  the  U.S.  Court 
of  Appeals  for  the  Sixth  Circuit  upheld  the  dismissal,  noting 
that  "Stephens  has  offered  no  evidence  to  indicate  that  she 
did  not  mistreat  the  infants,"  or  that  Kettering  did  not  have  a 
"legitimate,  nondiscriminatory  reason  for  discharging  her." 
Kettering  declined  to  comment  on  the  case.  "I  never  lost  a  baby 
in  25  years,"  Stephens  said  in  an  interview. 

The  cost  and  distraction  of  lawsuits  lead  many  employers 
to  engage  in  contortional,  and  at  times  perverse,  litigation 
avoidance.  Defense  attorney  Cassilly  offers  the  story  of  one 
of  her  clients,  a  hospital  in  the  Southeast  forced  to  reduce  its 
ranks  because  of  budget  cuts.  The  head  of  one  department 
elected  to  let  go  a  female  employee  in  favor  of  keeping  a  more 
junior  male,  whom  he  had  spent  a  great  deal  of  effort  to  re- 
cruit and  whom  he  felt  was  more  valuable.  But  the  hospital 
overrode  that  choice  and  laid  off  the  man  out  of  concern  that 
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it  would  be  more  exposed  in  a  lawsuit 
by  the  woman. 

Another  of  Cassilh/s  clients,  a  manu- 
facturer, acquired  a  new  facility  and 
qu'ckly  identified  one  worker  as  having 
"a  variety  of  performance  problems." 
But  the  woman,  an  African  American, 
had  nothing  in  her  personnel  file  indi- 
cating prior  trouble,  which  made  fir- 
ing her  a  risky  bet.  So  the  company 
put  her  on  a  six-month  "performance 
improvement  program"  to  document 
her  deficiencies— and  to  find  out  if  she 
could  mend  her  ways.  She  couldn't,  and, 
Cassilly  notes,  her  client  "had  to  suffer 
through  her  poor  performance  during 
the  whole  period." 

Early  this  year,  Cassilly  got  a  call  from 
the  client.  They  had  just  discovered  that 
the  woman,  an  office  administrator,  had 
stolen  thousands  of  dollars  from  the 
company,  and  they  promptly  dismissed 
her.  "It  was  almost  a  case  where  the 
company  was  delighted  to  find  out  they 
were  the  victim  of  theft,"  Cassilly  says, 
as  opposed  to  having  to  defend  far  more 
subjective  performance  evaluations. 

Even  in  the  face  of  theft,  Revolution 
Partners,  a  small  investment  banking 
advisory  firm  in  Boston,  balked  before 
showing  one  of  its  employees  the  door. 
The  woman  had  used  her  company 
credit  card  for  a  personal  shopping 
spree  and  plane  ticket,  but  Revolution 
retained  an  employment  attorney,  got 
the  woman  to  sign  a  form  waiving  her 
right  to  sue  for  wrongful  dismissal, 
and  after  she  was  fired  took  no  legal  ac- 
tion to  recover  the  amounts  improperly 
charged.  "We're  a  little  firm,  and  the  last  thing  I  need  is  to 
spend  a  lot  of  time  on  a  lawsuit,  whether  it's  warranted  or 
not,"  says  Peter  Falvey,  one  of  Revolution's  co-founders. 

Falvey  isn't  alone.  A  number  of  defense  attorneys  and  HR 
managers  said  companies  they  work  for  prefer  to  buy  them- 
selves peace  of  mind  over  facing  the  prospect  of  being  sued. 
"They  don't  want  the  publicity  or  the  expense,"  says  Robert  J. 
Nobiie,  an  attorney  at  Seyfarth  Shaw  in  New  York.  "Some  of 
them  say,  'Hey,  we'll  swallow  our  pride  and  pay  10  grand  now 
rather  than  100  grand  later.' "  That's  an  approach  that  makes 
IAC's  Taylor  shudder.  "If  that  becomes  your  norm,  then  you 
train  the  plaintiffs'  bar  and  your  departing  employees  that  they 
should  expect  something  on  the  way  out,  no  matter  how  poorly 
they  perform,"  he  says. 

MANY  OBSERVERS  PUT  MUCH  OF  THE 
blame  for  fear  of  firing  on  HR.  "The 
problem  is  much  more  with  HR  man- 
agers being  nervous  Nellies  than  it  is  a 
problem  in  actual  legal  exposure,"  says 
consultant  Grote.  The  bigger  risk  is  re- 
taining poor  performers,  not  terminat- 
ing them,  he  says,  provided  the  firing  is  done  properly. 

Indeed,  at  most  companies  HR  is  essentially  a  support 
function  that  gets  called  in  only  when  a  personnel  problem 
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For  Every  10,000  Lawsuits. 
Few  Losses,  but  High  Cost 

The  maneuvering  companies  engage  in  to  avoid  wrongful-termination  lawsuits  is  out  of 
proportion  to  the  risk  of  actually  losing  in  court.  One  big  reason:  the  high  cost  of  litigating 
claims,  even  the  ones  that  end  up  with  the  company  winning. 
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•Assumes  a  five-day  trial 

"Out  of  22  trial  losses  typically  appealed  by  cpmpanies 


has  reached  the  crisis  stage.  At  that  point,  the  best  they  rr 
be  able  to  do  is  suggest  the  kind  of  risk-avoidance  mi 
sures  that  drive  managers  crazy— such  as  requiring  that 
employee's  deficiencies  actually  be  documented  in  writi 
for  an  extended  period  before  he  or  she  is  fired.  This  can 
avoided,  says  Amy  Rasner,  a  former  HR  manager  in  the  fas 
ion  industry,  if  human  resources  personnel  are  teamed  w 
line  managers,  working  with  them  on  an  ongoing  basis 
develop  and  communicate  specific,  measurable  performan 
objectives  to  employees. 

In  interview  after  interview,  attorneys  and  HR  execs  say  t 
biggest  problem  they  confront  in  terminations  is  the  faili 
of  managers  to  have  these  kinds  of  conversations.  In  a  20' 
Hewitt  Associates  survey  of  129  major  U.S.  corporations,  % 
said  managers'  ability  to  carry  out  performance  manageme 
discussions  and  decisions  effectively  was  the  part  of  th< 
personnel  evaluation  process  most  in  need  of  improvemer 

The  reasons  for  this,  of  course,  are  varied.  Some  managi 
simply  see  the  whole  review  process  as  a  bureaucratic  waste 
time.  If  s  also  not  easy  to  do.  Many  supervisors  have  been  pi 
moted  into  their  jobs  because  they  excelled  in  operations,  r 
because  they  are  skilled  as  managers.  What's  more,  they've  oft 
spent  a  lot  of  time  working  alongside  the  very  people  they  n< 
oversee,  so  giving  candid  feedback  to  friends  and  former  pet 
may  be  awkward.  Managers  in  this  position  are  "the  biggi 
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BECAUSE  EVEN  LUDICROUS 

LAWSUITS  ARE  COSTLY,  THE 
THREAT  OF  THEM  IS  AFFECTING 
WORKFORCE  QUALITY 


chickens  on  earth,"  says  Fred  Kiel,  an  executive-development 
consultant  at  KRW  International  Inc.  in  Minneapolis. 

Ironically,  when  it  came  to  handling  personnel  issues  in- 
volving Mody,  GE  managers  appear  to  have  done  most  things 
right,  offering  regular  and  candid  performance  appraisals  and 
involving  HR  and  legal  personnel  at  an  early  stage  when  mat- 
ters began  to  sour.  In  trial  exhibits  and  testimony,  Mody's  GE 
supervisors  described  him  as  a  talented  but  prickly  worker. 
Performance  reviews  and  other  documents  faulted  both  his 
people  and  leadership  skills. 

But  in  the  trial  against  GE,  Mody's  attorney,  Scott  R.  Lucas 
of  Stamford,  Conn.,  laid  out  the  details  of  what  he  labeled  a 
campaign  of  retaliation  against  his  client.  Following  a  July, 
2002,  memo  in  which  Mody  accused  the  company  of  dis- 
crimination, Lucas  told  jurors,  Mody's  boss  began  complain- 
ing that  he  was  absent  and  tardy  too  often.  In  a  court  filing, 
Lucas  called  this  "a  contrived  performance  issue,"  and  says 
Mody  was  also  "falsely  criticized  for  lack  of  output." 

What's  more,  just  six  weeks  after  having  given  Mody  a 
"very  favorable  review,"  his  boss  gave  Mody  a  "veiy  poor  and 
critical  evaluation,"  according  to  the  filing.  Mody  was  excluded 
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from  various  conferences  and  removed  from  "meaning;; 
contribution"  to  projects.  At  one  point,  Mody's  boss  allegec 
told  him:  "There  are  things  I  can  ask  you  to  do  that  if  I  ask' 
you  to  do  them,  you  would  just  quit."  The  last  straw  i 
Mody  came  when  he  returned  from  medical  leave  and  w 
asked  to  do  an  assignment  that  he  alleged  was  low-level  aj 
intentionally  demeaning. 

On  July  18,  jurors  awarded  Mody  about  $1.1  million  i 
back  pay  and  compensatory  damages  and— in  one  of  seve: 
aspects  of  the  case  being  challenged  by  GE— a  tidy  $10  mi 
lion  in  punitive  damages.  Even  for  a  company  as  big  as  G 
an  $11.1  million  verdict  is  plenty  of  cause  to  justify  a  fear 
firing.  But  Mark  S.  Dichter,  head  of  the  employment  practi 
at  Morgan  Lewis  &  Bockius  in  Philadelphia,  thinks  that's  t 
wrong  lesson  to  draw  from  the  Mody  case  and  other  simii 
lawsuits.  "I  can  design  HR  policies  that  can  virtually  elin 
nate  your  risk  of  facing  employment  claims,  but  you'll  hav 
pretty  lousy  workforce,"  says  Dichter.  "At  the  end  of  the  d. 
you  have  to  run  your  business."  ■ 
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CRUNCH  TIME 

The  board  wanted 
Mackay— but  after 
he'd  been  schooled 
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"Hogg  needed  a  new  boss,  fast  Here's  how  it  groomed 
sider  David  Mackay.  by  Joseph  weber  Photographs  by  Chris  Buck 


J"  "W"     "▼"HEN    THE    WHITE    HOUSE 

1       jL      I    tapped        Kellogg        Chief 

R    f^L    I      Executive  Carlos  M.  Gutierrez 

m/    m/       to  be  Commerce  Secretary  in 

¥       ¥         the  fall  of  2004,  few  people 

e  more  surprised  than  the  directors  of  the 

tie  Creek  (Mich.)  cereal  maker.  Gutierrez,  then 

had  led  an  impressive  six-year  turnaround, 

they  expected  him  to  lead  the  company 

another  15  years  or  so.  Thus  the  call  from 

Bush  Administration  was  a  shocker  on  a 

with,  say,  Tony  the  Tiger  quitting  to  work 


for  animal  rights.  "It  fell  into  the  emergency 
category,"  recalls  director  John  T.  Dillon. 
Lucidly,  the  board  had  a  plan— or  actually  two, 
both  a  short-run  fix  and  one  for  the  long  haul. 
First,  the  directors  tapped  one  of  their  own,  James 
M.  Jenness,  to  move  in  temporarily  as  CEO.  He 
had  served  on  the  board  for  four  years  and  worked 
cheek  by  jowl  with  prior  CEOs  for  two  decades  as 
a  Kellogg  Co.'s  adman  at  the  Leo  Burnett  Co. 
agency.  Jenness'  biggest  job:  make  the  board's 
long-term  plan  work  by  buffing  up  their  ultimate 
CEO  choice,  President  A.D.  David  Mackay,  now 
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51.  Jenness,  60,  put  Mackay  through  a  nearly  two-year 
crash-course  in  life  at  the  top— a  time  that  Jenness  says  "just 
gave  him  more  ways  to  mature  and  to  see  some  more  of  the 
game"— before  Mackay  took  the  CEO's  title  on  Dec.  31, 2006. 
The  directors  swiftly  rejected  one  option  that  many  boards 
in  a  similar  situation  would  have  considered:  tapping  a  high- 
profile  outsider.  Even  though  Mackay  was  not  quite  ready  to 
assume  the  top  job,  the  directors  did  not  want  to  entrust  the 
nearly  100-year-old  company  to  someone  who  hadn't  spent 
his  professional  life  hip-deep  in  corn  flakes,  Rice  Krispies,  and 
Froot  Loops.  Kellogg  insiders  "understand  the  company  and 
its  culture.  They're  tuned  in,"  says  director  Dillon,  a  former 
International  Paper  Co.  CEO  who  has  served  on  the  Kellogg 
board  for  six  years.  Going  outside  for  a  long-term  CEO,  he 
adds,  "would  confuse  our  shareowners,  our  employees,  and  the 
trade.  It  would  send  a  signal  that  the  board  is  not  confident  in 
its  people  development,  and  not  confident  in  the  performance 
and  strategy." 


CEOPROTEM 

For  almost  two  years, 
Jenness  acted  as 
chief  while  bringing 
Mackay  up  to  speed 


Going  outside  for  a  long-    I 
term  CEO  "would  confuse 
our  shareowners,  our 
employees,  and  the  trade/' 
says  a  Kellogg  director 


Fashions  are  changing  in  the  boardroom:  Outsiders  a: 
suddenly  out.  Mackay  is  among  the  85%  of  CEOs  appointe 
to  S&P  500  companies  last  year  who  hailed  from  inside  the 
companies:  61  out  of  72  appointments,  reports  executive  se 
firm  Spencer  Stuart.  This  is  a  sharp  increase  from  prior  ye; 
Only  60%  of  a  total  60  CEO  appointments  were  internal  I 
2005  and  66%  of  67  in  2004.  Whi' 
knight  saviors  with  stellar  recon 
at  other  companies,  once  all  tl 
rage  among  boards  that  sought  I 
shake  up  tired  management  teami 
are  becoming  increasingly  pass 
"People  have  been  burned  by  tb 
glamorous  outsider,"  says  Warn 
G.  Bennis,  a  professor  of  busines 
at  the  University  of  Southeit 
California.  Witness  the  unhapt, 
departures  of  Gap's  Paul  Pressk 
Home  Depot's  Robert  Nardelli,  an 
Hewlett-Packard's  Carleton  Fiorir 
in  recent  years. 

WHILE  AN  UNFOJ 
giving  Wall  Strer 
and  relendess  con 
petition  combine' 
give  outsiders  litt 
time  to  learn  the  business,  insidel 
can  hit  the  ground  running.  Th< 
usually  boast  personal  relationshi] 
with  customers  and  suppliers,  ar. 
already  know  which  executives  a 
deliver. 

There's  a  proven  payoff  to  havir 
an  insider  CEO:  After  studyir 
shareholder  returns  from  1995 
2005  for  some  1,595  companu 
around  the  world,  consulting  fir 
Booz  Allen  Hamilton  Inc.  fou 
that  outside  CEOs  typically  c 
better  in  their  first  few  years  ths' 
insiders— but  that  the  bloom  goi 
off  the  rose  once  the  payoffs  fro) 
quick  fixes,  such  as  cost-cuttin 
fade  away.  The  outside  CEC 
produced  shareholder  returns  i 
the  first  half  of  their  stints  thi 
were  nearly  four  times  betti 
than  those  achieved  by  insiders, 
median  annual  gain  of  8.6%.  Bi 
the  second  halves  of  their  tenun 
fizzled,  posting  declines  of  2.6'  kl 
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It  can  shape  mountains. 
It  can  move  oceans. 
Now  the  wind  can  even 
heat  up  your  toaster. 


Together,  all  the  GE  Energy  wind  turbines  in  the 
world  could  produce  enough  power  for  2.4  million 
US  homes.  Something  maybe  to  chat  about  over 
your  next  round  of  toast.  It's  yet  another  example 
of  our  blueprint  for  a  better  world. 


imagination  at  work 


ecomagination.com 
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PLAYBOOK:  BEST  PRACTICE  IDEAS 


How  to  Grow  a  CEO 

Developing  a  deep  bench  of  talent  requires  identifying 
and  cu  tivating  high-potential  managers  early  on. 

BROADEN  THEIR  RANGE  Rising  stars  should  rotate  through  jobs, 
changing  responsibilities  every  three  to  five  years,  even  if  the  moves  are  lateral. 
Managers  should  be  around  long  enough  to  see  the  results  of  their  work-good  or 
bad-but  not  so  long  that  they'll  get  stale. 

LET  OBSERVATION  TEACH  Allow  high-potential  employees  to  spend 
time  with  the  boss,  even  shadowing  the  boss  for  a  week  or  so  to  see  how  decisions 
are  made  and  executed.  People  learn  management  skills  more  through  experience 
than  by  simply  hearing  about  them. 

ENCOURAGE  OPINIONS  Give  rising  stars  room  to  disagree  with 
management  decisions.  Throttling  discussions  in  a  top-down  approach  will  drive 
out  promising  leaders  and  lead  to  a  crop  of  yes-men  unlikely  to  make  good  CEOs. 

PROVIDE  BOARD  ACCESS  Let  up-and-comers  make  presentations  to 
the  board  of  directors:  Managers  gain  a  sense  of  what  matters  to  directors,  and 
directors  get  to  see  the  talent  in  the  pipeline.  Consider  having  a  top  candidate  on 
the  company  board,  as  well  as  on  an  outside  board. 

MAINTAIN  A  NETWORK  If  a  top  candidate  leaves  to  go  elsewhere 
and  then  returns,  look  on  the  experience  as  useful,  not  as  traitorous. 


in  yearly  returns,  while  insiders  chugged  along,  racking  up 
annual  hikes  of  1.1%.  The  imports  "make  bold  moves  but  run 
out  of  moves  after  three  or  four  years,"  says  Booz  Allen  Senior 
Vice-President  Paul  F.  Kocourek.  "  Either  they  don't  know  the 
industries  or  the  players  well  enough,  or  don't  think  through 
the  growth  strategies." 

AT  KELLOGG,  TOP  LEADERS  HAVE  LONG  COME 
from  the  inside.  Before  Jenness  and  Mackay  took 
over,  the  previous  five  CEOs  each  clocked  between 
24  and  36  years  at  the  cereal  maker  before  moving 
to  the  corner  office.  Mackay  started  at  Kellogg  in 
1985  in  Australia,  where  he  grew  up,  and  he  moved  up  in 
assignments  in  Ireland,  Britain,  and  the  U.S.  The  New  Zealand- 
born  executive,  who  sometimes  calls  colleagues  "mates"  and 
pronounces  his  name  like  "McKie,"  often  breaks  into  an  easy 
laugh  and  seems  surprised  at  how  far  he's  gone  professionally. 
He  rose  from  job  to  job  every  three  to  five  years  with  no  clear 
career  ladder  in  mind,  just  taking  every  challenge  in  stride.  But 
after  declining  a  move  to  Asia,  he  felt  his  career  at  Kellogg  was 
stymied,  so  left  in  1992  for  a  rival,  an  Australian  bakery  unit 
of  Sara  Lee  Corp.  Wooed  back  in  1998,  he  rose  to  head  the  all- 
important  U.S.  unit  of  Kellogg  in  2000  before  being  tapped  as 
president  and  chief  operating  officer  in  2003. 

Kellogg  directors  have  good  reason  to  favor  insiders. 
Industry  veterans  know  that  foodmaking  is  as  much  about 
advertising,  marketing,  and  tracking  fast-shifting  consumer 
preferences  as  about  factory  capacities,  bargaining  with 
retailers,  and  the  subtleties  of  finance.  With  Mackay,  too,  the 
board  had  someone  who  was  deeply  immersed  in  Gutierrez's 
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winning  turnaround  efforts;  Mac 
ay  was  the  former  CEO's  right-hai 
man  and  was  committed  to  1 
game  plan. 

Gutierrez,  who  started  at  K 
logg  in  1975  and  became  CEO 
1999,  was  proof  that  an  insid 
could  make  tough  and  unsettlii 
changes— he  cut  staff  and  ev 
shuttered  an  original  corn 
plant— and  still  map  a  pote 
growth  path.  To  drive  sales,  Guti« 
rez  unveiled  such  novel  products 
Special  K  snack  bars,  bought  coo 
iemaker  Keebler  Co.,  and  ramp 
up  Kellogg's  health-foods  presen 
by  snapping  up  Worthington  Foo 
Inc.,  a  maker  of  soy  and  vegetari; 
products,  and  cereal  maker  Kasl 
He  pushed  net  earnings  up  77% 
$890.6  million,  from  1998  to  200 
as  sales  rose  42%,  to  $9.6  billio 
no  wonder  the  stock  soared  54%, 
some  $42  a  share.  Now,  with  K 
logg  at  $10.9  billion  a  year  in  s: 
and  growing  nicely,  the  stock  hove1 
around  $52. 

When      Cuban-born      Gutiei 
suddenly  decamped  to  answer  r 
adopted  country's  call  in  Washini 
ton,  the  directors  weren't  the  ol|| 
ones     surprised.     Mackay     nevt 
expected  to  get  a  crack  at  the  corni 
office.  Because  he  was  just  a  year  ai 
a  half  younger  than  Gutierrez,  he  figured  he  had  topped  out 
Kellogg.  "My  expectation  was  I'd  be  president  of  the  compa 
for  many  years  and  then  probably  retire  as  president  of  tf| 
company,"  he  says. 

A  horse  veterinarian's  son  who  grew  up  in  tiny  Mudgee,  It. 
miles  outside  Sydney,  Mackay  filled  most,  but  not  all,  of  the  b 
as  CEO.  His  biggest  shortcoming  was  a  dearth  of  experien 
in  the  boardroom,  where  he  had  made  presentations  but  w 
scarcely  intimate  with  Kellogg  directors  and  lacked  a  boar  ty| 
room  insider's  view  of  corporate  life.  He  was  immediate 
invited  to  join  the  Kellogg  board  and,  to  get  even  more  expe 
ence,  took  a  seat  on  the  board  at  Fortune  Brands  Inc.,  the .' 
billion-a-year  diversified  marketer  of  Jim  Beam  whiskey,  hor 
hardware  goods,  and  golf  gear.  The  appointment,  broker  tej 
by  Spencer  Stuart,  gave  him  a  chance  to  see  how  anotli 
company  operated.  And,  he  says,  it  allowed  him  to  "get  a  b( 
ter  appreciation  of  the  difficulty  of  being  a  director."  Mack 
was  particularly  struck  by  how  board  members  operate  wi 

Mackay  lacked  boardroom 
experience,  so  he  was  inviti 
to  join  Kellogg's  directors 
and  took  a  seat  on  an  outsid<L, 
company's  board,  too  I 
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SY  WEEKENDS.  EASY  PLANNING.  EASY  RETIREMENT. 

r  isamerica  offers  insurance,  investment,  and  retirement 
ti  egies  designed  with  one  thing  in  mind — helping  you  get 
vnt  you  want. 


3c|:act  your  financial  professional  today 
11  1-800-PYRAMID. 
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Transamerica 

The  Power  of  the  Pyramid 
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products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company,  Cedar  Rapids,  IA  52499, 
lates  In  New  York,  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company, 
,  NY  10577.  Products  may  not  be  available  in  all  jurisdictions. 
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ABRUPT  EXITS 

From  left, 
Fiorina,  Nardelli, 
and  Presslergot 
in,  but  didn't  last 


Ousting  the  Outsiders 

Several  high-profile  celebrity  CEO  imports  have  had 
rocky  tenures 

PAUL  PRESSLER  After  four  years  as  Gap's  CEO,  the  15-year  Walt  Disney 
veteran,  who  had  little  retail  experience,  was  pushed  out  last  January.  Robert 
Fisher,  chairman  of  the  board  and  the  son  of  Gap's  founders,  holds  the  top  job. 

ROBERT  NARDELLI  The  General  Electric  recruit  lasted  six  years  at 
Home  Depot  before  leaving  in  2006.  Board  member  Frank  Blake,  who  joined 
the  company  in  2002  as  an  executive  vice-president  after  stints  at  GE  and  in 
government,  was  tapped  to  be  CEO. 

WILLIAM  PEREZ  Nike  founder  and  Chairman  Philip  Knight  pushed  out 
CEO  Perez  early  last  year.  Perez,  who  had  been  CEO  of  consumer  goods  company 
S.C.  Johnson,  was  at  Nike  for  14  months.  Knight  elevated  Mark  Parker,  who  joined 
Nike  in  1979  and  has  served  as  president  of  the  Nike  brand  unit,  to  CEO. 

CARLETON  FIORINA  The  former  Lucent  executive  left  the  CEO  perch 
at  Hewlett-Packard  in  2005  after  less  than  six  years.  HP  is  now  led  by  another 
outsider,  Mark  Hurd,  who  was  recruited  from  NCR,  where  he  had  spent  25  years. 

GEORGE  M.C.  FISHER  In  1993,  the  former  Motorola  CEO  became 
the  first  outsider  to  take  the  top  post  at  Eastman  Kodak.  Fisher  served  until 
2000,  when  his  efforts  to  modernize  and  boost  efficiency  failed  amid  a  flood 
of  red  ink. 


annual  meetings,  quarterly  anal} 
calls,  and  periodic  major  analyst  mei 
ings,  so  Wall  Street  could  warm  up 
the  lanky,  straight-talking  manag. 
"It  gave  him  time  to  get  to  know  t 
ropes,"  says  John  M.  McMillin,  a  foi 
industry  analyst  with  Prudential  Equ 
Group,  who  added  that  functioning 
both  chief  executive  and  chief  open 
ing  officer  might  have  proved  oneroi 
"It  kept  the  heat  off  him." 


I 


little  first-hand  information,  and  must  rely  on  managers  whom 
they  can  trust.  He  was  coached,  too,  by  Jenness,  who  remains 
chairman  at  Kellogg.  Director  Dillon  suggests  that  Mackay's 
internship  was  a  big  help  to  the  CEO-apparent:  "We're  not  all 
brilliant  on  Day  One." 

Jenness  also  slowly  brought  Mackay,  who  was  chiefly  an 
operating  guy,  into  the  spotlight  for  analysts  and  investors.  He 
made  a  point  of  putting  him  front  and  center  at  the  company's 
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T  ALSO  HELPED  THAT  JENNE 
and  Mackay  have  been  friends  1 
years  and,  says  Mackay,  "get  ■ 
incredibly  well."  They  are  reguU 
at  a  couple  of  Battle  Creek  gi 
courses  and  often  wager  on  th< 
matches.  (Mackay  is  the  stronger  pk 
er,  Jenness  allows,  but  doesn't  alwa 
win.)  Even  today,  the  chairman  has 
photo  in  his  office  of  the  pair  horsii 
around  and  mugging  for  the  camei ; 
While  grooming  Mackay,  Jenness  to* 
pains  to  make  it  clear  to  staffers  th 
he  and  his  pupil  were  "true  partner; 
adding  that,  "when  it's  genuine,  peof 
can  see  it  and  smell  it."  Jenness  al 
believed  his  joint  appearances  wi>i 
Mackay  at  company  meetings  "wou 
set  a  tone  that  David  was  someboi 
that  I  very  much  viewed  as  a  potent 
successor." 

It  also  helped  that  neither  man  h; 
clawed  his  way  into  the  job— and  th 
each  could  bolster  the  other.  Wh 
Mackay  had  a  lot  to  learn  from  Jenne; 
ad  expertise  and  board  savvy,  Macka; 
operating  acumen  helped  Jenne: 
Having  grown  close  to  Kellogg  ; 
working  on  virtually  all  its  bran 
over  22  years  in  advertising,  Jenne 
had  left  Leo  Burnett  as  vice-chairm. 
and  COO  in  1997  to  run  a  retaili) 
consultancy,  and  joined  the  Kello; 
board  only  in  mid-2000.  He  wou 
pop  into  Battle  Creek  periodically  f 
board  meetings  from  his  home  in  CI 
cago  and  bought  a  place  locally  or 
after  he  was  tapped  as  CEO.  Wh' 
he  wast  named  to  the  top  job,  nervo 
investors  trimmed  Kellogg  stock  3' 
as  analysts  such  as  McMillin  lower  f 
their  target  prices. 

As  for  Mackay,  it  would  have  be  I 
reasonable  to  expect  a  little  champii 
at  the  bit  over  a  two-year  stretch.  But  his  easygoing  style  m| 
have  kept  any  impatience  in  check.  Throughout  his  career, 
says,  he  worked  with  a  two-to-three-year  horizon,  not  knowiJ  |l 
that  the  top  rung  was  even  a  possibility  until  he  was  nann 
head  of  Kellogg's  North  America  unit  in  2000.  After  earnii 
his  bachelor's  degree  in  business  at  what  is  now  Australia  I 
Charles  Sturt  University,  he  admits  he  had  no  clue  about  wh  j 
to  do.  One  of  his  most  memorable  early  jobs  was  as  a  "r< 
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BIOBOX:  A.D.  DAVID  MACKAY 


From  hauling  offal  to  heading  up  the  No.  1  cereal  maker 


BORN  Aug.  16, 1955,  in  Hamilton,  New 
Zealand.  The  youngest  of  four  children. 
His  father  was  a  horse  veterinarian  who 
owned  race  horses. 

RAISED  Grew  up  in  the  rural 
Australian  town  of  Mudgee 
on  the  Cudgegong  River. 
Spent  part  of  his 
childhood  on  a  farm. 

EDUCATION 

Bachelor  of 
Business  degree  in 
1977  from  what  is 
now  Charles  Sturt 
University  in  New  South 
Wales,  Australia. 

FAMILY  Has  two  daughters 
with  wife,  Michelle.  One, 
an  adventurous  idealist, 
wants  to  work  aiding  the 
local  population  in  Tibet. 
Mackay's  reaction: 
"Can  you  go  some- 
where where  you 
can  eat  and  not 
get  sick?" 


materials  movement  manager,"  handling  offal  from  slaughter- 
houses at  a  pet-foods  unit  of  Mars  Inc.  "Life  takes  you  where  it 
takes  you,"  he  muses,  noting  he  didn't  even  join  Kellogg  until 
he  was  about  30. 

KELLOGG  IS  TRYING  TO  MAKE  THINGS  A  LOT  LESS 
random  nowadays.  The  deliberate,  painstaking 
approach  to  succession  through  which  Jenness 
led  Mackay  is  now  official  policy.  Kellogg  expects 
executives  to  always  have  potential  successors  in 
mind,  though  ambitious  executives  at  the  various  points  along 
the  management  chain  may  not  know  for  sure  if  they're  in  the 
running  for  their  bosses'  jobs.  Managers  must  guide  the  career 
development  of  their  proteges,  trying  to  move  them  around 
the  company  every  three  to  five  years  to  round  them  out. 

Mackay,  who  has  been  in  his  post  for  just  a  few  months, 
is  already  lining  up  at  least  two  potential  heirs.  "I've  had 
a  discussion  with  the  board,"  he  says.  "You  know,  'What 
happens  if  I  get  hit  by  a  bus?' "  One  of  Mackay's  potential 
successors  is  Jeffrey  W.  Montie,  the  45-year-old  president  of 
Kellogg  North  America.  A  marketing  veteran  who  joined  Kel- 
logg in  1987,  he's  now  working  in  the  intricacies  of  finance. 
The  other  is  Chief  Financial  Officer  John  A.  Bryant,  a  41-year- 
old  Australian  chartered  accountant  and  former  Deloitte  & 
Touche  executive  who  joined  the  company  in  1998.  He  is 
now  building  his  operating  skills  by  also  serving  as  president 
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EARLY  JOB  Worked  as  a  "raw  materials 
movement  manager"-i.e.  handling  the 
offal  from  slaughterhouses-fora  pet 
foods  unit  of  Mars  Inc. 

CAREER  PATH  Started  at 

Kellogg  in  1985.  Moved 
through  jobs  in  Australia, 
Ireland,  Britain,  and 
the  U.S.  Left  for  a 
Sara  Lee  bakery 
unit  in  1992. 
Returned  to 
Kellogg  in  1998; 
became  president 
in  2003.  Moved 
into  the  CEO  spot 
Dec.  31, 2006. 


of  the  international  unit.  Natural 
there's  a  built-in  rivalry  betwe 
Mackay's  proteges— although  bo 
men,  predictably,  say  they  have  t< 
much  to  do  to  squabble.  "It  doesi 
feel  like  a  tension  point  to  me,"  sa 
Montie. 

In  addition  to  making  sure  th 
up-and-comers    like    Montie  ai 
Bryant   get   exposed    to    differe 
parts    of    the    business,    Kelloj 
calls  on  outside  experts  to  furth 
the  management  skills  of  its  CB 
candidates.   Outside  coaches  I 
also  help  counter  any  insularity 
company  veteran   might  develc 
Montie  is  spending    time  witht 
high-profile       executive       coac 
Marshall     Goldsmith,     who    h 
worked   with   such   executives 
newly  appointed  Ford  Motor  C 
CEO  Alan  R.  Mulally,  former  G' 
Scouts  of  the  USA  head  Francr 
Hesselbein,  and  General  Mills  Ii 
Chief  Financial   Officer  James  • 
Lawrence.    (Goldsmith    writes 
column  for  Businessweek.com.)  I| 
Goldsmith     will     visit     Mom 
frequently  over  an  18-month  stretc 
touching  base  with  him  and  24 
the  people  who  work  with  him.  T 
coach    identifies    shortcomings 
his  manager-clients— for  exampi| 
an  inability  to  listen  or  give  reo 
nition,  or  to  keep  a  broad,  strateg 
perspective  in  business  decision! 
and  helps  them  develop  techniqi 
to  fill  the  gaps.  He  counsels  Mont 
an  ambitious  executive,  to  be  patient  and  to  remember  j 
count  his  blessings.  "My  mission  is  to  help  highly  success! 
people  get  better,"  says  Goldsmith.  Bryant  has  also  work 
with  a  coach. 

Some  boards  are  still  appointing  glam  outsider  CEOs,  b  I 
generally  it's  only  when  they  have  failed  to  groom  a  go 
replacement,  want  to  signal  a  strategic  shift,  or  face  lefj 
problems  that  demand  a  change.  Among  companies  that  ha 
gone  outside  for  top  talent,  only  to  turn  inside  again  lately,  a  I 
Merck,  Nike,  and  Fannie  Mae.  Jim  Collins,  author  of  leadershj 
best  seller  Good  to  Great,  sides  with  such  boards.  "An  outsid  | 
is  a  hired  gun,"  he  argues.  Wandering  executives  tend  to 
ambitious  for  themselves  but  not  for  companies  they  pre 
ously  have  had  little  stake  in,  observes  Collins,  while  an  insid  | 
may  feel  a  deep  commitment  to  a  place  that  has  long  beer  | 
professional  home. 

Mackay  hopes  that  theoretical  discussions  about  the  relati  I 
merits  of  insiders  and  outsider  CEOs  are  a  moot  issue  ( I 
Kellogg.  He  plans  to  lead  the  company  for  more  than  a  decac 
But  if  he's  suddenly  whisked  away  by,  say,  a  phone  call  frc 
the  Prime  Minister  of  Australia,  the  cereal  giant  will  be  rea< 
Crows  director  Dillon:  "We've  got  a  deep  bench."  ■ 
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ONLINE:  Drama  in  the  Corner  Office  For  a  slide  show  of  high-profile  insider 
outsider  CEO  sagas,  go  to  www.businessweek.com/extras. 


MAXIMS  HE  LIVES  BY 

"Life  takes  you  where 
it  takes  you";  "If  you 
don't  agree  with 
somebody  above 
you,  you  have  a  duty 
and  responsibility 
to  let  them  know 
-politely." 
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Cargo  Management  /  Ocean 

BAX  Global 


While  you  can  still  get  the  best  of  both  Schenker  and  BAX  Global, 
our  combined  strength  offers  you  even  more."  Good  for  you. 


With  Schenker's  LCL  ocean  service  and  BAX's  North  American 
network,  you  now  have  a  single-source  solution  from  China 
throughout  the  U.S.  Good  for  your  business. 


Using  Schenker  ocean  containers  along  with  space  purchased  directly  from  the  steamship 
lines,  you  can  have  shipments  expedited  from  seven  China-based  ocean  centers  to  eleven 
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Finance  Banking 

PNC  May  Have  a 
Hedge  Fund  on  Its  Tail 

Highfields  Capital  could  soon  be  pushing  the 
Pittsburgh  bank  to  shake  out  some  value 


BY  AARON  PRESSMAN 

ACTIVISTS  DON'T  Usu- 
ally target  companies 
like  PNC  Financial  Ser- 
vices Group  Inc.  The 
stock  is  up  more  than 
20%  in  12  months.  Net 
income  nearly  doubled 
in  2006.  And  the  bank  is  at  the  tail  end 
of  a  three-year  cost-cutting  plan  that  re- 
duced annual  expenses  by  $300  million. 

Yet  in  February  the  $10  bil- 
lion hedge  fund  Highfields  Capi- 
tal Management  revealed  that 
it  has  bought  525,000  shares 
of  PNC  in  the  fourth  quarter. 
Led  by  Jonathon  S.  Jacobson, 
a  former  star  at  the  Harvard  University 
endowment,  and  Richard  L.  Grubman, 
best  known  as  one  of  the  first  investors  to 
question  Enron's  accounting,  Highfields 
has  a  history  of  scooping  up  stakes  in 
undervalued  companies  and  pushing  for 
change.  Lately  the  two  have  opposed  the 
management-led  buyout  of  Clear  Channel 
Communications  Inc.  So  why  is  Highfields 
eyeing  PNC? 

Certainly,  much   of  the   low-hang- 
ing fruit  that  activists  salivate  over 
has  been  picked  at  PNC.  Chair- 


man and  Chief  Executive  James  E.  Rohr 
upped  the  dividend  by  15%  on  Apr.  5.  He 
has  also  been  a  smart  acquirer,  buying  a 
bank  a  year  since  2004— a  strategy  thaf  s 
helped  propel  PNC  to  the  No.  50  spot  on 
BusinessWeek's  2007  list  of  top  corporate 
performers.  Last  year  investment  bank 
Merrill  Lynch  &  Co.  picked  up  a  stake  in 


THE  CHAIRMAN 

Rohr  has  income 
up  and  expenses 
down  at  PNC 


Untapped 
Potential 


Here's  what  Highfields  could  want 
from  management  at  PNC: 

■  Spin  off  piece  of  data  processing 
division 

■  Use  part  of  $8  billion  cash  hoard  to 
buy  back  more  shares 

■  Recognize  further  gains  from  34% 
stake  in  money  manager  BlackRock 
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money  manager  BlackRock  Inc.,  whk 
PNC  partially  owns,  freeing  up  money  fi 
the  Pittsburgh-based  bank  to  buy  Me 
cantile  Bankshares.  "You're  starting  to  si 
PNC  play  ball  with  shareholders  a  lil 
more  than  they  used  to,"  says  Thorn; 
M.  Finucane,  a  fund  manager  at  Loomi 
Sayles  &  Co. 

Still,  PNC  may  have  some  untapps 
potential.  One  move:  selling  part  of  tl 
bank's  growing  data  processing  groul 
PFPC  Worldwide  Inc.,  to  the  public  ma| 
kets.  Based  in  Wilmington,  Del.,  the  ur 
handles  the  back-office  work  for  some 
trillion  of  mutual  funds 
and  hedge  funds.  Similar 
businesses,  such  as  State 
Street  Corp.,  trade  at  16 
times  future  earnings, 
compared  with  11  for 
PNC.  Analysts  figure  in- 
vestors aren't  giving  PNC 
credit  for  the  servicing  business,  a  discor 
nect  that  a  partial  spin-off  would  changi 
Rohr  says  a  sale  "is  a  possibility,  but  if  s  n 
something  we're  considering  right  now 
Highfields  would  not  comment. 

Such  a  deal  would  be  reminiscent  • 
Highfields'  recent  successes.  In  2002 
pushed  then-beleaguered   mutual 
manager  Janus  Capital  Group  Inc.  to  div< 
its  fund  servicing  unit,  DST  Systems  Int 
which  Janus  did  the  next  year.  Three  yea 
later,  Highfields  pressured  managemeii 
at  Mellon  Financial  Corp.  to  sell  a  simili 
business  that  the  investor  thought  didr.i 
complement  the  bank's  money-managi 
ment  group.  Mellon  publicly  rejected  Higl 
fields'  demands  but  sold  the  entire  con 
pany  to  back-office  servicing  giant  Bank 
New  York  Co.  less  than  a  year  later. 

Others  contend  Highfields  may 
PNC,  which  had  $8  billion  in  cash  in  200 
to  pick  up  the  pace  of  its  stock  buybacl 
PNC  retired  5  million  shares  last  year 
has  the  board's  approval  to  take  an  at 
ditional  14.5  million  off  the  market.  Rol 
already  plans  to  speed  up  the  process. 

Meanwhile,  PNC  still  owns  34%  ' 
BlackRock.  If  s  worth  about  $7  billion,  bi 
PNC  only  .carries  BlackRock  on  its  boo! 
for  half  that.  When  PNC  can  increase  tl 
value  of  BlackRock  on  its  balance  shee 
it  would  free  up  capital  elsewhere  on  tf 
books— money  it  could  use  for  more  a 
quisitions  or  buybacks. 

Of  course,  there's  always  the  possibi 
ity  Highfields  will  take  a  more  passive  a{ 
proach.  That's  what  Rohr  thinks.  So  fa 
he  says,  Highfields  hasn't  come  calling 
"There's  this  concept  that  they  are  t 
nature  activists  in  all  their  investment 
but  they  manage  so  much  money  the 
can't  be."  ■ 
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Can  Wachovia  Rewrite 
The  Rules  of  Debt? 

If  the  bank  fends  off  a  lawsuit  from  eight 
hedge  funds,  it  could  roil  the  loan  market 


BY  MATTHEW  GOLDSTEIN 

TAKEN  BY  ITSELF,  THE  AL- 
leged  fraud  at  Le-Nature's 
Inc.,  the  now  bankrupt 
distributor  of  flavored  wa- 
ters, fruit  drinks,  and  teas, 
has  the  makings  of  a  nice 
yarn.  But  while  founder 
and  former  Chief  Executive  Gregory  J. 
Podlucky  may  have  maintained  two  sets 
of  financial  records,  inflated  sales  by 
as  much  as  $240  million  in  2005,  and 
bilked  millions  from  a  company  broker- 
age account,  the  possible  hanky-panky  is 
only  part  of  the  story. 

Now  eight  hedge  funds,  which  bought 
$160  million  of  its  bank  debt  after  Le- 
Nature's  filed  for  bankruptcy  in  Novem- 
ber, think  the  company's  main  lender, 
Wachovia  Corp.,  should  be  on  the  hook 
as  well.  Wachovia,  the  nation's  fourth- 
largest  bank,  arranged  a  $150  million 
bond  offering  for  Le-Nature's  in  2003 
and  a  $268  million  loan  deal  in  Septem- 
ber, just  weeks  before  the  alleged  scheme 
came  to  light.  Some  investors  contend 
Wachovia  overlooked  red  flags  during 
its  due  diligence  on  the  deal,  notably  a 
lawsuit  filed  in  June  claiming  Podlucky 
failed  to  provide  minority  shareholders 
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of  the  privately  held  company  with  cer- 
tain financial  information. 

Wachovia  says  it  was  unaware  Pod- 
lucky may  have  cooked  the  books  and 
asserts  that  it,  too,  was  a  victim,  los- 
ing $17  million  after  the  company  went 
belly  up.  Wachovia  is  trying  to  block  the 
group— which  includes  hedge  funds  Har- 
binger Capital  Partners,  Latigo  Partners, 
and  Taconic  Capital  Management— from 
suing,  contending  that  it  snapped  up 
the  distressed  debt  with  the  intention  of 
jumping  on  the  litigation 
bandwagon.  The  Charlotte 
(N.C.)  bank  got  a  restrain- 
ing order  against  the  inves- 
tors on  Mar.  14  that  banned 
them  from  filing  a  case  out- 
side its  home  state. 

The  legal  beef  between 
Wachovia  and  the  hedge 
funds  raises  a  lot  of  ques- 
tions for  investors  in  this 
arena.  The  $1.7  trillion 
market  in  syndicated  debt, 
big  commercial  loans  fi- 
nanced by  multiple  lend- 
ers, depends  heavily  on  the 
ability  of  hedge  funds  and 
others  to  buy  and  sell  such 


THE  STAT 


$160 

million 

The  amount  of 
Le-Nature's  bank 
loans  bought  at  a 
major  discount  by 
eight  hedge  funds 


Data:  Court  filings 


issues  easily.  Troubled  stakes  are 
piece,  some  17%  of  the  $239  b 
secondary  loan  market.  If  that  ! 
debt  sours  when  a  company  goes  1 
rupt,  investors  can  usually  recoup 
of  their  losses  by  going  through 
channels. 

CHANGE  OF  VENUE 

BUT  IF  THE  COURTS  ultimately  pr 
hedge  funds  and  the  like  from  su 
which  would  take  away  their  last 
at  recouping  assets  in  bankruptcy 
ceedings— the  market  could  be  in 
ble.  That's  why  the  Loan  Syndics 
&  Trading  Assn.,  an  industry  gro 
which  Wachovia  is  a  member,  is  tea 
up  with  the  hedge  funds  in  this  dii 
Elliot  Ganz,  the  LSTA's  general  co 
in  filings  with  the  court,  said  the  res 
ing  order  "would  seriously  threate 
liquidity  and  efficiency  of  the  mark 
The  outcome  of  the  current  siti> 
depends  largely  on  where  the  law? 
filed  and  eventually  heard.  The  prei 
tive  strike  by  Wachovia  is  more  thai 
a  play  for  home  court  advantage;  I 
Carolina  state  law  usually  bars  invi 
from  buying  claims  simply  to  si<i 
fraud  and  negligence.  If  Wachoviv 
prove  the  funds  bought  Le-Nature'<j 
solely  for  its  legal  rights  and  theh 
stays  in  the  Tar  Heel  State,  the 
could  be  stuck  with  a  worthless  i 
ment.  A  Wachovia  spokeswoman  sas 
bank  isn't  trying  to  undermine  tht. 
gitimate  trading  in  debt"  but  is  op 
to  "trafficking  in  tort  claims." 

Given  the  potential  ramificatior 
hedge  funds  are  pushing  aggreh 
to  overturn  the  ruling.  Filing  thd, 
in  New  York,  for  example,  would  " 
in  the  funds'  favor.  There's  a  lottf 
tablished  precedent  there  in  both 
and  federal  courts,  where  many  I 
mercial  lending  disputes  are  hearc 
investors  who  buj(| 
in  the  secondary  r  S 
have  the  right  to  s>  1 
bank  that  arrange 
loan.  Says  Barry  E. 
a  professor  at  Nev 
University  School  o 
'"This  tease]  could 
a  monkey  wrencl 
claims  trading." 

So  far  the  funds, 
lawyers  declined  tc 
ment,  have  been  ui 
in  their  attempts  to 
the  case  to  another 
For  now  that  mea 
funds  are  stuck  pla) 
Wachovia's  backya; 
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AtJ&J 

Three  big  products 
have  seen  setbacks, 
with  little  in  sight 
to  replace  them 


BY  ARLENE  WEINTRAUB 

THERE  ARE  ADVANTA- 
ges  to  being  a  health-care 
juggernaut  like  Johnson 
&  Johnson.  With  more 
than  200  different  operat- 
ing companies,  weakness 
in  one  unit  rarely  causes 
more  than  a  tremor  on  the  bottom  line. 
But  it's  a  different  story  when  three  big 
products  run  into  trouble  simultane- 
ously. That's  the  worry  on  Wall  Street 
as  J&J  gets  ready  to  announce  its  first- 
quarter  earnings  on  Apr.  17.  Fears  that 
J&J  could  temper  its  profit  estimates  for 
the  remainder  of  this  year  have  pushed 
the  company's  shares  down  7%  since  its 
last  earnings  announcement— the  stock's 
biggest  drop  in  over  12  months. 

The  jitters  center  around  three  of  J&j's 
most  profitable  products.  Safety  con- 
cerns have  dampened  demand  for  coro- 
nary stents  and  the  anemia  drug  Procrit. 
Meanwhile,  J&j's  new  schizophrenia 
drug— one  it's  counting  on  to  replace  lost 
revenues  from  an  older  drug  that's  going 
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TRIPLE 
WHAMMY 

Three  of  J&J 's  key 
profit  drivers  are 
beginning  to  fade 

STENTS 
B  ANEMIA 
■  SCHIZOPHRENIA 


Data:  Credit  Suisse 
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off-patent  next  year— isn't  catching  on 
as  quickly  as  some  Wall  Street  analysts 
had  hoped. 

Together,  the  three  product  fran- 
chises made  up  19%  of  J&j's  $53.3 
billion  in  2006  sales,  but  they  con- 
tributed almost  40%  of  the 
company's  $13.7  billion  in 
operating  profit,  estimates 
Credit  Suisse  First  Boston 
analyst  Catherine  J.  Arnold. 
On  Mar.  29,  Arnold  issued  a 
report  predicting  J&J  might 
backpedal  on  its  earlier  es- 
timates that  it  would  earn 
a  net  profit  of  at  least  $11.4 
billion  in  2007,  up  from 
$11  billion  last  year.  J&J  de- 
clined to  comment,  citing  a 
pre-earnings  quiet  period. 
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Of  J&j's  three  challenges,  the  sch:i 
phrenia  shortfall  is  causing  the  n 
hand-wringing.  In  January,  J&J  launc 
a  new  anti-psychosis  drug  called  Inv( 
which  is  derived  from  its  older  di 
Risperdal.  In  2006,  Risperdal  was  Ji 
top-selling  product,  with  $4.2  billioi 
sales,  and  J&J  has  positioned  Invegf 
a  potential  improvement.  But  anal; 
such  as  Michael  Krensavage  of  Raymi 
James  suspect  J&J  is  having  trouble  rr 
ing  a  convincing  marketing  pitch.  " 
not  sure  how  much  better  a  drug  i 
than  Risperdal,"  he  says. 

Some  psychiatrists  are  wondering 
same  thing.  Because  Invega  is  a  c 
trolled-release  drug,  patients  may 
able  to  take  it  less  frequently  than  t 
take  Risperdal,  which  could  be  a  bei) 
in  a  segment  where  patients  often  fai 
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Drugs 


The  FDA 
added a 
warning 
to  anemia 
drug 
Procrit 


stick  to  their  medication  schedules.  But 
when  patients  are  psychologically  un- 
stable, changing  their  meds  for  the  sake 
of  convenience  isn't  necessarily  a  good 
strategy.  "When  we  don't  see  a  clear 
advantage  of  a  new  drug,  we're  less 
likely  to  want  to  rock  the  boat,"  says  Dr. 
Joseph  Friedman,  associate  professor  of 
psychiatry  at  the  Mount  Sinai  School  of 
Medicine  in  New  York. 

Insurance  com- 
panies might  also  be 
balking  at  Invega. 
On  Mar.  20,  J&J  Vice- 
Chairman  Christine 
A.  Poon  told  attendees 
of  the  Lehman  Broth- 
ers Global  Healthcare 
Conference  that  J&J 
still  had  some  work  to 
do  to  get  Invega  prime 
placement  in  Medicare 
drug  plans  run  by  pri- 
vate insurance  compa- 
nies. On  the  drug  "formularies"  that 
dictate  which  products  patients  have 
access  to  and  what  co-pays  they'll  have 
to  shell  out,  "we're  not  completely  sat- 
isfied" with  Invega's  status,  Poon  said. 
"We  believe  there  are  still  too  many 
restrictions."  While  she  didn't  elabo- 
rate, such  restrictions  often  include  re- 
quiring doctors  to  get  permission  from 
a  patient's  insurance  company  before 
prescribing  a  new  drug.  The  hassle 
could  well  add  to  doctors'  hesitation  in 
embracing  J&j's  new  treatment. 

BAD  VIBES 

INVEGA'S  SLOW  TAKEOFF  would  be  a 
mere  blip  on  J&j's  balance  sheet  if  not 
for  weaknesses  in  two  other  big  prod- 
ucts. The  anemia  drug  Procrit,  which 
has  been  steadily  losing  market  share 
to  a  competing  drug  from  Amgen  Inc., 
suffered  another  blow  on  Mar.  9.  The 
Food  &  Drug  Administration  added  a 
dreaded  "black  box"  warning  to  the 
labels  of  all  the  drugs  in  the  class  (box). 
On  May  10,  an  FDA  advisory  committee 
will  meet  to  discuss  new  data  on  the  use 
of  anemia  drugs  in  cancer  patients.  "We 
look  at  this  whole  issue  as  a  process  of 
reevaluating  this  class  of  agents,"  said 
Dr.  Karen  Weiss,  deputy  director  of  the 
FDA's  Office  of  Oncology  Drug  Products, 
in  February.  Even  if  the  agency  doesn't 
issue  further  warnings,  the  attention 
will  only  intensify  the  bad  vibes  sur- 
rounding Procrit.  Credit  Suisse  ana- 
lyst Arnold  estimates  sales  of  the  drug, 
which  hit  $3.2  billion  in  2006,  will  fall 
nearly  9%  a  year  through  2011. 

Then  there  are  drug- coated  stents, 


the  tiny  tubes  used  to  prop  open  clogged 
arteries.  Over  the  past  few  months,  sev- 
eral studies  have  raised  concerns  that 
the  stents  may  cause  dangerous  blood 
clots  in  some  patients.  Even  though  the 
data  are  far  from  conclusive,  the  dam- 
age has  already  been  done.  In  February 
drug-coated  stents  were  used  in  70%  of 
artery-opening  procedures,  down  from 
90%  a  year  ago,  according  to  Toron- 
to's Millennium  Research  Group.  In  the 
fourth  quarter,  sales  of  J&j's  cypher  stent 
fell  15%  year- over-year,  to  $580  million. 
During  the  Apr.  17  earnings  call,  inves- 
tors will  be  eager  for  hints  about  the  stent 
oudook  for  this  year. 

J&J  hopes  its  aging  franchises  will  be 


THE  FDA 


bolstered  by  new  products  coming  fro: 
its  labs,  where  scientists  are  working  c| 
treatments  for  diseases  ranging  from  HI 
to  psoriasis.  "We  don't  commit  to  doubl  I 
digit  growth  every  single  year,  but  we  c  | 
have  this  goal  of  delivering  that  kind 
growth  over  long  periods  of  time,"  Pod 
said  during  the  Lehman  conference.  Sti  I 
the  company  continues  to  get  unpleasaij 
reminders  of  just  how  difficult  it  can  be 
translate  scientific  discovery  into  bloc  I 
busters.  On  Apr.  4,  J&J  partner  Icagen  In  I 
halted  a  clinical  trial  of  a  treatment  fij 
sickle-cell  anemia  that  the  two  companitl 
planned  to  market  together.  The  da 
suggested  the  drug  wouldn't  pass  must] 
with  the  FDA.  ■ 


Vioxx  Casts  a 
Long,  Long  Shadow 


Add  to  the  drug  industry's 
problems  an  increasingly 
harsh  regulatory 
environment.  More  than 
two  years  after  Merck  &  Co. 
pulled  its  Vioxx  painkiller  from  shelves  over 
heart  attack  and  stroke  risks,  the  Food  & 
Drug  Administration  is  still  skittish  about 
the  safety  of  drugs  currently  on  the  market 
and  those  coming  up  for  review.  In  February 
regulators  asked  Genentech  Inc.  to  relabel 
its  allergy-related  asthma  drug  Xolair,  which 
had  $425  million  in  sales  last  year,  to  take 
stock  of  serious  allergic  reactions  the  drug 
can  cause  in  rare  cases. 

A  month  later,  on  Mar.  9,  the  FDA 
imposed  a  strict  "black  box"  warning  on 
blood-boosters,  one  of  biotech's  oldest, 
most  widely  prescribed  classes  of  drugs. 
These  medicines,  which  include  Amgen 
Inc.'s  Epogen  and  Aranesp  and  Johnson 
&  Johnson's  Procrit,  were  approved  to 
treat  anemia  in  patients  with  cancer  and 
chronic  kidney  disease.  But  they  appear 
to  cause  cardiovascular  problems  when 
given  in  high  doses  for  various  conditions. 
Also  on  the  FDA's  safety  checklist  is  a  raft 
of  insomnia  treatments  such  as  Sepracor 
Inc.'s  Lunesta  and  Sanofi-Aventis'  Ambien, 
which  pose  risks  ranging  from  allergic 
reactions  to  "sleep  driving,"  regulators  say. 
In  the  wake  of  these  warnings,  Merck  halted 
clinical  trials  of  its  own  insomnia  drug, 
gaboxadol,  which  produced  hallucinations 


NEW  WORRIES  about  existing  drugs 


in  some  test  subjects. 

Now,  Wall  Street  is  watching  to  see  how 
the  FDA  deals  with  Merck's  latest  arthritis 
drug,  Arcoxia,  which  works  by  the  same 
mechanism  as  Vioxx.  The  company  was 
scheduled  to  present  data  to  the  FDA's 
Arthritis  Advisory  Committee  on  Apr.  12. 

As  warnings  about  existing  drugs  have 
multiplied  in  recent  months,  patients' 
groups  and  politicians  have  banded 
together  to  call  for  regulatory  reform.  On 
Mar.  14,  the  Senate  held  hearings  on  a  bill 
drawn  up  by  Senators  Michael  Enzi  (R- 
Wyo.)  and  Edward  M.  Kennedy  (D-Mass.) 
that  would,  among  other  things,  increase 
the  FDA's  ability  to  monitor  drugs  after 
they  are  approved. 

-By  Alex  Halperin 
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A  people-ready  business  runs  on  Microsoft  software. 

How  can  your  people  turn  mountains  of  data  into  major  insights?  Give  them  the  right  tools.  Like 
Microsoft  Business  Intelligence:  solutions  that  give  your  people  real-time  views  of  your  business, 
so  they  can  make  better  decisions,  faster.  And  to  help  keep  everyone  on  the  same  page,  Microsoft 
Business  Intelligence  solutions  are  incredibly  intuitive.  Why  wouldn't  they  be?  They're  from  Microsoft. 
Software  for  the  people-ready  business™  microsoft.com/peopleready 
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A  business  collects  data.  A  people      ready  business 

knows  what  to  do  with  it. 
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SciTech  Developments  to  Watch  edited  by  neil  gross 


MEDICINE 

A TEST FOR 

METASTATIC 

CANCERS 

CANCER  PATIENTS  often  don't 
realize  the  disease  has  spread 
until  a  secondary  tumor 
grows  big  enough  to  show 
up  on  an  X-ray  or  CT  scan. 
Battelle  Medical  Device 
Solutions  now  has  a  patented 
test  that  could  detect  a  recur- 
rence much  sooner  using  only 
a  routine  blood  sample. 

Battelle  says  its  approach, 
developed  by  Thomas  Hau- 
bert  of  its  Columbus  (Ohio) 
research  lab  and  Dr.  Stephen 
Wardlaw  of  Yale  University 
School  of  Medicine,  can  find 
a  single  cancerous  cell  in  as 
little  as  10-cc's  of  blood.  The 
system  doses  the  sample  with 
a  fluorescent  tag  that  sticks 
to  abnormal  cells,  which 
are  then  separated  out  in  a 
centrifuge  for  identification. 
-Michael  Arndt 


INNOVATIONS 


BOEING  ADDS  SOME  GREEN 
TO  THE  WILD  BLUE  YONDER 

BOEING  WILL  soon  push  the  green  envelope  in  the  skies 
over  Spain,  testing  the  first  manned  plane  powered  only 
by  a  fuel  cell  and  batteries.  The  single-engine  prop  plane. 
with  a  wing  span  of  53.5  feet,  will  cruise  at  a  leisurely  62 
mph  drawing  only  on  its  fuel  cell.  The  lightweight  lithium- 
ion  batteries  will  kick  in  during  the  takeoff  and  climb. 

Will  commercial  airplane  passengers  soon  be  whisked 
across  continents  by  fuel  cells  and  a  bed  of  batteries?  Not 
likely,  observes  Francisco  Escarti,  managing  director  of 
Boeing's  R&D  lab  in  Madrid.  But  experiments  like  this  will 
help  "pave  the  way  for  potentially  using  this  technology  in 
small  manned  and  unmanned  air  vehicles,"  he  says. 

Fuel  cells  convert  hydrogen  and  oxygen  to  electricity 
without  combustion,  and  water  is  the  only  by-product 
Energy  is  consumed— somewhere— to  produce  die 
hydrogen,  of  course;  even  so,  if  planes  like  these  ever 
become  practical,  they'll  be  far  cleaner  than  any  existing 
propeller  or  jet  planes.  -Stanley  Holmes 


Of  bipolar  brains,  health-care  bucks,  and  bioplastics 


»  Doctors  may  have  gained 
a  keen  new  insight  into  why 
lithium  is  an  effective  treatment 
for  patients  with  bipolar 
disorder:  It  increases  the 
amount  of  gray  matter  in  several 
key  regions  of  the  brain,  say 
neuroscientists  at  the  University 
of  California,  Los  Angeles. 
The  scientists  observed  the 
increases  using  high-resolution 
MRI  and  a  technique  called 
cortical  pattern-matching. 
There  was  no  evidence  the 
changes  persisted  when  lithium 
treatment  was  halted. 


»  Health  experts  have  long 
known  that  complications  of 
Type  2  diabetes,  such  as  heart  « 
failure,  heart  attack,  and  stroke, 
take  a  financial  as  well  as  a 
human  toll,  but  the  real  cost  has 
been  difficult  to  quantify.  Now 
there's  a  number:  A  new  report 
from  the  American  Association 
of  Clinical  Endocrinologists 
estimates  the  U.S.  spent 
$22.9  billion  treating  such 
complications  in  2006.  Per 
capita,  that's  about  three  times 
the  cost  of  treating  non-diabetic 
Americans. 


»  Eco-friendly  ideas  don't 
always  require  trade-offs  in  cost 
or  performance.  Scientists  at 
NEC  in  Japan  have  developed  a 
plant-based  plastic  reinforced 
by  carbon  fiber  that  diffuses 
heat  more  effectively  than  steel 
or  other  materials.  If  used  as 
housing  on  devices  packed  with 
microcomponents— laptops, 
cell  phones,  and  the  like— the 
bioplastic  could  conduct  heat 
away  from  delicate  circuits 
better  than  standard  plastics 
or  metals,  and  thus  prolong  the 
life  of  a  product. 


WAR  WOUNDS 

VIRTUAL  HELP 
FOR  REAL  PAIN 

IN  ONLINE  communities  sue 
as  Second  Life,  people  crea 
digital  doppelgangers  of 
themselves— avatars  who 
shop,  go  to  conferences,  am" 
even  procreate.  Researcher, 
at  the  University  of  Man- 
chester in  Britain  say  the 
same  technology  is  helping; 
amputees  suffering  from 
phantom  limb  syndrome,  a; 
common  complaint  among! 
soldiers  returning  from  Ira, 

The  patient  learns  to 
conquer  the  pain  that  persi. 
in  the  location  of  a  lost 
limb  by  placing  a  motion- 
capture  glove  or  sock  on  hiii 
healthy  hand  or  foot,  then  i 
manipulating  virtual  versic 
of  both  the  existing  and 
missing  limbs  on  a  compute 
screen.  It's  not  clear  why 
this  relieves  pain,  but  the 
technique  seems  to  work, 
says  researcher  Steve  Pettif  i 

At  the  Madigan  Army 
Medical  Center  in  Tacoma, 
Wash.,  virtual  reality  will 
help  treat  the  effects  of  posm 
traumatic  stress  disorder, 
including  terrifying 
flashbacks  to  the  battlefield 
The  troubled  vets  don 
virtual-reality  helmets  and 
roam  through  different 
battle  scenarios,  navigating 
via  joysticks.  The  effect  is 
therapeutic,  doctors  say, 
because  the  simulation 
reexposes  soldiers  to  the 
sources  of  their  terror— onl 
this  time,  in  small  doses,  so 
they  can  gradually  become 
desensitized  to  the  memori 
—AiliMcConn 
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Promise  what  we  deliver. 
Deliver  what  we  promise. That's 


certainty 


TATA 


Critical  situations.  Ruthless  competition.  Unforgiving  customers. Thankfully  you  can  be  absolutely 
sure  of  your  IT  solutions  with  Tata  Consultancy  Services  (TCS).  As  one  of  the  world's  fastest 
growing  technology  and  business  solutions  providers,  TCS  has  built  a  reputation  of  delivery 
excellence  based  on  world-class  IT  solutions  that  are  on  time,  within  budget  and  consistently 
deliver  superior  quality.  So,  it  comes  as  no  surprise  that  we  pioneered  the  concept  of  the  Global 
Network  Delivery  Model.  Developed  Innovation  Labs  and  Solution  Accelerators.  Achieving 
a  level  of  delivery  excellence  that  provides  greater  value  to  our  customers  and  is  the  industry 
benchmark.  Enabling  our  clients  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  ■  Outsourcing 
To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 


Media 


The  Web 


The  Marshal 
Of  MySpace 


How  Hemanshu  Nigam  is  trying  to  keep  the  site's 
'friends'  safe  from  predators  andbullies 


BY  PAULA  LEHMAN 

JUST  LIKE  THE  REAL 
world,  MySpace.com  needs 
an  enforcer.  The  man  trying 
to  bring  order  to  the  planet's 
biggest  social  networking  site 
is  a  former  federal  prosecutor 
named  Hemanshu  "Hemu" 
Nigam.  He  was  hired  a  year  ago  to  keep 
MySpace's  largely  youthful  denizens  safe 
from  predatory  grown-ups— and  from  one 
another.  For  MySpace  owner,  News  Corp., 
patrolling  the  virtual  streets  is  not  simply  a 


matter  of  keeping  kids  safe,  if  s  also  crucial 
if  the  company  is  to  attract  sufficient  adver- 
tising to  help  boost  profits.  "I  am  humbled 
by  the  sense  of  responsibility,"  says  Nigam, 
who  spent  three  and  a  half  years  at  the  Jus- 
tice Dept.  helping  put  child  molesters  be- 
hind bars.  "As  a  company,  we  have  to  forge 
the  way  for  an  entire  industry." 

Nigam's  main  constituency— beyond 
advertisers— is  parents,  who  have  fret- 
ted about  two  things:  pedophiles  who 
use  the  site  to  prey  on  their  children 
and  kids  who  use  the  Web  to  bully  class- 
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3  T.  Rowe  Price  funds  on 
SmartMoneys  "Best  35"  list. 

Three  T.  Rowe  Price  funds  were  recently  included  on  SmartMoneys  list  of  "35  best  mutual  funds." 
SmartMoney  chose  its  list  based  on  low  cost,  before-  and  after-tax  returns,  and  low  asset  turnover. 
At  T.  Rowe  Price,  we  apply  the  same  disciplined  investment  approach  to  every  fund  we  manage. 
Before  you  invest,  discover  all  the  differences  that  go  into  the  management  of  a  T.  Rowe  Price  fund. 
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troweprice.com/start     1.866.831.3697 


Source:  SmartMoney  2007  35  Best  Mutual  Funds.  SmartMoney  is  a  registered  trademark  of  SmartMoney.  a  joint  publishing  venture  between  Dow  Jones  &  Company.  Inc.  and  Hearst"  Partnershi 
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^sponsibility. 
s  a  company, 
e  have  to 
>rgetheway 
or  an  entire 
industry." 

-Hemanshu  Nigam, 

Chief  Security  Officer, 

MySpace 


mates.  Nigam,  42,  is  drawing  on  his  ties 
to  law  enforcement  and  his  four  years 
running  Microsoft  Corp.'s  security  tech- 
nology unit  to  make  the  site  safer.  So  far 
the  efforts  have  won  him  accolades  from 
erstwhile  MySpace  critics.  One  is  Anne 
Collier,  co-author  of  MySpace  Unraveled, 
a  parent's  guide  to  social  networking. 
Collier  says  MySpace  is  "showing  a  lot  of 
corporate  responsibility." 

When  Nigam  arrived,  MySpace  had 
a  real  problem  on  its  hands.  Pedophiles 
pretending  they  were  teenagers  had  been 
using  the  site  to  lure  kids  to  offline  ren- 
dezvous. A  barrage  of  criticism  from  par- 
ents and  prosecutors  had  politicians  in 
Washington  muttering  darkly  about  im- 
posing restrictions  on  MySpace.  Clearly, 
getting  rid  of  the  perverts  was  a  priority. 

Today  automatic  privacy  settings  on 
MySpace  block  everyone  but  acknowl- 
edged friends  from  visiting  the  profiles  of 
underage  users.  Interaction  between  mi- 
nors and  those  over  18  is  blocked  unless 
the  adults  can  provide  the  e-mail  address 
and  the  full  name  of  the  youngster  to 
whom  they  are  sending  a  message.  Com- 
plicated algorithms  are  in  place  to  mine 
thousands  of  search  terms  that  are  com- 
monly used  by  online  pedophiles.  And 


each  week,  says  MySpace,  Nigam  and  his 
team,  which  includes  former  prosecutors 
and  police  officers,  delete  8,000  profiles 
of  people  who  misrepresent  their  ages. 

Nigam  understood  early  on  that  he 
needed  to  reach  out  to  his  former  col- 
leagues in  law  enforcement.  One  of  his 
shrewdest  moves:  using  MySpace's  tech- 
nical expertise  and  reach  to  build  a  sex 
offender  database  and  donate  it  to  the  Na- 
tional Center  for  Missing  &  Exploited  Chil- 
dren. Launched  with  assistance  from  Sen- 
tinel Tech  Holding  Corp.,  a  leader  in  online 
identity-verification  technology,  the  data- 
base features  e-mail  addresses  and  physi- 
cal descriptions  for  more  than  500,000 
registered  sex  offenders.  Now,  when  police 
officers  are  looking  for  a  sex  offender,  they 
can  tap  into  the  new  database. 

Nigam  is  using  the  power  of  MySpace 
to  help  authorities  in  other  ways,  too. 
His  team  recently  tracked  down  a  run- 
away teen  who  continued  to  log  into  her 
MySpace  account.  In  another  instance, 
a  teenager  blogged  that  she  was  going 
to  kill  herself.  A  suicide  hotline  called 
MySpace,  which  found  her  computer's 
location  and  called  police.  "Hemu  is  an 
innovator,"  says  Detective  Richard  Wis- 
tocki  of  the  Naperville  (111.)  Police  Dept., 


Choose  from  over  90  no-load  funds,  including  3  on  the  SmartMoney  "35  Best"; 


Average  annual  total  returns  as  of  12/31/06        1  Year        5  Year  10  Year        Expense  Ratio 


Global  Stock  Fund" 
Growth  Stock  Fund 
Value  Fund 


22.50%       12.13%  9.44% 
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who  has  worked  with  MySpace  to  arrest 
pedophiles.  "And  he's  proven  we  can 
work  together." 

In  some  ways  cyberbullies  present  a 
tougher  challenge.  While  kids  have  been 
known  to  out  gay  classmates,  post  clips 
of  schoolyard  beatings,  and  even  threaten 
teachers,  their  actions  usually  don't  break 
the  law.  Nearly  half  of  the  teens  polled  by 
the  National  Crime  Prevention  Council 
(NCPC)  in  February,  said  the  bullying 
happens  because  the  perps  believe  they 
won't  get  in  trouble.  But  the  impact 
on  the  victims  is  all  too  real.  Last  year, 
classmates  of  Olivia  Gardner,  a  middle 
school  student  from  Novato,  Calif.,  who 
has  epilepsy,  opened  an  "Olivia  Haters" 
club  page  on  MySpace.  Olivia's  mother, 
Kathleen,  is  now  home-schooling  her. 

ONLINE  ETIQUETTE  CLASSES 

NIGAM'S  MAIN  WEAPON  in  the  battle 
with  the  bullies  is  education.  He  has 
given  kids,  parents,  teachers,  and  police 
guidelines  to  curb  the  scourge.  And 
MySpace  recently  gave  free  space  to  a 
powerful  ad  from  the  NCPC  and  the  Ad- 
vertising Council.  In  it,  a  girl  addresses 
her  classmates.  "Today  I'm  going  to 
talk  about  Patty,"  she  begins.  And  then 
goes  on  to  recite  a  litany  of  insults,  end- 
ing with:  "Everyone  hates  her,  even 
the  teachers,  who  are  supposed  to  like 
everyone.  Get  a  life,  Patty."  Then  comes 
the  tagline:  "If  you  wouldn't  say  it  in 
person,  why  say  it  online?" 

Of  course,  education  only  goes  so  far. 
Nigam  deletes  profiles  of  known  bullies 
and  refers  some  to  the  police.  MySpace 
also  allows  users  to  block  a  bully's 
profile,  review  e-mails  before  they  get 
posted  on  their  own  profiles,  or  simply 
hit  the  "report  abuse"  button  avail- 
able on  every  MySpace  page.  Kathleen 
Gardner  is  skeptical  of  these  efforts  be- 
cause the  online  bullying  resurfaced  last 
month  after  her  daughter  tried  switch- 
ing schools.  "Now  that  it's  happened 
again,"  she  says,  "MySpace  is  not  even 
allowed  in  my  house." 

Nigam  and  Gardner  agree  on  at  least 
one  thing:  the  need  for  legislation.  Ni- 
gam is  pushing  states  to  follow  Virginia's 
lead  by  making  classes  on  online  eti- 
quette mandatory  in  schools.  He  is  also 
lobbying  state  and  federal  legislators  to 
require  convicted  sex  offenders  to  regis- 
ter their  e-mail  addresses.  New  legisla- 
tion would  also  mete  out  20-year  terms 
for  people  who  lie  about  their  age  on  the 
Web  to  solicit  sex  from  a  minor.  Nigam 
and  his  team  have  done  much  in  one 
year,  but  the  war  is  far  from  won.  ■ 

-With  Tom  Lowry 
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Working  Life  Angst 

Go-Go-Going 
To  Pieces  in  China 

Frazzled  managers  are  displaying  all 
the  classic  signs  ofWestern-style  stress 


BY  MICHELLE  CONLIN 

AS  CHINA  GUNS  IT 
from  planned  to  mar- 
ket economy,  the  pro- 
fessional class  is  start- 
ing to  display  the  same 
symptoms  of  modern 
angst  that  appear  dai- 
ly in  the  corridors  of  America's  office 
towers.  Burnout.  Eating  disorders.  De- 
pression. Substance  abuse.  "For  Chi- 
na, it's  as  if  the  world  has  completely 
flipped  on  its  axis,"  says  Russ  Hagen, 
CEO  of  employee  assistance  firm  Chest- 
nut Global  Partners. 

The  radical  structural  changes  in  the 
Chinese  economy  have  left  many  work- 
ers suspended  between  the  old  world 
and  the  new.*  The  pressure  to 
compete  for  one's  precarious 
place  at  work  is  straining  rela- 
tions with  colleagues.  Perfor- 
mance reviews  once  based  on 
effort  are  now  about  results. 
Family  used  to  rule.  Now  mak- 
ing money  does.  "There's  this 
sense  of  frenzy,"  says  Richard 
Xu,  who  runs  a  human  re- 
sources association  in  Beijing. 
"People  don't  want  to  stop, 
because  they  could  lose  out  on 
an  opportunity." 

If  this  were  North  America  or  Eu- 
rope, a  visit  to  the  family  shrink  or 
company  counselor  might  be  in  order. 
But  this  is  China,  where  psychological 
therapy  has  long  been  anathema.  Ad- 
mitting you  need  help  is  just  not  done 
in  a  face-saving  culture.  That  may  ex- 
plain in  part  the  newfound  spirituality 
among  professionals  in  a  land  that  still 
officially  frowns  on  religion.  Buddhism 
in  particular  is  experiencing  a  revival 
among  stressed-out  urbanites  seeking 
respite  from  the  pressures  of  the  office. 
So  far,  Beijing  tolerates  the  trend. 

The  distrust  of  all  things  psychologi- 
cal hasn't  deterred  Western  firms  from 


trying  to  convince  Chinese  that  a  lil 
therapy  can  go  a  long  way.  For  seve 
years  multinationals  have  offered  cot 
seling  to  their  expatriate  managers, 
creasingly,  they're  extending  such  b< 
efits  to  local  hires.  The  services  ran|*( 
from  helping  employees  find  child  cc 
to  relationship  counseling  to  deali 
with  credit-card  debt. 

Now,  U.S.  employee-assistance  fir 
are  starting  to  sign  up  local  clieri 
Chestnut  Global  Partners,  which  1 
new  offices  in  Beijing,  recently  wo» 
contract  with  Minsheng  Bank,  onei 
China's  largest  publicly  traded  ban 
Chestnut  quickly  found  that  wl 
works  in  the  U.S.  won't  fry  in  Chi 
Rather  than  behavioral  counseling,  i 
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THE  GRIND 

CommutenJJ 
in  Beijing 


firm  sells  a  "personal  well-being  s 
vice."  Instead  of  going  on  about  coni 
management,  Chestnut  stresses  "wo 
place  harmony."  And  since  Chin' 
workers  are  loath  to  meet  one-on-o 
the  firm  makes  great  use  of  online  a 
group  sessions.  So  far,  employees  h; 
confronted  the  same  issues  that  Arm 
cans  struggle  with:  bad  bosses,  saggi 
job  performance,  disappointed  spou 
and  kids.  Chestnut  reports  that  twice 
many  of  its  Chinese  clients'  employ 
take  advantage  of  its  services  than 
Americans.  Progress,  as  always,  con 
with  a  price.  ■ 

-With  Dexter  Roberts  in  Beij 
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Climate  Wars: 
Episode  Two 

With  the  skeptics  almost  silenced,  businesses 
are  fighting  over  how  to  cut  carbon  emissions 


BY  JOHN  CAREY 

REMEMBER  THE  ARGU- 
ments  for  not  taking  ac- 
tion against  global  warm- 
ing? Just  a  few  years  ago 
the  claim  was:  "There's 
no  evidence  that  the  cli- 
mate is  changing."  Then 
it  became:  "Well,  maybe  it  is,  but  hu- 
mans aren't  to  blame."  That  morphed 
into:  "Warmer  could  be  better,  and  we 
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can  easily  adapt."  And  all  along,  we 
heard  that  cutting  emissions  would  crip- 
ple the  economy— and  wouldn't  make 
much  difference  because  China  and  In- 
dia weren't  on  board. 

Forget  all  that.  For  most  companies, 
the  science  debate  is  ancient  history.  The 
current  argument,  which  could  turn  ugly, 
is  about  how  the  government  should  act 
to  curb  carbon  emissions.  "We've  reached 
a  tipping  point  on  this  issue,"  says  Jeff 


Sterba,  CEO  of  Southwestern  u 
PNM  Resources.  Where  automak 
once  fought  the  Kyoto  Protocol,  thi 
now  backing  mandatory  greenhoi 
gas  limits  that  could  go  beyond  Kyc 
The  Edison  Electric  Institute,  a  uti] 
industry  group,  has  come  around  desj 
its  members'  coal-fired  plants.  "Looki 
back,  I  wouldn't  have  believed  it  v 
possible  EEI  would  evolve  to  where 
are  today  on  this  issue,"  says  James 
Rogers,  CEO  of  Duke  Energy  Corp.  j 
Apr.  11,  ConocoPhillips  became  the  f 
major  U.S.  oil  company  to  call  for  carl 
caps.  Even  Exxon  Mobil  Corp.,  wh 
has  spent  millions  to  raise  doubts  abi 
climate  change,  now  claims  to  have  b 
misunderstood.  "Our  approach  to  t 
has  evolved,"  says  Kenneth  R  Con 
vice-president  for  public  affairs 

There  are  still 
holdouts,  not  the  least 
George  W  Bush.  His 
mantra  is  that  China 
and  India  must  sign 
on  if  the  U.S.  is  to 
impose  curbs.  Peabody 
Energy  has  hired  ex- 
House  Majority  Leader 
Richard  A.  Gephardt  to 
lobby  against  carbon 
curbs.  And  while  many  companies  i 
waving  green  flags,  environmentalii 
worry  that  some  are  more  interested* 
protecting  themselves  than  in  saving ) 
planet,  since  those  not  willing  to  negotii 
could  face  higher  costs.  As  Char: 
Territo  of  the  Alliance  of  Automot 
Manufacturers  says:  "If  you're  not  at 
table,  you're  on  the  menu." 

Whatever  the  motivations,  a  profou- 
shift  has  occurred  on  global  warmii 
With  Congress  beginning  work  or 
slew  of  bills,  "the  entire  discussion  1 
progressed  from  'nothing  is  going, 
happen'  to  wresding  over  the  detail; 
says  Philip  E.  Clapp,  president  of ' 
National  Environmental  Trust.  "T 
jockeying  has  begun." 

ExxonMobil's  Cohen,  for  instance 
talking  up  large  reductions  in  cart 
dioxide  that  could  come  from  bel 
auto-fuel  economy.  Wait  a  mint 
the  Big  Three  carmakers  retort:  Si) 
cars  generate  just  20%  of  the  natio 
emissions,  if  s  not  fair  for  us  to  bear 
brunt.  Meanwhile,  utilities  are  wrangL 
over  how  to  dole  out  the  rights  to  ei 
under  a  national  cap  on  emissions.  " 
the  groups  are  trying  to  get  the  best  d 
possible,"  says  Brent  W  Dorsey,  direc 
of  corporate  environmental  programs 
New  Orleans  utility  Entergy  Corp. 

The  leading  approach,  found  in  m 
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Environment  Global  Warming 


of  the  bills  in  Congress,  is  a  system  called 
cap  and  trade.  The  idea  is  that  individual 
industries  and  companies  must  reduce 
emissions  to  a  certain  level.  If  they  are 
unable  to  do  so,  they  can  buy  rights 
or  allowances  from  others  who  emit 
less  than  their  set  limit.  The  market 
then  finds  the  least  cosdy  ways  to  cut 
emissions  most  quickly. 

There  are  a  host  of  thorny  issues.  If  a 
power  plant  already  produces  a  million 
tons  of  C02  a  year,  does  the  utility  have  to 
buy  allowances,  or  is  it  initially  granted 
free  credits  for  most  of  those  million  tons? 
Or  if  a  utility  has  already  cut  emissions 
in  anticipation  of  regulations,  does  it 
get  credit  for  those  reductions?  Utilities 
such  as  Entergy,  which  have  nukes  and 
renewable  energy  sources, 
are  complaining  that  their 
coal-heavy  counterparts 
are  angling  for  additional 
allowances  and  so  will  gain 
a  competitive  advantage. 

Heavier  coal  burners, 
such  as  Duke  and  American 
Electric  Power  Corp.,  in 
turn  say  treating  utilities 
equally  would  give  the  lower 
emitters  a  windfall.  And 
the  timing  of  mandatory 
reductions  is  crucial.  "If 
we  have  to  reduce  carbon 
before  we  have  the  new 
technology  to  do  it,  we  will  put  ourselves 
in  a  world  of  hurt,"  says  Sterba. 

Even  as  this  fight  over  allocations  heats 
up,  many  groups  that  once  challenged 
the  science  are  taking  aim  at  the  whole 
idea  of  cap  and  trade.  Better  to  pass  a 
tax  on  carbon,  they  say,  which  would 
be  a  more  efficient  way  of  encouraging 
business  and  consumers  to  make  less 
carbon-intensive  energy  choices. 

That's  a  favorite  idea  of  Exxon,  too.  But 
cynics  note  that  taxes  have  always  been 
political  suicide  and  therefore  are  unlikely 
to  be  enacted.  It  would  also  take  a  lot  of 
trial  and  error  to  come  up  with  a  tax  that 
limits  emissions  to  a  desired  target. 

Why  the  dramatic  shift  from  resisting 
the  science  to  wrestling  over  policy?  One 
reason:  The  long  contrarian  campaign 
has  lost  credibility.  The  main  goal, 
stated  in  company  and  trade-association 
documents,  was  to  sow  as  much 
doubt  as  possible.  As  a  1998  American 
Petroleum  Institute  memo  says:  "Victory 
will  be  achieved  when. ..recognition 
of  uncertainties  becomes  part  of  the 
'conventional  wisdom.' " 

The  contrarians  got  years  of 
mileage  out  of  the  early  finding  that 
satellite  and  balloon  data  didn't  show 
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The  Supreme 
Court's 
ruling  that 
the  EPA  can 
regulate  C02 
"is  a  great 
motivator" 


atmospheric  warming.  Mainstream 
scientists  discounted  the  data  since 
such  measurements  are  indirect,  tricky, 
and  prone  to  errors.  Skeptics,  however, 
had  no  such  reservations.  The  data  are 
"screaming  that  the.. .climate  models 
are  wrong,"  wrote  Cato  Institute  senior 
fellow  Patrick  J.  Michaels  and  two  others 
in  a  2004  Washington  Times  op-ed  piece. 
"The  science  is  settled.  The  'skeptics,' 
the  strange  name  applied  to  those  whose 
work  shows  the  planet  isn't  coming  to  an 
end,  have  won." 

Not  quite.  With  better  analysis  of 
the  satellite  measurements,  the  data 
changed.  Even  Michaels  says:  "Clearly, 
there  has  been  warming."  As  for  his 
earlier  claim,  he  says,  "who  was  going  to 
anticipate  that  the  satellite 
data  were  going  to  be  re- 
vised?" Growing  evidence 
knocked  out  a  half-dozen 
other  objections  to  the 
science. 

In  addition,  contrarians 
have  taken  a  hit  from  a 
sawier  media.  Instead  of 
just  quoting  a  scientist  on 
both  sides  of  the  debate, 
journalists  increasingly 
have  assessed  the  weight  of 
the  evidence  and  explained 
who  was  behind  the 
opposing  views.  "Once  a 
story  says  'funded  by  ExxonMobil,'  it  loses 
credibility,"  says  Greenpeace  Research 
Director  Kert  Davies.  The  oil  giant  has 
now  closed  its  cash  spigot  to  some  groups 
challenging  global  warming.  "The 
funding  was  unfortunately  becoming  a 
distraction,"  says  ExxonMobil's  Cohen. 


The   doubters   haven't   disappea| 
completely.   Michaels   now  says: 
hardly  news  that  human  beings  h 
had  a  hand  in  planetary  warming, 
he  still  argues  that  warming  could  I 
beneficial.  "Who's  to  say  we  have  the  t  j 
climate  now?" 

A  STATE  PATCHWORK 

COMPANIES  FIND  it's  no  longer  wol 
arguing  this  point.  They're  coming  I 
the  bargaining  table  for  many  reas< 
beyond  the  science.  On  Apr.  2  the  1 1 
Supreme  Court  ruled  that  the  Envinl 
mental  Protection  Agency  can  regul 
C02  as  a  pollutant.  That  could  brj 
legal  challenges  and  EPA-imposed  m:| 
datory  curbs.  "The  fear  that  the  nj 
Administration's   EPA  would  have 
hand  on  the  lever  is  a  great  motivate! 
says  Natural  Resources  Defense  Counf 
attorney  David  D.  Doniger.  Plus,  a  gro 
ing  patchwork  of  state  carbon-emisskJ 
limits  has  prompted  industries  to  prl 
for  a  preemptive  national  law.  AndJ 
energy  executives  face  decisions,  su| 
as  what  kind  of  power  plants  to  build  1 
the  next  40  years,  they  want  regulati(| 
certainty. 

Despite     the     tough     road     ahetl 
proponents  of  action  inside  companj 
are  thrilled  that  the  policy  fight 
finally  begun.  "We  are  long  past  debarj j 
the  science,"  said  Entergy  CEO  J.  Way 
Leonard  in  a  recent  speech.  Waiting  I 
stronger  evidence  is  "the  equivalent! 
bleeding  out  of  every  orifice  of  your  be] 
and  hearing  your  doctor  say:  'Before  I 
rush  to  judgment,  let's  wait  until  all  I 
facts  are  in'— meaning  your  autopsy." 
-With  Adam  Aston  in  New  Y\ 


A  New  Climate  Controversy 

As  industry  grapples  with  how  best  to  respond  to  climate  change, 
a  battle  has  broken  out  over  how  to  implement  a  cap-and-trade 
system— or  whether  to  impose  a  tax  on  carbon  emissions  instead 


CARBON  TAX 


CAP  &  TRADE 
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Simplest  and  most  elegant 
policy,  since  it  can  be  applied 
easily  and  puts  a  clear  price 
on  emissions.  Many  economists 
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support  this  approach. 


Industries  or  companies  have 
rights  to  emit  C02  under  an 
overall  cap  and  can  buy  or  sell  | 
them.  Existing  pollution  rules 


prove  this  system  can  work. 


? 


Traditional  opposition  to  taxes 
could  doom  the  proposal. 
If  carbon  taxes  did  make  it 
through  Congress,  how  would 


the  proceeds  be  used? 


Requires  a  bureaucracy. 
Opens  the  door  to  meddling  by, 
and  fierce  infighting  among, 
industries  jockeying  for  the 


best  deal  on  their  allowable  emissions. 
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The  Sell-Phone 
Revolution 

Stay  tuned  for  a  message  from  your  cell  phone 
which  seems  to  know  an  awful  lot  about  you 


BY  CATHERINE  HOLAHAN 

TERI  MILLER  HAS  FOUR 
kids— three  boys  and  a 
girl,  ages  5  through  13. 
She  is  34,  works  as  a  hair- 
dresser in  Sarasota,  Fla., 
and  recently  vacationed  in 
Las  Vegas.  Most  impor- 
tant, she  doesn't  mind  strangers  know- 
ing all  this— even  if  they  use  it  to  sell  her 
things.  Simply  by  sending  a  text  message 
to  a  number  she  saw  on  a  Las  Vegas  bill- 
board in  February,  Miller  gave  Adidas 
and  a  marketing  outfit,  MOVO,  all  the 
information  they  needed  to  hawk  basket- 
ball shoes  to  her  over  the  phone. 

They  knew  Miller  was  in  Vegas,  since 
she  responded  to  the  billboard  offering 
information  about  National  Basketball 
Assn.  All-Star  game  events  nearby.  Her 
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phone  number  gave  away  her  hometown, 
indicating  an  allegiance  to  the  East  Coast 
All-Star  team.  The  payoff  came  when 
Adidas  sent  Miller  a  text  message  about 
the  sale  of  200  pairs  of  limited-edition 
All-Star  basketball  shoes.  Tipped  off, 
Miller  lined  up  outside  an  Adidas  store 
in  Vegas  with  hundreds  of  others.  "We 
got  there  really  early  with  our  big  of  cup 
of  coffee,"  says  Miller,  "and  of  course  the 
line  was  out  the  door."  She  bought  two 
pair  for  her  eldest  boys. 

Advertising  is  about  to  get  very  per- 
sonal. Marketers  are  taking  tools  that 
they  already  use  to  track  your  Internet 
surfing  and  are  preparing  to  combine 
that  information  with  cell-phone  cus- 
tomer data  that  include  not  just  the  area 
where  you  live  but  also  the  street  you're 
standing  on.  The  aim  is  to  target  the 


exact  person  who  is  most  likely  to  t| 
a  product  at  the  precise  moment  the 
most  likely  to  buy  it.  If  s  the  ad  industuj 
dream  come  true:  a  perfect  personali: 
pitch.  For  privacy  advocates,  though,  t  j 
combination  of  behavioral  and  geograp 
ic  targeting  is  an  Orwellian  nightmanij 

HUMBLE  BEGINNINGS 

CAMPAIGNS  THAT  COMBINE  Web  dt1 
with  location  information  to  target  i 
from  nearby  businesses  to  individui 
are  just  a  couple  of  years  away,  mob 
marketers  say.  Already,  mobile  servi 
use  area  codes,  Zip  Codes,  and  ev 
Global  Positioning  System  (GPS)  di 
to  return  results  for  nearby  busines' 
in  response  to  a  search  for,  say,  cob 
shops.  The  next  step  is  to  serve  an 
for  a  steaming  cup  of  Java  on  a  mob 
Web  page  just  as  the  cell-phone  V. 
surfer  is  passing  a  Starbucks.  Wit] 
five  years,  online  ad  networks  such! 
TACODA  and  Specific  Media  Inc.  pi| 
to  apply  behavioral  techniques— usi 
surfing  data— to  target  ads  to  broadbai 
enabled  digital  television.  If  s  not  hi 
to  imagine  the  day  when  multiple  1 
tuned  to  the  same  channel  in  the  sa 
household  will  serve  up  different  a 
"There  is  no  question  behavioral  targ 
ing  will  be  a  major  component  of  te 
vision,"  says  Dave  Morgan,  TACOR 
founder  and  chairman. 

Early  efforts  at  such  hypertargeti  '[*, 
are  modest  for  a  good  reason:  Phc  Jj 
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Targeted  Ads 


companies  are  wary  of  abusing  c   i 
tomers'  privacy,  and  major  brands  i  ; 
waiting  to  see  if  Web -phone  ads  ca 
on.  Marketers  and  phone  services  f-  • 
also  sorting  out  Federal  Communr  iilso 
tions  Commission  rules  limiting  the  t  0 
and  release  of  customer  data,  includ 
location  information. 

On  Apr.  2,  the  FCC  released  an  oi  a 
requiring  mobile  marketers  to  obtaini  jtkl 
press  consent  from  the  customer  bel  i  :3 
carriers  release  information.  Traditi  i 
ally,  permission  grants  are  part  of  the 
print,  often  overlooked,  for  activities  s 
as  casting  a  text  message  vote,  recei\ 
mobile  updates  such  as  sports  scores  pp 
downloading  a  GPS  map  program.  ] 
rules  already  require  marketers  to  mi;  |] 
it  easy  to  "opt  out,"  usually  by  replyin: 
a  text  with  "No"  or  "Stop." 


'WALKING  TIVOS' 


it 
ha 

OF  COURSE,  SIMILAR  rules  apply!  m) 
e-mail.  And  one  look  at  the  spam-stre 
Internet  landscape  shows  how 
the  phone  situation  could  deterior. 
particularly  as  more  services  allow 
limited  text  messaging  for  a  flat  ratd 
study  by  M:  Metrics,  released  on  Mar.  rite  : 
found  that  most  people  who  receivr  day\ 
phone  text  message  don't  think  they  g  \  mi\ 
the  company  permission  to  contact  thJ  lanv ; 
even  if  they  sent  an  "opt- in"  message^  the  \ 

Still,  marketers  are  starting  to  phit  «rs>.  t 
the  potential.  Medio  Systems  Inc.,  a  l  ic 
bile  marketing  firm  that  provides  i  sinner 
default  search  engine  for  phones  sen  t  am 
by  Verizon,  T-Mobile,  TELUS,  and  Am  id  ma 
Mobile,  is  using  data  from  cell-ph«h  ses  so 
Web  searches  and  browsed  pagest  ne  an 
deliver  ads  to  mobile  sites.  Carriers  s  i  is  mo 
as  Sprint  Nextel  anticipate  deliver.;  issyc 
ads  based  on  users'  near-exact  locabjomto 
"We  have  not  yet  gone  with  a  GPS-s-l  ie  Wi 
cific  advertisement,  but  I  suspect  wev  s.  He 
eventually,"  says  Alana  Muller,  Sprit  e,  or  t 
director  of  wireless  data  marketing,    i  mse  \ 

The  objective  for  advertisers,  okfttivei 
ously,  is  to  cut  through  the  cacopfr  v 
of  sales  pitches.  By  some  estimate i 
the  average  plugged-in  individual  s  rsmav 
3,000  to  5,000  ads  of  all  types  each  oi  wthei 
depending  on  where  he  lives.  Most*  s«en?il 
that  gets  tuned  out.  "I  think  people  fe  u^ 
becoming  walking  TiVos,"  says  Oilsa»e^ 
Tawakol,  chief  advertising  officer  of!  erdse 
dio  Systems.  Early  research  on  mob  r.er  ■. 
phone  pitches  indicates  that  about    of  the 
of  consumers  who   see  targeted  . :  ived 
respond  to  them.  That  sounds  sm  itfe 
but  fewer  than  1%  of  people  click  t\r( 
conventional  Web  ads. 

Phone  targeting  has  one  big  adv 
tage:  Unlike  TVs  and  computers  sha  |oi 
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nembers  of  the  household,  most  mo- 
phones  have  one  user.  Any  mobile 
)  data  that  are  collected  help  build  a 
lie  of  a  unique  individual.  Mobile  car- 
3  also  can  leverage  data  from  service 
tracts  and  billing  logs, 
/hat's  more,  cellular  networks  are 
;  to  locate  callers  to  within  50  to  300 
ers  by  triangulating  signals,  sorae- 
.g  the  FCC  requires  them  to  do  for  911 
i.  Providing  the  carrier  has  consumer 
nission,  that  could  be  matched  up 
l,  say,  a  hip  fashion  boutique  that 
purchased  an  ad  for  women  ages  15 
to  25  who  have  surfed 
the  Style.com  Web  site 
in  the  past  month. 

All  told,  market- 
ers will  spend  just  $3 
billion  worldwide  on 
mobile  ads  this  year, 
according  to  an  Apr.  10 
report  by  ABI  Research, 
an  industry  research 
group.  But  that's  ex- 
pected to  grow  to  $19 
billion  by  2011  as  more 
users  surf  the  Web  via 
ijdset.  Many  marketers  eagerly  await 
:h  day  when  carriers  release  location 
■irmation  to  them. 

Blany  citizens,  of  course,  are  hoping 
1  the  vault  remains  shut.  Marc  Ro- 
mberg, executive  director  of  the  Elec- 
ftic  Privacy  Information  Center,  says 
■burners  expect  privacy  with  their  cell 
■ne  and  won't  react  well  to  location- 
S-d  marketing.  "Any  advertising  that 
flpes  someone  to  flip  open  their  cell 
j1  ne  and  see  an  ad  won't  be  a  won- 
Ips  moment,"  says  Rotenberg.  Mar- 
■rs  such  as  Medio's  Tawakol  are  quick 
■pint  out  that  most  ads  will  appear  on 
■pile  Web  pages  and  not  as  text  mes- 
■:s.  He  also  notes  that  marketers  don't 
K,  or  even  want,  customer?'  names, 
liuse  brands  want  to  reach  highly 
■ctive  groups  of  consumers,  not  just 
Kchmo. 

■he  bigger  concern  for  many  mobile 
B's  may  be  that  advertisers  will  simply 
■w  their  phone  number.  The  industry 
<4>tensibly  developing  guidelines  that 
m  users  from  being  barraged  with 
Hsages— restricting,  say,  how  often  an 
Hertiser  may  contact  the  same  con- 
fer in  a  month.  But  that  cat  may  be 
■of  the  bag:  Mobile-phone  users  who 
lived  unwanted  messages  already 
lab  filed  lawsuits  against  marketers. 
■  you're  feeling  spammed,  of  course, 
■whole  appeal  of  targeting  is  turned 
■its  head.  Now  you're  angry— and  it's 
■tonal.  ■ 
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Extraordinary  times  call  for  extraordinary  leaders.  Today's 
successful  executives  need  to  think  differently.  That's  why 
every  year,  more  than  8,000  executives  come  to  Harvard 
Business  School  Executive  Education. 

Here,  you'll  acquire  a  fresh  perspective  on  global  business 
from  our  groundbreaking  curriculum,  the  renowned  HBS 
faculty,  and  an  accomplished  group  of  peers  from  around  the 
world.  You'll  return  to  work  reenergized,  with  the  tools  and 
knowledge  to  make  more  effective  decisions  and  positively 
impact  your  company's  performance. 

Please  visit  www.exed.hbs.edu/pgm/brbw/for  details  on  the 
full  portfolio  of  HBS  Executive  Education  programs. 


InfoTech  Globalization 


How  Accenture 
One-Upped  Bangalore 

It  leads  the  pack  in  tech  services,  melding 
offshoring  and  classic  consulting 


BY  STEVE  HAMM 

WHEN  THE  INDIAN 
outsourcing  up- 
starts came  on 
strong  five  years 
ago,  it  looked  as 
if  some  giants  of 
the  $600  billion 
tech  services  industry  would  fall  like 
top-heavy  palm  trees  in  a  Category  4 
hurricane.  The  Indians'  combination  of 
high  quality  and  super-low  cost  flattened 
the  stock  prices  and  revenues  of  com- 
panies such  as  EDS,  BearingPoint,  and 
Capgemini.  Even  mighty  IBM,  the  No.  1 
tech  services  player,  has  struggled  to 
rebound. 

One   Western    company   has 
come  through  stronger  than 
ever,  though— and  it  did  so 
by  motoring  straight  into 
the  eye  of  the  storm.  Ac- 
centure   Ltd.    has    re- 
sponded so  well  to  the 
disruptions        caused 
by  Indian   companies 
such  as  Tata  Consul- 
tancy  Services,   Info- 
sys  Technologies,  and 
Wipro  that  it  stands  as 
a  model  for  how  to  deal 
with  the  downside  of 
globalization. 

Accenture       adapted 
quickly  by  combining  the 
best  aspects  of  the  Indian 
offshoring    approach   with 
the  company's  primary  activ- 
ity, business  consulting.  By  the 
end  of  Accenture's  fiscal  year  this 
August,  35,000  of  its  160,000  em- 
ployees will  be  in  India,  where  labor 
costs  are  less  than  half  those  in  the  U.S., 
up  from  only  a  handful  in  2000.  That 
formula  not  only  allows  it  to  compete 
with  the  Indian  tech  companies  on  price 
but  also,  just  as  important,  combines  the 
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company's  tech  knowhow,  outsourcing, 
business  consulting,  and  expertise  in 
particular  industries  in  a  way  that  the 
Indians  can't  yet  match. 

Even  Indian  tech  leaders  are  impressed. 
"At  one  time,  I  thought  we'd  be  fortunate, 
and  they  wouldn't  be  able  to  deal  with 
the  shift.  But  they  really  embraced  it," 
says  Pramod  Bhasin,  chief  executive  of 
Genpact,  the  top  player  in  Indian  business 
process  outsourcing. 

One  need  look  no  further  than  De- 


troit to  see  what  disasters  can  befall  i  s  I 
company  when  if  s  too  set  in  its  ways  t  f  »e 
recognize  a  mortal  threat.  In  contras'  Bits  £ 
Accenture  spotted  the  Indian  upsurg  tats 
early  and  responded  quickly.  To  bloc  n^ 
Indian  companies  from  getting  foothold  ^l 
in  its  accounts,  it  took  on  lower-end  job; 
And  it  invested  heavily  in  new  capabilijie?' 
ties  to  stay  ahead  of  rising  competition,  feate 

Accenture's  strategy  is  now  beinjiata 
recognized  as  the  preferred  business 
model  for  the  global  tech  services  industr  ioeor 
Competitors,  including  the  Indians,  ani  las  re 
scrambling  to  replicate  it.  "This  getters 
companies  away  from  competing  on  lai  etors 
bor  costs  alone,"  says  analyst  Dana  Stifle  data 
ler  of  AMR  Research.  i  sate 

Accenture  has  long  seen  itself  as 

global  organization.  In  1985,  as  a  uni 
of  Andersen  Worldwide,  it  establishes 
financial-services  operations  in  Manikii 
"We  have  been  operating  a  global  vii| 
tual  company  for  decades,  so  we  had 
lot  of  advantages  other  companies  didnVj 
have,"  says  CEO  Bill  Green,  a  30-ye 
veteran.  The  consulting  group  split  ot 
from  Andersen  Worldwide  in  2000  ar 
went  public  a  year  later.  The  stock  prio|| 
has  soared  140%  since  then.  Goldman 
Sachs  &  Co.  analyst  Julio  C.  Quintero 
Jr.  forecasts  revenues  of  $18.8  billion  fo| 
this  fiscal  year,  up  13%,  and  $1.6  billior 

in  profit,  up  16%. 

HARD  TO  MATCH 

That  IPO  year  was  a  turni: 

point.  Accenture  already  hat 

large  business  consultini 

and  tech  services  branckl 

es.  But  in  2001  top  man. 

agers     committed     ti 

aggressive    expansioi 

of  their  business  pro 

cess  outsourcing  unit 

which  handles  human 

resources  and  account; 

ing  chores.  They  ex 

panded  rapidly  in  In 

dia  and  other  low- cos 

countries  and  ran  thei 

far-flung  service  deliver 

centers  as  an  integratec 

global  network. 

To  see  how  Accenture  is  of 

fering  hard-to-match  servicer 

take  a  look  inside  the  company': 

Life  Sciences  Center  of  Excellence  ii 

Bangalore.  The  sprawling  office  build 

ing  houses  dozens  of  medical  doctors 

PhDs,  pharmacists,  math  whizzes,  anc 

statisticians.  They  work  alongside  biolog 

grads  to  prepare  clinical  trial  reports  for  th< 

world's  top  drug  companies. 

These    high-skill    employees— all   o 


;m  Indian— coordinate  closely  with 
siness  consultants  who  are  on  site  with 
snts  around  the  world.  Accenture  con- 
itants  help  clients  revamp  the  way  they 
ndle  the  trials  essential  to  getting  new 
ags  approved  by  regulators.  Once  those 
jcesses  are  sharpened,  Accenture  soft- 
re  programmers  in  Bangalore  design 
tabases  and  algorithms  for  storing  and 
alyzing  clinical  data.  Accenture  people 
tribute  electronic  forms  to  physicians 
.o  conduct  the  trials.  Accenture's  physi- 
ins  review  the  data  to  spot  errors  and, 
[en  necessary,  get  on  the  phone  with 
;tors  conducting  the  trials.  When  all 
I  data  are  collected,  they  analyze  them 
safety  and  effectiveness  and  write 


reports.  All  told,  Accenture  has  cut  the 
average  time  to  prepare  reports  from 
six  months  to  a  few  weeks.  Each  day 
saved  is  worth  about  $1  million  to  a  drug 
company. 

But  just  as  important,  one  client,  Wy- 
eth  Pharmaceuticals  Inc.,  says  it  has  been 
able  to  hand  off  huge  chunks  of  work  to  a 
partner  that  can  perform  them  even  bet- 
ter than  it  can.  "We  are  launching  drugs 
that  otherwise  would  have  been  held  up 
by  our  inability  to  handle  the  work,"  says 
Robert  R.  Ruffalo  Jr.,  Wyeth's  president 
of  research  and  development. 

Accenture's  Indian  rivals  are  rapidly 
adding  new  capabilities,  such  as  exper- 
tise in  specific  industries  like  pharma 


and  retailing.  Western  corporations  in- 
creasingly consider  the  best  of  the  Indian 
firms  when  they  reengineer  how  they 
do  business.  But  Infosys  and  its  Indian 
brethren  have  a  long  way  to  go  to  catch 
Accenture.  It  has  13,000  business  con- 
sultants and  announced  plans  on  Mar. 
19  to  double  that  number  over  the  next 
three  years.  Ruffalo,  the  Wyeth  research 
boss,  says  he  hired  Accenture  consultants 
to  help  out  with  most  of  the  70  "break- 
through" projects  he  has  undertaken 
over  the  past  five  years.  "There  are  a  lot 
of  good  consulting  companies  out  there, 
but  [Accenture]  knew  us  and  understood 
us,"  he  says.  "We  don't  have  to  educate 
them  again  and  again."  ■ 


What  happens  when  you  design  a  hotel 
around  late  arrivals? 


• 


Introducing  Hyatt  Place.  A  new  kind  of  hotel  that  puts  style,  innovation  and  The  Hyatt  Touch" 
within  everyone's  reach.  Where  a  24-hour  Guest  Kitchen  means  you  can  count  on  a  freshly 
prepared  meal  no  matter  what  time  you  check  in.  And  that's  just  part  of  the  story.  Discover 
for  yourself  how  perfectly  a  hotel  can  fit  your  lifestyle.  Hyatt  Place,  it's  so  you. 

Call  888  HYATT  HP  (888  492  8847)  or  visit  hyattplace.com. 

HYATT 

PLACE- 

HYATT  and  HYATT  PLACE  names,  designs  and  related  marks  are  trademarks  of  Hyatt  Corporation. 
©2007  Hyatt  Corporation.  All  rights  reserved. 
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Stea 


The  new  crop  of  steakhouses  is  hipper,  but  how's  the  meat?  BY  JON  FINE 


rHE  DECOR  IS  STRIKING  AND  PUNISHINGLY  modern.  The 
lighting  is  lemony;  the  banquettes  are  streamlined 
and  low-slung.  The  side  dishes  are  fussy.  The  gender 
split  in  the  room  approaches  50-50.  The  amuse- 
bouche  is  ambitious.  That  it  is  ultrarich  and  amply 
portioned  is  the  sole  giveaway  that  you're  in  a  steak- 
house.  J  If  s  the  21st  century,  and  restaurateurs  realize 
re's  money  in  toning  down  the  traditional  steakhouse's  Y  chro- 
somes.  New  entries  backed  by  star  chefs  such  as  Tom  Colicchio's 
itsteak,  with  branches  in  New  York  and  Las  Vegas,  and  Laurent 
irondel's  BLT  Steak  and  BLT  Prime  mini-empire  (outposts  in  New 
k,  Washington,  D.C.,  and  Puerto  Rico)  epitomize  the  breed,  as  do 

say,  Brooklyn's  century-old  Peter  Luger. 
But  they  do  amp  up  nonbeef  offerings 
well  enough  to  be  excellent  ways  to  put 
the  hurt  on  an  expense  account. 

Just  prepare  for  highs  and  lows.  The 
amuse-bouche  at  BLT  Prime— a  rich, 
rosy  chicken  liver  spread— made  me 
regret  all  the  terrible  things  I've  ever 
said  about  liver.  So  it  was  strange  when 
a  gorgeous-looking  bone-in  double  sir- 
loin proved  so  meek  and  flavorless. 

It  took  repeated  visits  to  Craftsteak  in 
Vegas  and  New  York  to  find  a  winning 
strategy:  Choose  the  most  expensive  op- 
tions. As  the  finickiest  of  its  school,  Craft- 


r  York's  Quality  Meats  and  San 
icisco's  Lark  Creek  Steak.  These 
cally  ply  sharp  looks,  expansive 
ius,  pricey  wagyu  options,  and  nou- 
1  takes  on  dessert.  (Hello,  Craft- 
k's  red  velvet  cake— colored  with 
juice,  sandwiched  around  vanilla 
isse,  and  accompanied  by  sour 
•ries.  We're  thinking  of  you.  Wish- 
you  were  here.) 

hese  joints  are  provenance-ob- 
ed,  eager  to  disclose  that  the  salm- 
s  organic  and  that  the  beef  hails 
t  Hawaii.  They  don't  deliver  a  rush 
ure  bovine  savor  as  satisfying  as, 


steak  offers  multiple  tiers  of  aging  for  its 
steaks,  from  28  days  to  56  days.  Only  the 
56-day  option  delivered  the  mineral  tang, 
toothsomeness,  and  texture  that  seasoned 
steak  freaks  crave.  At  a  price  topping 
$50— a  premium  on  Craftsteak's  already- 
pricey  options— it  had  better.  Craftsteak 
also  purveys  grass-fed  steaks.  They  won't 
be  mistaken  for  the  corn-fed  beef  Ameri- 
cans grow  up  on.  They're  gamier,  with  a 
different  flavored  char  and  a  less  consis- 
tent chewiness.  I  enjoyed  it,  but  if  s  not  a 
given  everyone  will. 

The  most  winning  side  dish:  BLT 
Prime's  broccoli  rabe  with  white  an- 
chovies. Craftsteak's  most  outre  offer- 
ing—thinly scalloped  potatoes  browned 
in  veal  stock— was  rich  enough  to  re- 
semble meat-flavored  tarte  tatin.  You 
decide  if  that's  good  or  bad;  I  was  done 
in  three  bites. 

Quality  Meats  proved  the  most  reli- 
able of  the  new  breed:  solid  steaks,  an 
industrial  setting  far  cooler  than  the 
classic  cow  palaces,  and  a  menu  least 
prone  to  flights  of  fancy.  It's  not  that 
the  others  won't  make  for  a  fine,  well- 
wined  night  out,  and  it's  great  that  their 
trimmings  are  terrific.  But  shouldn't 
the  steak  still  be  the  thing?  ■ 

ADIFFERENTCUT  At  Craftsteak  in  New 
York  (opposite,  top),  the  emphasis  is 
on  sharp  looks,  pricey  menus,  and 
nouveau  takes  on  old  favorites.  A 
bovine  bust  (far  left)  greets  patrons  at 
Quality  Meats,  also  in  New  York,  which 
serves  an  artful  steak  tartare  (opposite, 
below)  along  with  the  usual  steak  (left) 


BusinessWeek  weekend 


TELEVISION:  For  a  look  at  steakhouses  that  serve 
wagyu  beef,  watch  BusinessWeek  Weekend  or  go  to 
www.businessweekweekend.com  to  see  video  clips. 


WAGYU, 
THE  FOIE 
RASOF 
BTEAKS 


IF  YOU  THINK  PRICES  for  a 

tenderloin  or  a  T-bone  at  fine 
steakhouses  are  steep,  try 
ordering  wagyu  beef.  Servings 
of  the  highly  marbled  delicacy, 
considered  ambrosia  for  car- 
nivores, might  run  as  much 
as  $20  an  ounce.  Then  again, 
because  wagyu  has  a  taste  and 
texture  more  like  foie  gras  than 
USDA  prime  steak,  a  small  por- 
tion will  do  just  fine. 

The  beef  comes  from  Japa- 
nese cattle  that  are  treated  to 
regular  massages  and  a  diet 
of  grains  and  beer,  at  least  in 
Japan.  Wagyu  cattle  are  now 
raised  in  the  U.S.  and  Australia, 


although  Kobe  beef,  considered 
the  best  of  wagyu,  comes  from 
a  specific  region  in  Japan. 

The  Japanese  typically  eat 
wagyu  in  thin  slices  grilled 
rare  or  dipped  in  simmering 
broth,  but  chefs  in  the  U.S.  keep 
inventing  ways  to  serve  it.  Kobe 
Club  in  New  York  offers  "flights" 
that  allow  you  to  sample  Kobe 
filet,  strip  loin,  and  rib  eye.  The 
price  is  $395,  but  it's  enough 
for  two.  At  Cut  in  Los  Angeles, 
chef  Wolfgang  Puck's  signature 
dish  is  Kobe  beef  short  ribs  for 
a  relatively  modest  $39. 

Others  have  given  the 
pricey  delicacy  a  more  homey 


touch.  Thomas  Keller  has 
served  wagyu  meat  loaf  at  Ad 
Hoc,  a  more  casual  spot  near 
his  famed  French  Laundry  in 
Yountville,  Calif.  Ketchup,  a 
sleek  L. A.  grill,  features  mini 
Kobe  beef  hot  dogs  (four 
for  $12),  while  a  Kobe  beef 
rib  sloppy  joe  ($15)  graces 
the  menu  at  newly  opened 
Presidio  Social  Club  in  San 
Francisco.  Why  the  growing 
popularity  of  wagyu?  With  cav- 
iar and  foie  gras  under  siege, 
says  restaurant  consultant 
Clark  Wolf,  "we  need  some 
luxury  protein  to  help  us  feel 
special."  -Amy  Cortese 
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Business  Traveler 


Bummed  Out 
In  Baggage  Claim 

The  incidence  of  lost  luggage  is  up  dramatically. 
Here's  how  to  speed  recovery.  BY  LAUREN  YOUNG 


YOU  KNOW  YOUR  TRIP 
is  in  trouble  when  only  a 
trickle  of  suitcases  from 
your  flight  arrives  in 
baggage  claim.  Then  the 
conveyor  belt  halts,  nev- 
er to  start  up  again.  Such 
was  the  welcome  to  Miami  my  husband 
and  I  and  at  least  50  other  fliers  received 
after  a  recent  US  Airways  flight  from 
Philadelphia.  To  make  matters  worse, 
there  was  just  one  beleaguered  agent  to 
process  lost-luggage  claims. 

Unfortunately,  this  scene  is  being 
played  out  much  too  frequently.  Com- 
plaints about  lost,  delayed,  and  damaged 
luggage  are  at  an  all-time  high,  accord- 
ing to  the  Transportation  Dept.  The  most 
recent  Airline  Quality  Rating  report,  is- 
sued by  Wichita  State  University  and  the 
University  of  Nebraska  at  Omaha,  found 
that  6.5  bags  per  1,000  passengers  were 
mishandled  in  2006,  compared  with  4 
per  1,000  in  2003. 

Short  of  not  checking  your  luggage  in 
the  first  place,  you  can't  do  much  to  pre- 
vent it  from  going  missing.  However,  you 
can  take  steps  both  before  you  board  and 
after  you  find  yourself  bagless  to  improve 
the  chances  of  recovery. 

DO  THE  PAPERWORK 

FOR  STARTERS,  use  that  camera  in  your 
cell  phone  to  take  a  picture  of  your  suit- 
case so  you  can  give  a  good  description. 
Monica  Beaupre,  a  spokeswoman  for 
American  Express,  says  you  should  also 
put  a  copy  of  your  itinerary  in  your  bag. 
That  way  the  airline  can  identify  and  find 
the  owner  even  if  the  tags  get  separated 
from  the  luggage. 

Pay  careful  attention  when  your  bag  is 
tagged  at  check-in,  an  obvious  safeguard 
that  many  travelers  overlook  in  their  ex- 
citement or  haste.  "It  only  takes  one  key- 
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stroke  to  get  the  airport  code  wrong  at  the 
ticket  counter,"  says  Joe  Brancatelli,  editor 
of  JoeSentMe,  a  business  travel  Web  site. 

What  do  you  do  when  you  arrive  at 
the  airport  and  your  bags  don't?  "Never, 
ever  leave  until  you  file  the  appropriate 
paperwork  and  get  copies,"  Brancatelli 
says.  "The  minute  you  leave,  the  airlines 
will  say  you  forfeited  your  rights." 

Instead  of  waiting  on  a  long  claims 
line  in  the  baggage  area,  hightail  it  to  the 
ticket  counter,  where  the  agents  should 
be  able  to  help.  After  you  file  your  report, 
make  sure  you  get  the  number  for  the  lo- 
cal baggage  claim  counter.  "Do  not  settle 
for  the  800  number,"  Brancatelli  says. 

You  can  avoid  a  lot  of  the  hassle  if  you 
have  purchased  a  comprehensive  travel 


insurance  plan  such  as  one  from 
Travel  Guard,  which  will  pay  for  esse: 
items  if  your  bag  is  delayed,  and  u 
$2,500  if  the  bag  is  gone  for  good, 
most  expensive  policy  is  about  8%  o 
overall  cost  of  your  trip.  Your  credit 
may  come  in  handy,  too.  Issuers  of 
tain  American  Express,  MasterCard, 
Visa  cards  will  hound  the  airlines  al 
tracking  down  the  lost  bags. 

NOW  HEAR  THIS 

LET'S  ASSUME  the  bags  turn  up, 
items  are  missing.  In  the  meant 
your  trip  was  ruined  by  not  having 
cess  to  your  prescriptions  and  your  r 
flattering  bathing  suit.  How  do  you 
compensated?  Last  December,  Nar 
Bentley,    a    media-i 
tions  specialist  at  bif> 
services  firm  Conve 
in  Cincinnati,  flew  E 
Air  Lines  to  New  D( 
Her  bags  never  mac 
during  the  business 
of  the  trip,  which  mc 
she  spent  meeting! 
dirty  travel  clothes 
tennis  shoes.  Once 
luggage  appeared, 
eral  flash  drives  wv 
$150  were  gone. 

After  returning  hi 
Bentley  faxed  top  offit 
at  Delta  demanding  c  j 
pensation  for  her  $8,!- 
tickets   as   well   as  l 
missing  items.  She 
copied  members  of  i' 
press.  "It's  a  technii 
I've    used   when   g<» 
through  the  regular 
tomer-service    chan  | 
haven't  worked,"  Ber. 
says.  Eight  weeks  1 
she  received  125,000 
quent-flier  miles  and  a  check  to  cover 
cost  of  the  stolen  items. 

Although  we  were  eventually  reun 
with  our  bags,  I  didn't  put  the  ma 
to  rest  until  I  had  e-mailed  my  disss 
faction  to  US  Airways'  customer-ser 
chief  and  Philadelphia  operations  rr 
ager  from  a  personal  e-mail  acco 
not  mentioning  my  media  affiliat 
For  added  impact,  I  included  fellow  j 
sengers'  e-mail  addresses,  which  I  i 
collected  while  we  were  waiting  in 
lost-luggage  line. 

Within  two  weeks,  US  Airways  had  s 
me  $1,200  in  vouchers.  Several  fel 
travelers  told  me  they  were  compensa 
too.  It  didn't  make  up  for  the  hassle,  b 
felt  like  my  voice  was  heard.  ■ 
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LUNESTA  7-NlGHT 


Challenge! 


Ask  your  doctor  how  to  get 
7  nights  of  Lunesta5  absolutely  free! 

How  are  you  sleeping  these  days?  Do  you  have  trouble  falling  asleep? 

Or  waking  in  the  night?  Try  non-narcotic  Lunesta  instead,  and  see  how  it  can 

help  you  find  the  full  night's  sleep  you've  been  craving. 

Discover  how  to  improve  your  sleep  habits  at  www.lunesta.com. 

Or  call  1-800-Lunesta. 

Hurry!  Offer  ends  May  31st! 

IMPORTANT  SAFETY  INFORMATION:  Lunesta  works  quickly,  and  should  be  taken  right  before  bed.  Be 
sure  you  have  at  least  eight  hours  to  devote  to  sleep  before  becoming  active.  Until  you  know  how  you'll  react  to 
prescription  Lunesta,  you  should  not  drive  or  operate  machinery.  Do  not  use  alcohol  while  taking  Lunesta.  Most 
sleep  medicines  carry  some  risk  of  dependency.  Side  effects  may  include  unpleasant  taste,  headache,  drowsiness 
and  dizziness.  See  important  patient  information  on  the  next  page. 

Follow  these  two  simple  steps  to  get  your  7  free  tablets  of  Lunesta: 

STEP  1 :  Take  this  page  to  your  doctor  and  ask  if  Lunesta  is  right  for  you. 

Present  both  your  prescription  and  this  page  to  your  pharmacist  for  your 
7  free  tablets  of  Lunesta. 
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Please  read  this  summary  of  information  about  LUNESTA  before 
you  talk  to  your  doctor  or  start  using  LUNESTA.  It  is  not  meant 
to  take  the  place  of  your  doctor's  instructions.  If  you  have  any 
questions  about  LUNESTA  tablets,  be  sure  to  ask  your  doctor  or 
pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems,  such 
as  difficulty  in  falling  asleep,  difficulty  in  maintaining  sleep  during 
the  night,  and  waking  up  too  early  in  the  morning.  Most  people 
with  insomnia  have  more  than  one  of  these  problems.  You  should 
take  LUNESTA  immediately  before  going  to  bed  because  of  the 
risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  10  days  up  to  2  weeks.  If 
your  insomnia  does  not  improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that  may 
require  more  prolonged  use  of  sleep  medicine.  However,  you 
should  not  use  these  medicines  for  long  periods  without  talking 
with  your  doctor  about  the  risks  and  benefits  of  prolonged  use. 
Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 
To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car.  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA 
or  any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause  drowsiness 
and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by  your 
doctor  Never  change  your  dose  without  talking  to  your 
doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 
Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine. 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  taken  while  traveling,  such 
as  during  an  airplane  flight  and  the  person  wakes  up  before 
the  effect  of  the  medicine  is  gone.  This  has  been  called 
"traveler's  amnesia."  Memory  problems  have  been 
reported  rarely  by  patients  taking  LUNESTA  in  clinical 
studies   In  most  cases,  memory  problems  can  be  avoided  if 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 
Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than 
a  few  weeks,  they  may  lose  their  effectiveness  in  helping 
you  sleep.  This  is  known  as  "tolerance."  Development  of 
tolerance  to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally  not 
necessary.  Some  people,  though,  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine.  If  your  sleep 
problems  continue,  consult  your  doctor,  who  will  determine  whether 
other  measures  are  needed  to  overcome  your  sleep  problems. 
Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to  avoid 
withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have 
a  higher  chance  of  becoming  addicted  to  sleep  medicines. 
This  possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 
Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the 
medicine  has  been  used  for  only  a  week  or  two.  In  mild  cases, 
withdrawal  symptoms  may  include  unpleasant  feelings. 
In  more  severe  cases,  abdominal  and  muscle  cramps, 
vomiting,  sweating,  shakiness,  and,  rarely,  seizures  may  occur. 
These  more  severe  withdrawal  symptoms  are  very  uncommon. 
Although  withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA.  there 
is.  nevertheless,  the  risk  of  such  events  in  association  with  the 
use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the 
medicine.  If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  its  own  after  1 
or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your  own. 
Always  follow  your  doctor's  directions. 
Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior.  These 
effects  are  not  common.  However,  they  have  included: 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 

such  as  a  person's  general  health,  the  use  of  other  medicines, 

and  which  sleep  medicine  is  being  used.  Clinical  experience  with 

LUNESTA  suggests  that  it  is  rarely  associated  with  these  behavior 

changes. 

It  is  also  important  to  realize  it  is  rarely  clear  whether  these 

behavior  changes  are  caused  by  the  medicine,  are  caused  by  an 


illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems  that 
not  improve  may  be  due  to  illnesses  that  were  present  before  t 
medicine  was  used.  If  you  or  your  family  notice  any  changes 
your  behavior,  or  if  you  have  any  unusual  or  disturbing  though  | 
call  your  doctor  immediately. 
Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  potential  effects  | 
the  unborn  baby  when  used  during  the  last  weeks  of  pregnam 
Be  sure  to  tell  your  doctor  if  you  are  pregnant,  if  you  are  planni 
to  become  pregnant,  or  if  you  become  pregnant  while  taki, 
LUNESTA. 

In  addition,  a  very  small  amount  of  LUNESTA  may  be  present 
breast  milk  after  use  of  the  medication.  The  effects  of  ve 
small  amounts  of  LUNESTA  on  an  infant  are  not  know 
therefore,  as  with  all  other  prescription  sleep  medicines,  it 
recommended  that  you  not  take  LUNESTA  if  you  are  breastfeedii 
a  baby. 

Safe  Use  Of  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any  otti 
sleep  medicine,  you  should  observe  the  following  cautior 

1.  LUNESTA  is  a  prescription  medicine  and  should 
used  ONLY  as  directed  by  your  doctor.  Follow  yo 
doctor's  instructions  about  how  to  take,  when  to  take,  ai 
how  long  to  take  LUNESTA. 

2.  Never  use  LUNESTA  or  any  other  sleep  medicine  f  f 
longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing  thoughts      J 
behavior  during  treatment  with  LUNESTA  or  any  other  sle>    OIK 
medicine,  contact  your  doctor. 

4.  Tell  your  doctor  about  any  medicines  you   may  1 1  i  r( 
taking,  including   medicines  you   may  buy  without  : 
prescription  and  herbal  preparations.  You  should  also  t ,  Jpr 
your  doctor  if  you  drink  alcohol.  DO  NOT  use  alcohol  wh     Uu 
taking  LUNESTA  or  any  other  sleep  medicine. 

5  Do  not  take  LUNESTA  unless  you  are  able  to  get  8  or  mo    |[|f  ( 
hours  of  sleep  before  you  must  be  active  again. 

6  Do  not  increase  the  prescribed  dose  of  LUNESTA  or  ait  nfp 
other  sleep  medicine  unless  instructed  by  your  doctor,      i  ^It 

7.  When   you   first  start  taking   LUNESTA   or  any  oth'1 
sleep   medicine,   until   you   know  whether  the  medich 
will  still  have  some  effect  on  you  the  next  day,  u 
extreme    care    while    doing    anything    that    requir 
complete  alertness,  such  as  driving  a  car,  operatic 
machinery,  or  piloting  an  aircraft. 

8.  Be  aware  that  you  may  have  more  sleeping  problems  the  fii 
night  or  two  after  stopping  any  sleep  medicine. 

9.  Be  sure  to  tell  your  doctor  if  you  are  pregnant, 
you  are  planning  to  become  pregnant,  if  you  becorr, 
pregnant,  or  if  you  are  breastfeeding  a  baby  whut 
taking  LUNESTA. 

10  As  with  all  prescription  medicines,  never  shah  . 
LUNESTA  or  any  other  sleep  medicine  with  anyone  elst*I,v'" 
Always  store  LUNESTA  or  any  other  sleep  medicine  in  t)|  »re  cal 
original  container  and  out  of  reach  of  children. 

1 1  Be  sure  to  tell  your  doctor  if  you  suffer  from  depression.      '  ""111: 

12.  LUNESTA  works  very  quickly.  You  should  only  take  LUNES'S  lerfjj, 
immediately  before  going  to  bed. 

13.  For  LUNESTA  to  work  best,  you  should  not  take  it  with  rt  KIM 
immediately  after  a  high-fat,  heavy  meal.  y- 

14.  Some  people,  such  as  older  adults  (i.e.,  ages  65  and  ove 

and  people  with  liver  disease,  should  start  with  the  low  I  *rv 
dose  (1  mg)  of  LUNESTA.  Your  doctor  may  choose  to  stis,  ,, 
therapy  at  2  mg.  In  general,  adults  under  age  65  should  III  »' 
treated  with  2  or  3  mg 

15.  Each  tablet  is  a  single  dose:  do  not  crush  or  bra 
the  tablet. 

Note:  This  summary  provides  important  information  ab0»  YOU 
LUNESTA.   If  you  would  like  more  information,  ask  y0i«|  g|;  | 
doctor  or  pharmacist  to  let  you  read  the  Prescribing  Informant 
and  then  discuss  it  with  him  or  her. 
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Your  acceptance  of  this  offer  must  be  consistent  with  the  terms  of  any  drug  benefit  provided 

by  a  health  insurer,  health  plan,  or  other  third-party  payer,  and  you  agree  to  report  acceptance 

of  this  offer  to  your  health  insurer,  health  plan,  or  third-party  payer  as  may  be  required. 


EXPIRATION  DATE:  5/31/2007 

Good  for  7  Free  Tablets  of  Lunesta' 
(Please  check  mg  strength) 


□ 


1mg 


Q2mg  |      |3mg 


Limit-One  TrialScript*  voucher  per  patient.  Redeem  for  product  only  when  accompanied  by  a  valid,  signed  prescription  form  for  Lunesta? 
Submit  claim  to  McKesson  Specialty  Arizona  Inc.  using  BIN  #610500.  For  pharmacy  processing  questions,  please  call  the  help  desk  at  1-800-750-9835. 
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Group  #H2150006  ID  #URA137386 

Product  dispensed  pursuant  to  terms  of  voucher  shall  not  be  submitted  for  reimbursement  to  any  public  or  private  third-party  payer  such  as  Medicare  (including  TrOOP),  Medicaid  or  ai 
other  similar  federal  or  state  health  care  program,  or  private  health  insurance.  Not  valid  if  reproduced  or  submitted  to  any  other  payer.  Offer  limited  to  one  voucher  per  person  and  m 
not  be  used  with  any  other  discount,  coupon  or  offer.  Offer  valid  only  in  the  United  States.  Void  where  prohibited  by  law,  taxed  or  restricted.  It  is  illegal  for  any  person  to  sell,  purchase  i 
trade,  or  offer  to  sell,  purchase  or  trade,  or  to  counterfeit,  this  voucher.  By  accepting  this  voucher,  pharmacist  certifies  that:  (i)  pharmacist  will  not  seek  or  accept  reimbursement  from  tl 
patient  to  redeem  this  offer  and  (ii)  pharmacist's  participation  in  this  program  is  consistent  with  all  applicable  state  laws  and  any  obligations,  contractual  or  otherwise,  which  pharmacist 
subject  to  as  a  pharmacy  provider.  Prescriber  ID#  required  on  prescription.  McKesson  retains  the  right  to  review  all  records  and  documentation  relating  to  the  filling/dispensing  of  produc 
Patient  must  be  eighteen  (18)  years  of  age  or  older. 

Sepracor  Inc.  reserves  the  right  to  change  or  discontinue  this  offer  at  any  time  without  notice.  Offer  valid  through  5/31/07. 

TrialScript*'  is  a  registered  trademark  of  McKesson  Corporation. 
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cutiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


Napa  Wine, 
Bordeaux  Character 


N'T  THINK  OF  ANYONE  other  than  Christian  Moueix  who  could  claim  to 
Iduce  one  of  the  greatest  wines  in  France  and  one  of  the  best  in  the 
I ...  For  more  than  three  decades,  Moueix  has  been  the  winemaker  for 
rdeaux's  renowned  Chateau  Petrus,  which  is  owned  by  his  brother  Jean- 
Ingois.  Since  1983,  Moueix  also  has  been  the  winemaker  for  Dominus 
late  in  California's  Napa  Valley  and,  since  1995,  the  estate's  sole  owner. 

1,'Ueix  brings  to  Napa  savoir  faire, 
Jxable  attention  to  detail,  and  clas- 
■udeaux  winemaking  techniques. 
Jts  consistently  produced  wines 

mell,  taste,  and  age  like  great  Bor- 

:.  That  is  a  remarkable  achieve- 
because  Petrus  is  virtually  100% 

t,  while  Dominus  is  largely  S0% 

>re  cabernet  sauvignon. 

minus'  legendary  vintages,  if  you 

/er  find  any  on  a  restaurant  wine 

re  the  1990, 1991, 1994, 1997, 

and  2002,  but  everything  from 

dnery  is  of  high  quality.  The  fol- 

g  are  tasting  notes  for  the  most 

t  vintages. 

K  Dominus 

pints.  The  impeccably  made  2001  (81% 
fifiet  sauvignon,  10%  cabernet  franc, 
jhrlot,  and  5%  petit  verdot)  boasts  a 
I  plum/purple  color  in  addition  to  a 
g.it  perfume  of  cocoa,  cedar,  coffee, 
as, d  herbs,  and  black  fruits.  Rich  and 
■m-  to  full-bodied,  with  sweet  but 
■able  tannin,  a  layered  mid-palate, 
■ong  finish,  it  will  require  three  to 
pars  of  cellaring.  It  should  last  for  two 
|es.  $90-$145 

X|  Dominus 

•  pnts.  The  estate  made  4,800  cases  of 
ifpd  (88%  cabernet  sauvignon,  7% 
btiet  franc,  and  5%  petit  verdot).  A  big, 
■nose  of  roasted  coffee,  Provengal 
■rtt  black  currants,  cherry  jam,  plums, 
me,  and  forest  floor  is  followed  by  a 


spicy,  rich,  full-bodied,  fragrant,  intense 
wine.  Anticipated  maturity:  2007-2025. 
$95-$100 

2002  Dominus 

96  points.  The  deep,  saturated  purple- 
colored  2002  boasts  an  extraordinary 
perfume  of  roasted  coffee  intermixed  with 
black  currants,  cherries,  cocoa,  cedar, 
cigar  smoke,  and  new  saddle  leather.  A 
classic,  full-bodied  palate  possesses  great 
structure,  tremendous  depth,  loads  of 
tannin,  and  a  multilayered,  concentrated, 
yet  elegant  finish.  It  needs  three  to  five 
years  of  bottle  aging  and  should  last  for  25 
years.  $100-$140 


2004  Dominus 

94  points.  The  elegant,  dark  plum/purple/ 
garnet-colored  2004  exhibits  a  big,  sweet 
perfume  with  cedar,  mocha,  black  cherry 
liqueur,  and  black  currant  notes.  It  is 
medium-  to  full-bodied  with  silky  tannin 
as  well  as  a  luscious  mouthfeel  and  finish. 
This  wine  should  be  more  accessible  in  its 
youth  than  many  of  its  predecessors  but 
ought  to  last  for  two  decades.  It  will  be 
released  in  June.  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 


ne-ated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  For  more  Parker  picks,  go  to  businessweek.com/extras. 
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PersonalFinance  Life  Insurance 


The  High 

Price  of  Free 
Insurance 

Deals  that  fund,  then  buy  out,  big  life  policies  may 
shortchange  seniors,  byannetergesen 


THE  DEAL  OFFERED  TO  affluent  seniors  sounds  aw- 
fully good:  two  years  of  free  life  insurance,  plus  a 
luxury  car,  a  cruise,  or  a  cash  payment.  All  you  have 
to  do  is  take  out  a  multimillion-dollar  life  insur- 
ance policy  with  a  loan  you're  not  obligated  to  repay 
and  sell  or  transfer  the  policy  in  a  couple  of  years.  J 
The  buyers?  Small  investment  firms,  which  package 
and  sell  the  policies  to  hedge  funds,  investment  banks,  and  pension 
funds.  The  investors  continue  to  pay  the  premiums  and  cash  in  on  the 
death  benefits  when  the  insured  seniors  die.  They  see  life  insurance 
policies  as  desirable  assets  because  the  expected  returns— about  13%  a 

year,  according  to  one  study— don't  cor-  sure  thing.  "You  have  literally  no  risk," 
relate  with  returns  from  the  stock  or 
bond  markets.  While  some  firms  have 
for  years  stood  ready  to  buy  policies 
that  people  no  longer  want  or  need, 
not  enough  come  over  the  transom 
to  feed  institutional  investors'  growing 
appetite.  So,  some  enterprising  invest- 
ment firms  are  trying  to  expand  the  pool 
available  for  sale  by  recruiting  seniors 
to  sign  up  for  policies.  Pitches  for  such 
deals  have  become  "commonplace  in 
affluent  communities  of  seniors,"  says 
J.  Alan  Jensen,  a  partner  at  Holland  & 
Knight  in  Portland,  Ore.,  which  has  rep- 
resented high-net-worth  clients  in  these 
transactions.  The  marketing  materials 
make  these  arrangements  sound  like  a 
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claims  one  brochure. 

Not  exactly.  Seniors  entering  these 
insurance  arrangements  could  get 
stuck  with  significant  tax  or  legal  bills 
if  the  deals  don't  work  out  as  adver- 
tised. "Nowhere  in  the  hype  will  you 
learn  of  the  potential  tax  liabilities  or 
the  fact  that  anticipated  profits  may 
not  materialize,"  says  Jensen.  There  are 
other  risks,  too.  For  example,  if  you  sell 
a  policy  and  then  decide  later  that  you 
need  additional  insurance,  you  could 
find  you've  used  up  all  of  the  coverage 
an  insurance  company  will  sell  you. 

Lawmakers  and  insurance  regulators 
have  started  to  examine  these  deals.  In 
recent  months  insurance  commission- 


ers in  New  York,  Utah,  Idaho, 
Louisiana  have  concluded  that 
of  them  violate  state  laws  design 
protect  consumers  from  strangers 
want  to  bet  on  their  lives.  Lawm 
in  at  least  five  states  are  backing 
that  would  regulate  or  outlaw 
insurance  deals  initiated  and  fint 
by  investors.  Insurance  commissi! 


itfive  \ 

rs 
ttanct 
.  too— 
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J  ;o  pushing  states  to  enact  laws  re- 
aJ  ig  policyholders  who  participate 
j  t  five  years  before  selling  policies 
I(j  estors  vs.  today's  two-year  delay. 
L  urance  companies  are  cracking 
jj  ,  too— in  part  because  they  fear 
v  arrangements  will  depress  prof- 
l  (hen  insurers  set  premiums,  they 
^  assume  a  certain  number  of  poli- 


cyholders will  drop  their 
coverage  as  financial  or 
personal  circumstances 
change.  But  as  investors 
intent  on  collecting  death 
benefits  amass  policies, 
insurers  worry  they'll 
have  to  pay  benefits  on  a 
greater  number  of  poli- 
cies than  their  actuarial 
models  anticipated.  To 
make  these  deals  less  ap- 
pealing, American  Inter- 
national Group  recently 
hiked  the  cost  of  a  uni- 
versal life  policy— the  va- 
riety typically  used— by 
15%  for  those  over  age 
70,  says  spokesman  Chris 
Winans.  Other  insurers 
have  rescinded  policies. 
MetLife  Inc.  has  gone  af- 
ter policyholders  for  al- 
legedly violating  signed 
statements  in  their  ap- 
plications. "It  clearly 
asks  them  to  attest  that 
they  are  not  purchasing 
with  the  intent  to  resell," 
says  spokeswoman  Holly 
Sheffer. 

The  transactions  often 
work  like  this:  Insurance 
brokers,  attorneys,  and 
other  promoters  arrange 
for  high-net-worth  se- 
niors to  apply  for  mul- 
timillion-dollar life  in- 
surance policies  paid  for 
with  loans  from  the  pro- 
moters and  other  lenders. 
A  senior  isn't  typically  re- 
quired to  put  up  any  cash 
or  collateral  aside  from 
the  policy  itself.  If  the  in- 
sured dies  in  the  policy's 
first  two  years,  the  heirs 
are  entitled  to  keep  the 
death  benefit  so  long  as 
they  repay  the  loan  and 
interest.  Otherwise,  when 
the  loan  comes  due,  the 
policyholder  must  pay  it 
off  from  personal  funds 
or  sell  the  policy  to  in- 
vestors. If  a  sale  generates  more  than 
what's  needed  to  retire  the  loan,  the 
senior  can  pocket  the  excess.  If  a  sale 
won't  cover  the  loan,  the  senior  simply 
signs  the  policy  over  to  the  lender  and 
walks  away. 

Still,  the  gains  may  be  significantly 
less  than  the  promoters  claim.  Interest 
payments,  lenders'  fees,  and  brokers' 


commissions  can  take  a  big  bite  out  of 
policyholders'  profits.  John  Shannon,  an 
82-year-old  Arizona  resident,  discov- 
ered that  when  his  $4.4  million  policy 
was  sold  last  October  for  $1.1  million. 
Once  the  loan  that  financed  the  policy's 
premiums  was  repaid,  Shannon  was 
left  with  $361,256,  according  to  court 
documents  in  the  lawsuit  Shannon  filed 
over  the  sale.  Worse,  the  terms  of  the 
deal  required  him  to  hand  over  51%  of 
the  remaining  funds,  almost  $200,000, 
to  the  lender  and  promoter,  Cove  Man- 
agement of  La  Jolla,  Calif.  The  two  sides 
settled  for  an  undisclosed  sum.  "The 
people  who  put  these  deals  together  see 
there's  profit  to  be  made,  and  they  do 
their  best  to  take  it  all,"  says  Thomas 
David,  a  Miami  attorney  who  repre- 
sented Shannon.  Dan  Miller,  manager 
of  Cove  Management,  counters  that 
Cove  clearly  discloses  its  51%  fee  and 
only  levies  it  when  policyholders  choose 
to  sell  their  policies  rather  than  repay 
their  loans.  "Ninety-nine  percent  of  our 


How  It  Works 

Promoters  are  offering 
wealthy  seniors  two  years  of 
free  life  insurance,  plus 
bonuses,  including  luxury 
cars,  cruises,  or  cash. 

1)  A  SENIOR  citizen  applies  for  life 
insurance 

2)  TO  PAY  the  premiums,  the  senior 
borrows  from  a  lender,  who  often  is  the 
promoter,  using  the  policy  as  collateral 

3)  WHEN  THE  loan  comes  due— typically 

in  two  years-the  senior  pays  it  back 
from  personal  funds  or  sells  the  policy  to 
the  promoter  or  other  investors 

4)  IF  THE  POLICY  fetches  more  than 
enough  to  repay  the  loan  and  transaction 
fees,  the  senior  keeps  the  excess 

5)  IF  THE  POLICY  won't  generate 
enough,  the  senior  signs  the  policy  over 
to  the  lender,  and  the  debt  is  forgiven 


customers  are  very  happy." 

Shannon's  situation  isn't  unusual. 
Typically,  those  who  sell  policies  receive 
about  20%  to  30%  of  the  death  benefit. 
For  a  $1  million  policy  belonging  to 
someone  with  a  life  expectancy  of  seven 
years,  a  purchaser  might  pay  $250,000, 
says  Adam  Balinsky,  a  partner  at  Bak- 
er &  McKenzie  in  Toronto.  But  after 
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Sign-up 
goodies 
as 

cars  incur 
income 
tax 


paying  various  fees  to  middlemen 
that  buy  policies,  the  seller  would 
be  likely  to  take  home  only  about 
$150,000,  he  calculates.  From  those 
proceeds,  the  seller  would  have  to 
repay  the  loan  plus  various  lender 
fees  and  interest  of  12%  to  18%.  In 
the  end,  the  insured  might  only  net 
about  $42,000,  Balinsky  figures. 

Moreover,  be- 
cause the  market 
isn't  transparent, 
it's  hard  for  those 

nr»Vi  a<  who  sdl  policies 

kjLH-.ll  do  to  know  whether 

they're  getting  a 
good  price.  Bro- 
kers are  supposed 
to  act  in  the  inter- 
ests of  clients.  But 
^^^  New  York  Gover- 

nor Eliot  Spitzer 
(while  still  serving  as  the  state's 
Attorney  General)  last  year  brought 
fraud  charges  against  Coventry  First, 
a  Philadelphia  leader  in  buying  life 
insurance  policies,  for  allegedly  mak- 
ing secret  payments  to  brokers  to 
suppress  competitive  offers  from 
Coventry's  competitors.  Coventry  has 
filed  a  motion  to  dismiss  the  suit.  "It 
is  entirely  without  merit,"  a  spokes- 
man says. 

There  are  also  thorny  tax  issues. 
Because  the  tax  code  doesn't  spe- 
cifically address  such  deals,  the  rules 
that  apply  aren't  always  clear.  Those 
who  profit  may  forfeit  a  significant 
chunk  of  their  gains  to  the  Inter- 
nal Revenue  Service.  For  example, 
seniors  who  receive  cash,  cars,  or 
other  sign-up  bonuses  must  pay 
income  tax  on  the  value  of  those 
goodies.  Those  who  sell  their  poli- 
cies are  required  to  pay  tax  on  the 
gains.  It's  not  certain  whether  or- 
dinary-income or  capital-gains  tax 
rates  apply,  says  Stephan  Leimberg 
of  Leimberg  Information  Services,  a 
publisher  of  newsletters  for  tax  and 
estate  planning  professionals. 

There  may  even  be  a  tax  liability  if 
the  sale  price  for  a  policy  falls  short  of 
the  loan  that  financed  it.  Although  a 
senior  can  always  satisfy  the  loan  by 
turning  the  policy  over  to  the  lender, 
the  IRS  could  levy  income  tax  on  at 
least  some  of  the  amount  of  debt 
forgiven.  A  senior  might  also  have 
to  pay  tax  on  the  two  years  of  "free" 
insurance  benefits  he  or  she  received. 
In  such  a  situation,  a  policyholder 
could  sustain  a  loss.  So  much  for  the 
free  life  insurance  pitch.  ■ 
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Meet  the  Parents- 
Backed  Mortgage 

Shared  equity  financing  lets  mom  and  dad  help 
and  maybe  profit,  by  Christopher  farrell 


DAVID  RAGAN  AND  HIS 
wife,  Jocelyn,  own 
a  starter  home  they 
bought  three  years  ago 
for  $125,000  in  a  new 
subdivision  in  a  rural 
area  some  15  miles  out- 
side of  Denton,  Tex.  Since  then,  their 
children— James,  2,  and  McKenna,  sev- 
en months— have  joined  them,  and  the 
house  is  getting  crowded.  The  Ragans 
would  like  a  bigger  home  in  a  more  es- 
tablished neighborhood  in  Denton  with 
good  schools.  Such  a  house  might  cost  at 
least  $180,000,  which  is  a  stretch. 

So  Ragan,  a  certified  financial  plan- 
ner, is  working  out  a  deal  with  his  fa- 


( 


ther,  Gerry,  who  will  become  an  ini 
in  his  yet-to-be-purchased  homeii 
agreement,  called  a  shared  equ 
nancmg  arrangement  or  a  shared  1 
mortgage,  is  an  increasingly  p( 
way  for  family  members,  usualh 
ents,  to  help  their  children  meet  t< 
home  prices. 

The  final  terms  still  need  to  be  w  i 
out,  but  this  is  the  framework:  Da 
put  $50,000  into  the  down  paymer 
the  Ragans  may  add  to  it  dependi 
the  proceeds  of  the  sale  of  their  ci 
home.  Either  way,  the  equity  sharir 
allow  the  couple  to  purchase  the 
expensive  place  without  stretching 
finances.  Dad  will  get  his  inves 


I 


ne§t  c 


Kcrec 


Mdnc 


Some  think 
barren. 

We  think 
source. 


3  look  at  things  from  a  different  perspective  -  for  the 
nefit  of  our  clients.  By  building  on  our  experience 
id  expertise  globally,  we  help  our  clients  realize  new 
portunities.  This  has  been  our  ambition  since  1856. 
vw.credit-suisse.com 
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back  plus  a  share  of  the  appreciation 
determined  by  his  stake  in  the  purchase 
price.  If  the  Ragans  buy  a  $200,000 
home,  then  dad's  $50,000  investment 
gets  him  25%  of  the  gain.  "This  allows 
my  family  to  live  in  a  better  neighbor- 
hood that  we  could  not  have  otherwise 
afforded,"  says  Ragan.  "It  allows  my 
father  to  participate  in  real  estate  appre- 
ciation without  going  out  and  purchas- 
ing something  himself." 

True,  home  prices  are  down  2%  na- 
tionally over  the  past  15  months,  but 
that  hardly  makes  housing  more  afford- 
able for  young  families.  The  nation's 
median  home  price  has  doubled  since 
1993,  to  $212,800,  and  in  many  parts 
of  the  country  the  figure  is  much  high- 
er. For  instance,  in  San  Francisco  and 
Oakland  the  median  price  of  a  home 
is  $737,000.  The  comparable  figure  for 
the  New  York  City  metropolitan  area  is 
$470,000.  Even  in  Denton  County,  Tex., 
it's  just  shy  of  $159,000.  "We  have  a  lot 
of  older  clients  who  say  they're  interest- 
ed in  helping  out  their  kids,"  says  Jared 
Roskelley,  a  certified  financial  planner 
in  Scottsdale,  Ariz.  "And  the  kids  tell  us 
they're  interested  in  getting  help  from 
their  parents." 

A  SAFER  BET 

THE  SHARED  EQUITY  deals  can  be 
a  prudent  alternative  to  some  of  the 
more  creative  financing  techniques  of 
recent  years.  Many  young  homeowners 
who  took  on  interest-only  mortgages, 
piggyback  loans,  option  adjustable-rate 
mortgages,  and  other  such  gimmicky 
products  are  finding  themselves  finan- 
cially stretched  as  the  cheaper  teaser 
rates  expire  and  higher  market  rates 
kick  in. 


Making 
the  Deal 

What  to  bear  in  mind  when 
putting  together  a  shared 
equity  arrangement. 

GET  EVERYTHING  in  writing  so  there  is 
no  ambiguity  in  the  family. 

A  SHARED  EQUITY  investment  should 
be  considered  part  of  an  overall 
estate  plan. 

SET  AN  end  date  for  the  deal.  The 
typical  range  is  3  to  10  years. 

PARENTS:  Understand  that  it  probably 
won't  be  a  great  investment. 

KIDS:  Remember,  you'll  be  in  business 
with  mom  and  dad. 


In  sharp  contrast,  equity-sharing 
deals  offer  the  homeowner  a  fiscally 
conservative  package.  Investors,  usually 
parents,  typically  put  in  cash  to  allow 
the  buyers  to  amass  a  down  payment 
of  at  least  20%.  That  allows  buyers  to 
qualify  for  a  conventional  30-year,  fixed- 
rate  mortgage  (table).  The  equity  sharers 
get  back  their  initial  stake  plus  10%  to 
50%  of  the  profits. 

These  deals  are  flexible.  Typically,  a 
written  contract  spells  out  that  the  home- 
owner is  responsible  for  mortgage  pay- 
ments and  gets  the  tax  deduction  that 
comes  with  it.  Who  pays  the  property 
taxes  needs  to  be  worked  out  between 
the  homeowner  and  investor.  (Ragan  and 
his  dad  plan  to  split  them  50-50.)  Many 
equity  lenders  insist  on  an  end  date, 


Sharing  the  Equity 

Here's  how  an  investor,  usually  a  parent,  can 
help  family  members  with  home  purchases. 


BUYING  THE  HOUSE 

Purchase  price:  $500,000 

Investors  provide  20%  down  payment: 

$100,000 

Homeowner  makes  monthly  payment 
on  30-year,  6%  fixed-rate  mortgage: 

$2,398 

The  agreement  stipulates  that  at 
the  end  of  10  years  the  investors  get 
their  $100,000  back  plus  20%  of 
appreciation 


SELLING  THE  HOUSE 

Annual  price  appreciation  over 
10  years:  5% 

Home  sale  price:  $814,447 
Mortgage  outstanding:  $334,702 

Amount  remaining  after  paying  off 

mortgage:  $479,745 

Investor  gets  money  back:  $100,000 

Investor  gets  20%  of  appreciation: 

$62,889 

Homeowner's  net:  $316,856 


Data:  BusinessWeek 


when  the  investment  will  be  paid 
either  through  a  sale  or  a  refinanc 

In  some  cases,  the  parent's  na 
on  the  loan,  and  in  others  it  isn' 
instance,  Ragan's  father's  won't  1 
the  mortgage,  and  their  agreement 
include  a  date  for  dad  to  get  his  n 
back.  "Everything  is  open  to  ne;i 
tion,"  says  Virginia  Gerhart,  a  certil 
nancial  planner  in  Northern  Califo 
pricey  Marin  County.  "That' s  wh; 
should  have  an  attorney  involved." 

Indeed,  parents  and  children  ne 
exercise  caution.  For  one  thing,  adi 
say  parents  shouldn't  even  think 
vesting  this  way  if  it  means  putting 
retirement  funds  at  risk.  There's  a 
the  chance  of  no  appreciation.  Moj 
portant,  parents  shouldn't  let  their 
tions  cloud  their  financial  judgmen 

The  price  of  love  can  be  steep, 
at  the  experience  of  one  of  Roskei 
clients.  She's  a  60-year-old  divorce 
ing  on  investment  income.  Several 
ago  she  gave  her  daughter  $40,0 
a  down  payment  for  a  first  home 
mother  expected  that  she  wouk 
back  the  $40,000  plus  20%  of  the 
when  the  home  was  sold,  but  the  a 
ment  wasn't  in  writing.  A  few  years 
the  daughter  sold  the  home,  but  im 
of  repaying  her  mother  she  loane 
money  to  her  boyfriend,  who  was 
ing  a  business.  The  relationship 
bust,  as  did  his  business,  and  no  rr 
was  recovered.  The  arrangement.] 
Roskelley,  "left  the  mother  and  d& 
ter  at  odds  with  each  other." 

At  the  moment,  shared  equity  fi 
ings  are  largely  ad  hoc  legal  agreer 
negotiated  between  well-off  parent 
their  young  adult  children.  There 
an  attempt  in  the  1970s  to  popu 
"shared  appreciation  mortgages,'' 
they  never  took  off  because  the  | 
were  unfavorable  to  investors. 

In  the  next  couple  of  years  a 
formalized  shared  equity  arrange 
could  get  new  life.  At  least  that's  tl 
sion  motivating  real  estate  scholar, 
economist  Andrew  Caplin  of  Newj 
University.  He  and  a  number  of 
er  experts  are  designing  standari 
shared  equity  mortgages  that  v 
allow  outside  investors  to  buy  a 
of  the  equity  gain.  Caplin  estimates 
about  25%  of  first-time  home  h 
could  find  such  arrangements  attra 
When  they  do  come  along,  investc 
it  for  the  money  will  extract  stiffer  t 
than  mom  or  dad. 

In  the  meantime,  well-heeled  far 
continue  to  negotiate  their  own  i 
Done  right,  it's  win-win  financing, 
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RESOURCE  IN  ONTARIO 


IS  MINED  MORE  THAN  ANY  OTHER. 


IVIUnt  I  rirllM  HIM  I  Ul  nCrl.  Innovative  industries  have  been  unearthing 
talent  in  Ontario  for  decades,  and  have  polished  it  into  the  most  highly  skilled  workforce  in 
the  G8.  It's  also  the  most  knowledgeable;  with  56%  having  a  post-secondary  education,  the 
highest  rate  of  any  industrialized  nation.  In  fact,  the  2005  World  Competitiveness  Yearbook 
ranks  our  education  system  ahead  of  Japan  and  the  U.S.  in  its  ability  to  meet  the  needs 
of  a  competitive  economy.  And  competitive  we  are.  in  fields  as  diverse  as  IT  and  commu- 
nications, aerospace,  and  biotechnology.  Brainpower  is  a  renewable  resource,  too,  as 
Ontario's  44  universities  and  colleges  produce  a  steady  supply  of  graduates  every  year  in 
mathematics,  engineering  and  sciences.  Put  Ontario's  minds  to  work  for  you.  There's  no 
better  place  in  the  world  to  do  business. 


Onta^jo 

Canada 


2ontario.com/talent 
1-800-819-8701 


i  *   Ontario  Paid  lor  by  the  Government  of  Ontario. 


PersonalFinance  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 


INVESTORS  ARE  BETTING  ON  CLEAN  ENERGY  FROM  SUNPOWER 


AVALON  HAS  A  BIG-PHARMA  DEAL  FOR  TESTING  CANCER  DRUG! 


HELPING  POWER  PLANTS  CURB  EMISSIONS:  GEAR  FROM  ADA-E 
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Data:  Bloomberg  Financial  Markets 

SunPower  Shines  Bright 

SUNPOWER  (SPWR)  HAS  CAPTIVATED  investors  seeking 
clean-energy  plays,  causing  the  stock  to  double,  from  24 
in  July  to  50.46  on  Apr.  11.  The  company  makes  high- 
efficiency  silicon  solar  cells  and  panels  that  generate  electricity 
from  sunlight.  SunPower  should  be  a 
part  of  any  "clean-energy  portfolio," 
says  Michael  Carboy  of  investment 
outfit  Signal  Hill  Capital  Group,  who 
rates  the  stock  a  buy.  One  of  SunPower's 
attractions  is  its  galloping  sales  growth 
in  the  past  four  years,  from  $5  million 
in  2003  to  $236  million  in  2006.  And 
earnings  at  SunPower,  which  was  spun 
off  by  Cypress  Semiconductor  in  2005, 
are  expected  to  double,  from  51<t  a  share 
in  2006  to  98<f  in  2007,  and  again,  to 
$2  in  2008,  figures  Carboy.  Cypress 
acquired  SunPower  in  2004  and  still  owns  69%  after  the  spin- 
off. Carboy  sees  sales  hitting  $680.2  million  in  2007  and  $1.2 
billion  in  2008.  Apart  from  its  explosive  sales  and  earnings 
growth,  SunPower's  "tremendous  franchise  strength  and  crisp 
execution  appeal  strongly  to  us,"  says  Carboy.  David  Edwards 
of  ThinkEquity  Partners,  who  also  rates  SunPower  a  buy,  says 
it  ranks  tops  in  what  he  looks  for:  people,  product,  potential, 
and  predictability.  SunPower's  five-year  outlook,  says  Edwards, 
prompted  him  to  raise  his  12-month  target  from  50  to  60. 

Avalon's  New 
Lab  Partner:  Merck 

AVALON  PHARMACEUTICALS  (AVRX),  a  little-known 
biopharma  focusing  on  small-molecule  therapeutics 
for  cancer,  has  teamed  up  with  Big  Pharma,  including 
Merck,  for  the  use  of  its  AvalonRx  drug  discovery  system.  On 
Mar.  6,  Merck  signed  a  pact  to  use  AvalonRx  to  screen  selected 
Merck  compounds  to  identify  inhibitors  against  an  undisclosed 
target  essential  for  the  development  of  cancer.  Avalon  could 
receive  up  to  $200  million  in  various  milestone  payments, 
plus  royalties  on  products.  Ren  Benjamin  of  Rodman  & 
Renshaw,who  rates  Avalon  "outperform/speculative,"  says 
he  is  encouraged  that  the  value  of  AvalonRx  technology  "is 
being  recognized  by  the  large  pharma  companies."  Avalon, 
with  2006  sales  of  just  $2.7  million,  previously  signed 
pacts  with  Novartis,  Medlmmune,  and  Medarex.  Avalon's 
agreement  with  Merck  "should  result  in  identifying  first-in- 
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class  drug  candidates,"  says  Avalon 
CEO  Kenneth  Carter.  He  expects  one 
more  Big  Pharma  to  sign  up  next  year. 
Avalon  also  makes  drugs  and  its  lead 
product,  AVN944,  now  in  Phase  1  trials, 
aims  to  inhibit  growth  of  tumor  cells, 
including  myeloma,  colon,  and  lung. 
Patrick  Flanigan  of  WR  Hambrecht  (it 
did  banking  for  Avalon)  says  AVN944 
could  see  peak  sales  of  $500  million. 
He  rates  Avalon,  trading  at  4.67,  a  buy, 
with  a  year's  target  of  13. 


Tougher  Pollution  Rules 
Are  Buoying  ADA-ES 

CONTROL  OF  CARBON  EMISSIONS  from  coal-fired  pi 
plants  has  long  been  a  hot  topic,  but  states  are  now 
slapping  limits  on  mercury  output,  too.  And  investor 
are  watching.  Illinois  O.K.'d  a  regulation  in  December  that 
requires  power  plants  to  retrofit  activated  carbon  injection 
the  state's  56  boilers  during  2008-09.  "We're  getting  a  lot  i 
orders  these  days,"  says  Michael  Durham,  president  of  ADJ 
(ADES),  which  provides  technology  and  equipment  that  h& 
coal  plants  enhance  existing  pollution- 
control  systems  and  improve  their 
efficiency.  Today,  12  states  have  mercury- 
control  rules,  and  an  additional  13  are 
considering  regulations  stricter  than 
the  existing  federal  Clean  Air  Mercury 
Rule.  John  Quealy  of  investment  firm 
Canaccord  Adams,  who  rates  ADA-ES  a 
buy,  says  state  legislation  is  the  primary 
impetus  for  adopting  mercury  control 
systems.  That  produced  solid  fourth- 
quarter  results  for  ADA-ES.  The  strong 
sales  in  its  mercury-emission-control 
unit  provided  most  of  the  oomph.  He  sees  the  stock,  now  ai 
hitting  20  in  a  year.  Another  bull,  William  Burns  of  investrr 
firm  Johnson  Rice,  expects  the  mercury-control  market  to  c 
by  2010.  He  forecasts  earnings  of  ll<t  a  share  in  2007  and  I 
2008,  up  from  2006's  7<t.  II 
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UTC  Power's  fuel  cell 
powering  a  hybrid-electric  bus 


The  ultimate  power  trip. 

A  fuel  cell  is  an  electrochemical  device  that  combines  hydrogen  and  oxygen  to  produce 

nothing  but  electricity,  heat  and  water  pure  enough  to  drink. 


Replacing  one  diesel  bus  = 
the  environmental  benefits  of 
planting  31  acres  of  forest  and 
eliminating  the  NOx  (nitrogen 
oxides)  emissions  from  77  cars 


Supply,  supply,  supply  and  demand 

Hydrogen  is  the  most  plentiful 
element  on  earth. 


Ham  &  cheese 
(Bus  drivers  need 
fuel  loo.) 


Doing  more  with  less. 

This  fuel  cell  bus  is  twice  as 
fuel  efficient  as  a  diesel  and 
operates  for  350  miles  without 
a  fill-up.  That's  two  days  of  travel 
for  a  normal  city  bus. 

Goodbye  dipstick. 

A  fuel  cell  has  no  moving  parts. 
No  friction,  no  wear,  no  oil 
(or  oil  changes). 


Don't  miss  the  bus. 

UTC  fuel  cells  are  ready  to  go. 
Right  now.  They  have  already 
helped  transport  more  than 
200,000  Californians  to  a 
cleaner  world. 

It's  a  bus!   It's  a  generator! 
It's  a  bus! 

This  bus  can  power  a  small  office 
building  in  a  blackout.  Talk  about 
emergency  preparedness. 


"I'll  be  there  in  10  minutes." 

There  is  no  diesel  engine,  so  it's  as 
quiet  as  a  luxury  sedan.   In  fact,  a 
bus  driver  in  the  front  can  hear  you 
on  your  cell  phone  in  the  back. 


Wherever  it's  critical. 

We  don't  provide  fuel  cells  just  for 
buses  and  manned  space  flight.  We 
have  them  for  cars,  hotels,  hospitals, 
universities,  office  buildings,  even 
the  New  York  City  Central  Park 
Police  Station. 


From  the  moon  to  the  mall. 

UTC  Power's  fuel  cells  were  first 
used  in  the  Apollo  space  program 
and  have  been  on  every  American 
manned  space  flight  since.  Today 
we  fit  10  times  the  power  into  the 
same  size  unit. 


CAN  THE  RIGHT  THING  AND  THE  PROFITABLE  THING  BE  THE  SAME  THING? 


United  Technologies  has  reduced  energy  consumption  measured  in  Btu's  by  19%  over 
the  last  decade,  on  a  company  more  than  twice  the  size.  We  make  more  efficient 
products,  like  elevators  that  use  70%  less  energy  and  fuel  cell  buses  whose  emissions 
are  water  and  waste  heat,  and  nothing  more.  United  Technologies:  the  47.8  billion 
dollar  company  that  proves  you  can  be  as  conscientious  as  you  are  competitive  at 
every  turn.  Learn  more  at  utc.com/curious. 
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Figures  of  the  Week 


STOCKS 

SAP  500 

APR.      OCT.      APR.   APR.5-APR.il 


COMMENTARY 

The  just-released  minutes 
from  the  last  Fed  meeting  put 
the  kibosh  on  the  markets; 
not  surprisingly,  the  central 
bank's  concerns  over  slowing 
growth  and  stubborn  inflation 
made  investors  jittery.  Like 
baseball,  earnings  season  also 
opened:  Alcoa  climbed  1.3%  on 
better-than-expected  profits. 
Intel  jumped  after  rival  AMD 
announced  a  restructuring. 

Data:  Bloomberg  Financial  Markets.  Reuters 

MUTUAL  FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  11 

■  S&P  500  ■  U.S.  DIVERSIFIED  ■  ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  11 

m  s&p  500  m  us.  diversified  t"  all  equity 


%  3  6  9  12  15  18 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


RETAIL  SALES  Monday,  Apr.  16, 
8:30  a.m.  EDT »  March  retail 
sales  are  expected  to  grow  0.4%, 
after  edging  up  0.1%  in  February. 
That's  the  median  estimates  of 
economists  queried  by  Action 
Economics.  Sales  minus  vehicles 
likely  grew  0.6%,  after  a  0.1%  dip. 
BUSINESS  INVENTORIES  Monday, 
Apr.  16, 10  a.m.  EDT  » Inventory 
levels  most  likely  grew  0.3%  in 
February,  after  a  02.%  rise  in 
January. 


U.S.  MARKETS 

APR  11 

WEEK 

•/.CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P 500 

1438.9 

0.0 

1.5 

11.8 

Dow  Jones  Industrials 

12.484.6 

-0  4 

OI- 

12.6 

NASDAQ  Composite 

2459.3 

0.0 

LS 

6.4 

S&PMidCap400 

360.3 

0.1 

7.0 

10.1 

S&PSmallCap600 

416.1 

-0.2 

4.0 

8.2 

01  Wilshire  5000 
SECTORS 

14.538  4 

0.0 

2.3 

11.9 

BusinessWeek  50* 

808.8 

-0.7 

1.3 

4.3 

BW  Info  Tech  100" 

453.0 

0.2 

1.2 

141 

S&P/Citigroup  Growth 

659.8 

-0.1 

1.1 

9.2 

S&P/Citigroup  Value 

777.8 

0.0 

1.8 

14.5 

S&P  Energy 

476.5 

0.8 

4.6 

14.8 

S&P  Financials 

478.4 

-0.4 

-3.4 

10.0 

S&P  REIT 

204.6 

-1.2 

2.9 

24.0 

S&P  Transportation 

271.7 

1.8 

3.0 

-3.3 

S&P  Utilities 

207.5 

0.8 

11.2 

34.9 

GSTI  Internet 

210.0 

0.0 

5.1 

80 

PSE  Technology 


895.2  -0.2  2.2        3.6 

•Match  19. 1999=1000  "February  7.  2000=1000 


GLOBAL  MARKETS  aprii  week 

S&P  Euro  Plus  (U.S.  Dollar)  2131.9  1.2 

London  (FT-SE 100)  6413  3  0.8 

Paris  (CAC  40)  5751.9  0.2 

Frankfurt  (DAX)  7152.8  1.1 

Tokyo  (NIKKEI  225)  17,670.1  0.7 

Hong  Kong  (Hang  Seng)  20,449.4  1.2 

Toronto  (S&P/TSX  Composite)13,401.0  -0.4 

Mexico  City  (IPC)  292788  -0.3 

FUNDAMENTALS     aphio 

S&P  500  Dividend  Yield  1.82% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)         17.3 
S&P  500  P/E  Ratio  (Next  12  mos.)*  15.0 

First  Call  Earnings  Surprise*  12.50% 

TECHNICAL  INDICATORS  apr  io 

S&P  500  200-day  average  1364.7 

Stocks  above  200-day  average  76 .0% 

Options:  Put/call  ratio  0.82 

Insiders:  Vickers  NYSE  Sell/buy  ratio  6.04 
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BEST-PERFORMING 
GROUPS 


LAST 
MONTH  % 


LAST  12 
MONTHS  % 


Divsfd.  Metals  &  Mining 

17.7 

Tires  &  Rubber 

148.1 

Tires  &  Rubber 

16.5 

Divsfd.  Metals  &  Mining 

50.1 

Coal 

15.5 

Power  &  Energy  Traders 

49.0 

Health-Care  Facilities 

12.4 

Steel 

44.9 

Oil  &  Gas  Refining 

12.1 

Leisure  Products 

39.0 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %         52-WEEK  TOTAL  RETURN 
LEADERS                                                          LEADERS 

% 

Latin  America 

14.1 

Utilities 

36.4 

Precious  Metals 

109 

Latin  America 

35  9 

Natural  Resources 

9.9 

Pacific/Asia  ex-Japan 

29.8 

Diversified  Emerging  Mkts. 

LAGGARDS 

9.1 

Real  Estate 

LAGGARDS 

28  4 

Japan 

1.0 

Japan 

-5.6 

Domestic  Hybrid 

3  1 

Technology 

4.2 

Real  Estate 

3.3 

Small-cap  Growth 

5.7 

Financial 

3  4 

Large-cap  Growth 

76 

WORST-PERFORMING .  A„ 

GROUPS  MONTH* 

Employment  Services       -12.5 

Homebuilding        -12.2 

Forest  Products  -9.1 

Electric  Mfg.  Svcs. -9.1 

Education  Services  -8.3 


I 

MCI 

Homebuilding  H 

Electric  Mfg.  Svcs. 
Education  Services 
Gold  Mining 
Photographic  Products 
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INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 
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EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXn.Lat.Am.Bull2Xlnv.    28.1 

ProShares  Ultra  Oil  &  Gas  22  4 

DireXn.Emrg.  Mkts.  Bull  2X  22.3 
ProFunds  UltraEmrg.  Mkts.  21 2 
LAGGARDS 

DireXn.Emrg.  Mkts.  Short  -19.1 

ProShares  UltSh.  Oil  &  Gas  -18  4 

ProFundsUltSh.Emrg.Mkts.  -18.2 

ProShares  UltSh.  Utilities  -14.8 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

ProFds.  Utilities  Ultrasector  54.7 
Dreyfus  Prem.  Grtr.  China  A  54.3 
iSharesMSCI  Malaysia  Idx.  53.5 
iShares  MSCI  Singapore  Idx.  52  3 

LAGGARDS 

DireXn.Emrg.  Mkts.  Short  -42.1 
American  Heritage  Grth.  -40.0 
DireXn.  Dev.  Mkts.  Bear  2X  -29.8 
SPDR  S&P  Homeboilders  ETF -26  4 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10-YR.  BOND 

30-YR' 

General  Obligations 

3.90% 

Taxable  Equivalent 

5.57 

Insured  Revenue  Bonds 

4.04 

Taxable  Equivalent 

5.77 

6. 

CONSUMER  PRICE  INDEX  Tuesday 
Apr.  17,  8:30  a.m.  EDT » March 
prices  likely  zipped  up  0.6%  on 
higher  energy  prices,  after  a  0.4% 
February  gain.  Minus  energy  and 
food,  the  index  probably  rose 
0.2%  for  a  second  straight  month. 
RESIDENTIAL  CONSTRUCTION 
Tuesday  Apr.  17,  8:30  a.m.  EDT  » 
March  housing  starts  very  likely 
eased  to  an  annual  rate  of  1.5 
million.  Starts  jumped  to  a  1.53 
million  rate  in  February. 


INDUSTRIAL  PRODUCTION 

Tuesday,  Apr.  17,  9:15  a.m.  EDT  » 
March  factory  output  probably 
inched  up  0.1%,  after  a  1% 
surge  in  February.  The  capacity 
utilization  rate  is  expected  to  have 
slipped  to  81.9%,  from  82%. 
LEADING  INDICATORS  Thursday, 
Apr.  19, 10  a.m.  EDT  »The 
Conference  Board's  March 
leading  economic  indicators  index 
probably  held  steady,  after  a  0.5% 
drop  in  February. 


The  BusinessWeek  Productio 
edged  up  to  291.9  for  the  wee 
ended  Mar.  31,  a  7.9%  gain  fn 
year  ago.  Before  calculation  ( 
four-week  moving  average,  th 
index  declined  to  292. 


ssWiTK  .com 


For  the  BW50,  more  investmen 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras 
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ompany  Index 

index  gives  the  starting  page  for  a  story  or  feature  with  a  significant  reference 
;ompany.  Most  subsidiaries  are  indexed  under  their  own  names.  Companies 
only  in  tables  are  not  included. 
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teams  on  two  continents 


to  find  time  to  learn  Chinese 


to  inspire  his  entire  team 


to  make  all  his  daughter's  recitals 


to  keep  the  competition  guessing 
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www.businessweek.com/classifieds 

F  For  Ad  Rates  and  Informaticji 

Phone:  (312)  464-0500 
,  Email:  MMiller@classifiedin 


Business  Products 


See  and  Plan  a  GiantYear 


c^  Over  2300  task-specific 
magnetic  whiteboard  kits  ^ 
Online:  magnatag.com/bw016  ceo 
Call  800  624  41 54    Ships  in  3  days. 

I  MAGNAT 


FREE  Catalog 


Financial  Services 


Financial  Planning 
STOCK  GUIDE 


can  900-448-1100 

Cost  $3.00  per  call 
Must  be  18  or  older 


ASSET  PROTECTION 


Offshore  &  Swiss  Bank 
Accounts/Credit  &  Debit  Cards 
Offshore  Corporations  &  Trusts 


604-608-6177 

BarberFinancialAdvisors.com 


China  Sourcing 


Save 

Money  In  China! 

SERVICES 

Product  Development » Industrial  Design  »  Engineering  » 
Sourcing  »  Negotiation  »  Manufacturing  »  Quality  Control 

WHYUQS? 

U.S.  based  project  management  plus: 

»  30  experts  in  China  to  save  you  money 
»  Highly  accomplished  team  includes  4  MBAs,  6  EEs,  17  MEs  with 
prior  experience  at  Thompson,  Sony,  Mattel,  Aiwa,  HP  and  Philips 

»  Proven  expertise  in  electronics,  small  electrics,  housewares, 

sporting  goods,  personal  care  and  cosmetics 
»  Products  sold  at  Wal-mart,  Target,  K-mart,  Costco, 

JC  Penneys,  Sears,  Best  Buy  and  many  others 


% 


Ultimate  Quality  Sourcing  Global,  Ltd. 

Los  Angeles  I  Shanghai  I  Shenzhen  I  Hong  Kong 


Contact  Info 

Anilrcw  Barkm,  VP  Hi/  Di:v 

■ndraW.bsrkin@uqi.com  |  3?3.?02.1733 


www.uqi.com 


Fall  Protection 


DO  THE  RIGHT  THING! 

•4Hk     FALLS 
I  Through 
^^  Skylights 

with 

F4Z.LGUARD 


OSHA  29  CFR  1926.501  Considers 
Skylights  to  Be  "HOLES"  in  Roofs. 


H  PLASTECO,  Inc. 

800-231-6117  X307 
www.plasteco.com 

Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 

Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 


Business/Career  Opportunities 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

Manufacturer  seeks  USA  &  overseas 
distributors  for  this  top  quality  high  tech 
product  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 


Rated  One  of  the 

TOP  BUSINESS! 
for  2007 


Business  Loam  •  Equipment  Leases 

OWN  YOUR  OWN 

BUSINESS  LOAN  COMPANY 

No  experience  needed,  we  support  you! 

•  Arrange  business  loans  and  leases 
from  510k-  $10  million. 

•  Work  directly  with  national  landers. 

•  Unlimited  earning  potential  and 
residual  income. 


Call  now  to  receive  a  FREE 
DVD  Seminar  and  Brochure! 

800-336-3933 


www.viewbfc.cor 
The  Loan  ConsufUnU,  Inc.,  since 


Franchise  Opportunities 


Real  Estate 

Franchise  Opportunity 


E 


Europe- Middle  East -USA 


BuySell 


I  +387.26.200. 

■uyMIICypru 
fnnerilsee&uyMllcypra* I 


).ol 


Education/Instruction 


Management  Traini 
www.TheCourse.ti 


Property  for  Sale 


BEACHFRONT  LOTS! 
YUCATAN,  MEXICO: 

Unspoiled  Beaches,  History  &  Naisfli  IS 
in  colonial  Campeche.  Large  ! 
Ranch  lots  from  $75,000,  Beachfn 
from  $125,000. 

www.SantillanaSeaRanch.ci 
SantillanaSeaRanch@gmail.c 
800-517-8340 


c' 


Business  Services 


CHINA  RECRUITMET: 


ol 
I  seres 

fas 


1  Ao  ren 
Itehea 
I  »form 
Jof  each. 
hi 


CEO,  GM,  Operations  Dir.,  CFO,  .-. 
Mgr,  etc.,  All  industries,  20  yrs  in  Ch'ftes 
12  yrs  in  recruiting  for  multinatior 
Aust.  passport  holder,  Chinese  ori 
able  to  find  you  the  right,  high-qui 
candidates  professionally,  cost-ef 
tively,  and  with  long-term  per 


Alfred  Shum:  86-1360  1099  872 


Marketplace  Advertisenrp 


The  BusinessWeek 
Marketplace.. .It  Wort 

•  Advertise  in  the  Business 
Marketplace  and  reach 
5  million  responsive  readei 

•  Reaching  more  business 
professionals  than  any  ot 
business  magazine... 

can  31 2-464-0500 

additional  Marketplace  adverl 
information  and  rates,  or  em: 
MMiller@classifiedinc.c( 

(For  customer  service/subschptio 
call  1-800-635-1200) 


il 
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For  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 

!__  For  Ad  Rates  and  Information 

L  Phone:  (312)  464-0500 

j  Email:  MMiller@classifiedinc.com 


Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment  and 
p8%  of  people  who  own  health  club  memberships  do  not 
Ifxercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
nelieve  for  all  the  people  who  since  1990  have  bought  our 
[jxcellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
[he  health  benefits  experienced  during  that  tryout,  and  the  ROM 
performance  score  at  the  end 

>f  each  4  minute  workout  that 

ells  the  story  of  health  and 

itness  improvement.  At  under 

10    cents    per    use,    the    4 

ninute  ROM  exercise  is  the 

east    expensive    full    body 

omplete   exercise   a   person 

an  do.  How  do  we  know  that 

t  is  under  20  cents  per  use? 

)ver  90%  of  ROM  machines 

;o  to  private  homes,  but  we 

tave    a    few    that    are    in 

:ommercial  use  for  over  12 

'ears  and  they  have  endured 

iver     80,000     uses     each, 

without    need    of    repair    or 

werhaul.  The  ROM  4  minute 
orkout  is  for  people  from  10 


to  over  100  years  old  and  highly  trained  athletes  as  well.  The 
ROM  adapts  its  resistance  every  second  during  the  workout  to 
exactly  match  the  user's  ability  to  perform  work.  It  balances 
blood  sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to 
be  true?  Get  our  free  video  and  see  for  yourself.  The  best  proof 
for  us  is  that  97%  of  rentals  become  sales.  Please  visit  our 
website  at:  www.FastExercise.com. 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  Gogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


'  ROM  is  the  best 
time  management 
tool  ever. " 

Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:   ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319   •    Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


IdeasBooks 


A  Blast  from  Iacocca 


WHERE  HAVE  ALL  THE  LEADERS  GONE? 

By  Lee  Iacocca;  Scribner;  274pp;  $25 


It  was  probably  asking  too  much: 
Could  ex- Chrysler  chief  Lee  Iacocca, 
now  82,  who  hasn't  been  the  high-profile 
head  of  a  big  company  for  more  than 
14  years,  put  together  a  book  that 
would  provide  valuable  leadership  advice 
to  America's  politicians  and  CEOs? 

That's  the  mission  taken  on  by  Lido,  as  he  has  been  called 
since  childhood,  in  Where  Have  All  the 
Leaders  Gone?  Anyone  expecting  a  volume 
stricdy  focused  on  corporate  leadership,  with 
tips  on  managing  a  complex  corporation, 
will  be  disappointed.  Instead,  Iacocca 
devotes  far  too  many  pages  to  an  attack  on 
everything  from  President  George  W.  Bush 
and  the  nation's  schools  to  the  health-care 
system,  obesity,  and  America's  pill-popping 
culture.  The  book  often  comes  off  as  a  rant 
by  someone  who  remembers  an  America 
that  was  so  much  better  during  his  salad 
days.  Still,  it  does  contain  sound  advice  on 
the  qualities  of  good  leaders  and  provides 
real  examples,  past  and  present,  of  effective 
leadership.  Unfortunately,  those  passages 
appear  infrequently. 

The  author  starts  with  a  no-holds-barred 
assault  on  the  Bush  White  House  and 
Washington  in  general  that  goes  on  for  about  100  pages.  The 
criticism  is  sharp,  but  a  lot  of  this  ground  is  well-trod.  Iacocca 
joins  a  growing  chorus  of  business  conservatives  who  are 
distancing  themselves  from  the  current  Administration.  If  one 
is  looking  for  criticism  of  the  Right  by  the  Right,  recent  books 
by  such  intellectuals  as  Kevin  Phillips  offer  much  more  heft. 

All  the  same,  Iacocca's  lambasting  of  Bush  does  tell  leaders 
what  not  to  do.  Applying  his  "Nine  Cs  of  Leadership"  test, 
Iacocca  finds  the  President  to  be  flawed  in  nearly  all  respects. 
Bush,  Iacocca  says,  lacks  the  Curiosity  to  seek  opinions 
outside  his  inner  circle.  He  isn't  Creative  enough  to  admit 
when  something  isn't  working  and  try  a  different  course. 
His  Communication  consists  of  selling  his  failures  as  "not 
really  as  bad  as  they  seem."  Character  is  the  fourth  C,  and 
Bush  showed  a  lack  of  it  by  sending  troops  into  Iraq  for 
questionable  reasons. 

What  should  a  good  leader  do?  In  many  cases,  Iacocca 
says,  it's  what  he  himself  did.  His  advice  to  the  current 
heads  of  Detroit's  automakers  is  mostly  based  on  his  steps  to 
straighten  out  Chrysler,  starting  in  1979.  To  get  employees  of 
America's  beleaguered  car  companies  behind  a  turnaround, 
Iacocca  says,  there  must  be  "equity  of  sacrifice."  Recalling 
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his  days  at  Chrysler,  he  writes:  "I  cut  my  salary  to  one  do 
a  year.  That  is  an  example  of  leadership  born  in  a  crisis." 
But  he's  hardly  alone  in  making  such  a  suggestion.  More 
than  a  year  ago  his  former  chief  financial  officer,  Jerome  ] 
York,  who  was  about  to  begin  a  short  stint  on  the  board 
General  Motors  Corp.,  declared  that  the  company  should 
stockholder  dividends  and  executive  salaries. 

The  best  parts  of  the  book  are  when  Lido  isn't  fulminarj 
on  Bush's  failures  or  recalling  his  own  triumphs.  Iacocca 
shines  with  stories  of  the  managers  who  inspired  him.  Eat 
on,  as  a  regional  sales  manager  for  Ford,  his  first  mentor,  £ 
executive  Charlie  Beacham,  sent  Iacocca,  with  his  master'! 
degree  in  engineering,  to  sell  used  trucks 
small-town  Pennsylvania.  Iacocca  says  he 
hated  the  job,  but  it  taught  him  the  value 
of  sending  up-and-coming  talent  into  the 
trenches  to  learn  the  business.  That's  ano 
one  of  Iacocca's  nine  Cs— Common  sense-* 
In  another  example,  Iacocca  talks  aboi 
how  he  learned  managerial  discipline 
from  Ford  President  Robert  McNamara. 
Iacocca's  strong  suit  was  always  Charisni) 
and  salesmanship.  McNamara  told  him  t ; 
wasn't  enough:  Iacocca  needed  to  be  abl 
show  why  his  ideas  would  work  concrete! 
via  written  analysis.  Iacocca  says  McNan 
taught  him  a  lot,  notably  that  all  good 
executives  must  be  mentors. 

Today's  leaders,  including  those  in 
Detroit,  must  adopt  another  C— Courage? 
and  make  some  hard 

Nuggets  of 


decisions,  he  says.  Iacocca^ 
offers  sage  advice  for  any 
company  in  trouble:  Simp 
Detroit  needs  to  sell  or  duj 
some  brands  and  regain  fil 


sound  advice 
buried  in  a 

+.     L         +.  l-^-j-,  T    U.S.  carmakers  should  alsf 

rani  aooui  now  st0p  reiying  on  spon-utmii: 

Y\rl  f\  1 V  1"TlO*sP  vehicles  and  build  small  c \ 

in  power 
have  blown  it 


The  oil  shock  of  the  '70s 
should  have  been  a  wake 
call,  he  writes. 

Of  course,  such  observai 
j—-————^  are  hindsight.  While  Iacoo 

now  advocates  tougher  fiie 
economy  standards  and  smaller  cars,  he  is  also  the  man  wl 
bought  American  Motors  to  get  its  Jeep  Div.  and  profited 
hugely  from  America's  love  affair  with  SUVs.  And  he  added 
the  Eagle  car  brand,  which  Chrysler  ditched  post-Lido  in  o: 
to  simplify.  Therein  lies  a  problem:  Iacocca  brings  a  fair  bit 
wisdom  to  the  discussion  of  leadership,  but  sometimes  he  s 
today's  leaders  to  do  as  he  says,  not  as  he  did.  ■ 

-By  David  W  | 


X? 


Risk  Reduced. 


Dun  &  Bradstreet  is  the  world's  leading  source  of  business 
information  and  insight  on  the  companies  that  are 
important  to  your  business.  Our  Risk  Management  and 
data  integration  solutions,  powered  by  our  exclusive 
DUNSRight™  Quality  Process,  provide  you  with  the 
certainty  you  need  to  confidently  grow  your  business 
and  contain  costs. 


w.  dnb.com 
.234.3867 


Confident  Risk  Management. 
That's  D&B®  Sure. 


Decide  with  Confidence ' 


IdeasFaceTime 


WITH  MARIA  BARTIROMO 


Sam  ZelL,  Media  Mogul 
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ONE  DAY  YOU'RE  sitting  atop  a  real  estate 
empire.  A  couple  of  months  later,  you're  a 
media  mogul  presiding  over  a  news  king- 
dom studded  with  such  crown  jewels  as 
the  Los  Angeles  Times,  the  Chicago  Tribune, 
Newsday,  and  The  Baltimore  Sun.  Life  is 
good  for  Sam  Zell.  Hard  on  the  heels  of 
the  sale  of  Equity  Office  Properties  for  $39 
billion,  he  has  won  control  of  Tribune  Co.  for 
a  chump-change 
downpayment  of 
$315  million.  On 
Apr.  6, 1  caught 
up  with  this  out- 
spoken iconoclast 
to  see  where  he 
plans  to  take  one 
of  the  most  but- 
toned-up  compa- 
nies in  America. 

The  word  is  you're 
meeting  with  David 
Geffen  to  discuss  the  sale 
of  the  LA.  Times.  Are  you 
expecting  to  sell  it? 
I  am  having  dinner  with 

David  Geffen  tonight.  The  purpose  of  the  dinner  has  nothing 
to  do  with  the  LA.  Times.  I  am  looking  forward  to  having  din- 
ner free  of  business  after  what  has  been  a  tough  week... I  have 
no  intention  of  selling  the  LA.  Times.  Period.  End  of  speech. 

Would  you  consider  selling  the  Tribune  newspapers  in 
Baltimore  or  New  York  to  local  groups? 

I  don't  have  any  plans  to  sell  any  newspapers.  We're  going  to 
own  all  of  the  newspapers  for  the  foreseeable  future. 

Do  you  see  a  need  to  downsize  the  staff  at  any  of  the  papers? 

I  don't  have  enough  information  at  this  point  to  answer  that. 

Tribune's  broadcasting  operations  have  been  disappointing,  so 
what  changes  do  you  foresee  there? 

It's  a  little  early  to  ask  that  question.  The  biggest  immedi- 
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sat 


ate  benefit  is  that  the  warfare  between  shareholders  anc.  K 
company  will  end,  and  that  in  itself  will  go  a  long  way  tov  dwi 
improving  the  environment.  i  iinte 

I  li 
Do  you  have  an  exit  strategy,  or  are  you  in  this  for  a  long  sta  <'- 
If  you  look  at  my  track  record,  you  will  find  that  I  rarely  if'  «dl 
make  short-term  investments.  In  this  case,  we  envision  br  veth* 
involved  for  at  least  10  years.  i  nb 

Why  should  a  new  owner  make  any  difference,  since  the  prr^jwould 
at  Tribune  haven't  found  a  growth  strategy  yet? 

The  management  of  Tribune  has  been  significantly  distratldpi 

for  the  past  three  to « fc 
years.  I  am  hopeful  I 
the  [new]  situation  <>bso 
allow  them  and  me  1 1 
cus  on  making  it  bet 


How? 

Stand  by  and  watch  I 

The  deal  is  highly 
leveraged  in  an  indu 
facing  structural 
decline.  How  can  yoi 
make  this  work  with 
massive  cost  cuts? 
If  you  look  at  the  s- 
ture  we  basically 
in     place,     cash 
more   than   covers  ^ 
anticipated   debt  1 
So  whereas  everyo; 

portraying  the  newspaper  business  as  dead,  I  think  I! 

Twain's  quote  is  applicable ...  that  reports  of  its  dead  I 

highly  exaggerated.  » 


^r( 


f  ood  c 
This  deal  put  you  at  odds  with  other  billionaire  investors  li 
Eli  Broad  and  Ron  Burkle.  How  was  it  dealing  with  them? 

I  had  almost  no  dealings  with  them The  only  involve) 

I  have  had  with  Eli  Broad  was  about  a  week  ago,  whe 
asked  me  if  I  would  be  interested  in  taking  on  a  partner.  I 
"When  I  get  the  deal  done . . .  I'll  let  you  know." 

Are  you  intrigued  by  the  prospect  of  taking  Tribune  public  " 
the  near  future? 

Never  even  crossed  my  mind. 

Do  you  expect  current  management  to  stay  on  long-term, 


>r  than  one  year? 

iot  a  prognosticator  by  profession,  but  I'm  as- 
ng  current  management  will  run  this  company. 

tow  control  a  powerful  media  empire  that 
I  des  influential  papers.  As  we  head  toward 


008  Presidential  election,  will  you  use  their 
rial  pages  to  reflect  your  political  views? 

lutely  not. 


"I  have  no 
intention  of 
selling  the 
LA.  Times. 
Period.  End 
of  speech.55 


You  come  into  this  with  little  media  experience. 

That's  my  greatest  asset,  because  I  don't  come  in 
believing  in  current  wisdom,  and,  therefore,  I  can 
look  at  the  challenge  as  a  completely  empty  can- 
vas. That  puts  me  in  a  unique  position. 


is  an  economic  transaction.  I'm  not  buying 
lues.  I'm  not  buying  a  way  to  get  my  views 
;d  with  the  rest  of  the  world.  As  you  know  from  our  pie- 
interviews,  I'm  not  averse  to  telling  everybody  exactly 
I  think. . .  [but]  I  believe  in  editorial  independence.  I  truly 
ire  that  the  editorial  side  of  this  business  should  not  be  de- 
ined  by  someone  in  my  position.  And  I'm  perfectly  happy 
ire  the  newsrooms  continue  to  do  what  they've  been  doing 
naybe  do  it  better. 

would  you  describe  yourself  politically?  Conservative, 
ill,  libertarian,  or  something  else? 

I  old  probably  call  myself  an  economic  conservative  and  a 
1  liberal. 


A  lot  of  people  talk  about  you  being  so  different 
than  the  staid  businessperson  in  newspapers, 
with  your  motorcycle  and  your  great  iconic 
holiday  gifts.  How  does  that  make  you  feel? 

Fine.  I'd  be  even  happier  if  nobody  had  an  opinion 
at  all  and  they  just  left  me  alone.  I  mean,  this  is 
not  a  dress  rehearsal.  I  have  only  one  life  to  lead. 
And  I  have  to  allocate  my  time  to  do  what  I  like.  And  in  my  pri- 
vate time,  I  like  doing  a  lot  of  stuff,  and  I  just  do  it.  And  maybe 
it's  not  the  same  as  everybody  else,  but  thaf  s  O.K. 

When  are  you  expecting  to  sell  the  Chicago  Cubs,  and  does 
that  upset  you  to  have  to  sell  the  team? 

The  plans  are  that  after  the  baseball  season,  Tribune  Co.  would 
look  to  make  a  transaction.  I'm  really  not  a  baseball  fan,  and 
frankly  it  was  a  decision  that  management  was  working  on  long 
before  I  got  involved,  and  it  was  a  prudent  one.  There  are  an  awful 
lot  of  people  out  there  who  would  really  like  to  own  the  Cubs  and 
who  would  pay  a  lot  for  them.  I  could  accommodate  them.  ■ 


I  is  so  much  talk  about  the  Internet  eating  away  at  newspapers.        Maria  Bartiromo  is  the  anchor  of  CNBC  s  Closing  Bell. 


Good  Design 
is  Good  Business 


The  editors  of  BusinessWeek  and  Architectural  Record  invite  you  to  enter  the 
2007  BusinessWeek/Architectural  Record  Awards 

ood  design  is  good  for  business.  That's  why  this  distinguished  award  recognizes  and  rewards  excep- 
onally  designed  work  that  makes  a  significant  contribution  to  the  business  aspirations  of  a  company 
r  institution  -  backed  by  measurable  results.  2007  Award  recipients  will  be  featured  in  BusinessWeek 
id  Architectural  Record  magazines,  read  by  over  5  million  business  and  design  professionals. 

>r  more  information  and  an  entry  form,  go  to  archrecord.construction.com/features/bwarAwards/. 
[itries  must  be  postmarked  no  later  than  May  15,  2007. 
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BY  JACK  AND  SUZY  WELCH 


The  New  Brain  Drain 


Do  the  "best  and  brightest' 


actually  lead  American  business? 

-Bruce  Frohman,  Modesto,  Calif. 


It  depends  on  what  you  mean  by  business.  If  your  definition 
includes  hedge  funds,  private  equity,  and  investment 
banking,  then  the  answer  is  a  flat  yes.  If  by  business,  you're 
referring  to  the  industrial  and  consumer  companies  at  the 
core  of  our  economy,  the  answer  is:  less  and  less  so.  And 
therein  lies  a  problem. 

O.K.,  so  maybe  if  s  not  a  big  problem  yet,  but  there  is 
definitely  a  worrisome  trend  emerging  as  a  growing  number 
of  talented  senior  executives  leave  publicly  traded  businesses 
for  privately  held  concerns.  Dave  Calhoun's  departure  from 
GE  to  run  Nielsen  and  Mark  Frissora's  leap  from  Tenneco 
to  Hertz  are  just  two  of  the  more  publicized  cases.  But  as 
a  seasoned  executive-search  consultant  we 
know  recently  put  it:  "The  shift  is  real,  and 
if  s  gaining  momentum.  You  can  almost  feel  a 
landslide  coming." 

And  not  only  in  the  upper  echelons— it's 
happening  in  middle  management  and  at 
business  schools  as  well.  True,  investment 
banking  has  long  drawn  10%  to  20%  of  the 
graduates  at  most  highly  regarded  MBA 
programs.  But  today  an  increasing  number  of 
MBAs,  particularly  those  in  the  top  tier  of  their 
classes,  are  answering  the  siren  song  of  private 
equity  and  hedge  funds.  In  2006  almost  25% 
of  Harvard  Business  School  grads  took  jobs 
in  those  two  industries.  At  Dartmouth's  Tuck 
School,  10%  did— but  only  because  the  supply 
of  private  equity  and  hedge  fund  jobs  wasn't  higher. 

ONE  REASON,  OF  COURSE,  IS  MONEY.  Compensation  for  senior 
managers  in  public  companies  doesn't  compare  with  the 
heaps  routinely  handed  out  by  private  equity  and  financial 
firms.  And  it  would  be  very  hard  to  name  an  industrial  or 
consumer  company  where  an  MBA  could  start  by  earning 
$289,000  in  base  and  bonus,  the  average  HBS  graduate's 
take-home  pay  in  private  equity  last  year. 

But  we'd  make  the  case  that  this  trend  is  not  totally  about 
pay.  There's  a  sociological  phenomenon  at  work  here.  It's 
about  people  who  love  business  wanting  to  get  out  of  the 
crosshairs  of  people  who  despise  it,  or  at  least  seriously 
distrust  it.  Everyone  knows  that  American  companies 
are  being  maligned  these  days.  So-called  shareholder 
activists  have  put  the  vast  majority  of  corporate  boards  on 
the  defensive,  draining  their  attention  away  from  growth 
initiatives,  mergers  and  acquisitions,  globalization,  or 
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It's  not  just 
the  lure  of 
fat  paychecks 
that  has 
top  talent 
flocking  to 
private  equity 


anything  even  vaguely  risky  that  involves  building  for  the 
future.  Meanwhile,  CEOs  face  persistent  scrutiny  in  a  gut 
until-proven-innocent  media  environment.  So  when  priv;  « 
equity  firms  or  hedge  funds  call,  what  business  enthusias 
young  or  old,  wouldn't  consider  answering?  Who  wouldr 
want  to  do  business  with  the  kind  of  "cover"  those  outfits 
offer?  The  same  goes  for  investment  banking.  Yes,  most  c 
big  investment  banks  are  now  public,  but  for  some  reasoi 
perhaps  because  the  industry  has  long  been  known  for 
gargantuan  bonuses— its  compensation  levels  do  not  garr 
routine  shock  and  awe. 

Now  make  no  mistake.  We're  not  endorsing  this  nasce- 
trend.  We're  only  saying  we  get  it,  and  we  fear  it.  Because 
"regular"  American  business  needs  the  best  and  brightes* 
in  order  to  thrive  in  the  global  marketplace.  We  can't  haw 
all  the  big  brains  flocking  to  corners  of  the 
economy.  We  need  them  front  and  center. 

Moreover,  we  need  them  there  in  30  yeai 
Hedge  funds,  private  equity,  and  investmer 
banking  are  not  like  consulting,  where  tale 
managers  and  MBAs  often  spend  three-  or 
year  stints  before  returning  to  industry,  wis 
and  richer.  No,  once  people  enter  the  Brave 
New  World  we're  talking  about,  few  will  le; 
The  money  will  be  too  good,  and  the  abili 
to  do  business  without  widespread  scorn  tc 
gratifying. 

What  can  be  done?  The  solution  can  onl; 
with  boards,  which  must  pull  themselves  o 
bunker  mode  to  address  this  problem  befou 
too  far  gone.  Even  in  the  current  environmi 
they  have  to  work  up  the  courage  to  create  compensation! 
packages  that  link  outsize  pay  to  outsize  performance— a 
make  sure  those  packages  reach  well  below  the  top  five 
executives  who  generate  all  the  media  and  activist  hue  ar 
cry.  Moreover,  boards  must  remember  that  for  the  best  ar" 
brightest,  the  biggest  career  turn-on  is  not  money.  It's  inr 
Companies  need  to  be  offering  exciting,  challenging  jobs 
with  real  decision-making  authority  to  senior  executives 
MBAs  alike. 

Of  course,  those  two  measures  won't  halt  the  flow  of  gi 
people  away  from  industry,  but  they  could  slow  it  to  a  trie 
And  since  great  people  are  the  whole  game,  that's  a  dam 


worth  building. 


ittos 


Jack  and  Suzy  Welch  look  forward  to  answering  your  questions  -, 
about  business,  company,  or  career  challenges.  Please  e-mail  th 
afthewelchway@businessweek.com.  For  their  weekly  podc 
go  to  www.businessweek.com/search/podcasting.htm. 


www.symantec.com/vision 


mantec  Vision  2007 

2-14, 2007    I   The  Venetian    I    Las  Vegas,  Nevada,  U.S.A. 


rhe  vulnerability  of  your  business 

is  connected  to  the  enormity  of  your  IT  infrastructure 
is  connected  to  an  accurate  assessment  of  the  risks  involved 
is  connected  to  solutions  that  manage  security,  availability,  and  compliance 
is  connected  to  Symantec  Global  Services  for  results  that  shine 
from  assembly  line  to  the  bottom  line. 
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nage  IT  risk  and  cost  across  your  entire  operation  with  the  unmatched  expertise  of  Symantec. 

first  step  in  dealing  with  IT  risk  is  to  quantify  it  precisely.  Our  expert  assessments  quickly  give  you  the  necessary 
'it  to  select  the  appropriate  solution  to  fit  your  needs  and  budget.  And  once  IT  risk  is  mitigated,  the  cost  advantages 
ughout  your  enterprise  can  be  dramatic.  Realize  the  potential  in  your  operation  with  the  help  of  the  Global  Services 
i  from  Symantec.  To  contact  a  representative  call  1-877-870-5700  or  visit  symantec.com/confidence 
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Wal-Mart's 
Midlife  Crisis 

own  in  the  Mouth  over  Slowing  Growth,  Dimming  Prospects 
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WHEN  MILLIONS  OF  KIDS  ARE  WAITING  FOR 
THE  LATEST  GAME  CONSOLE,  AUSTIN  CANNON 
NEVER  HITS  THE  PAUSE  BUTTON. 
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Austin  Cannon  knows  that  getting  the  hottest  new  game  consoles  to  market  is  all  about  timing.  At  any  given  moment,  Austin  and  his  1 
able  to  overnight  thousands  of  shipments  to  places  like  Toys"R"Us™  Times  Square  and  over  580  other  Toys"R"Us  locations 
U.S.  All  on  time.  All  intact.  Whether  it's  Overnight,  Ground  or  International,  customer  service  is  back  in  shipping,  www.dhl.com/dedica 
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Things  to  do  while  you're  alive: 

□   Go  to  the  Super  Bowl 

D   See  a  Broadway  show,  front-row  center 

D   Go  to  the  Olympic  Games 

Ski  the  first  tracks  at  Deer  Valley 
/  to  hit  a  major-league  fastball 
Stay  at  a  five-star  hotel  and  upgrade  your  room 
See  the  Northern  Lights 
Take  a  train  ride  on  the  Orient  Express 
Go  to  the  Galapagos  Islands 
Ride  a  motorcycle  across  the  U.S. 
1  p  dig  for  dinosaur  bones 
..along the  Nile 
n  a  set  of  Frette  linens 


to  helD  save  the  envir 


Climb  Mount  Olympus 


Watch  the  Sumo  Wrestling  Chami 
"  the  Gi 
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Drink  a  mint  julep  at  the  Kentucky  Derby 


Whatever'*  on  your  list  of  things  to  do  in  life,  do  it  better  with  Visa  Signature.  It  takes  you  places  regular  rewards  cards  can  %  like  a, 


I  I  ETC 

TAKES 

VISA 
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irchill  Downs.  So  you  can  enjoy  a  mint  julep  the  way  it  was  intended. 


HP 

CP4005 

Produces  brilliant  color  prints 


H    Fast  and  reliable 

LJ    Saves  over  $9,500  in  3  years 


KYOCERA 

FS-C5030N 

Produces  brilliant  color  prints 

Fast  and  reliable 

Saves  over  $9,500  in  3  years 


Both  HP  and  Kyocera  make  great  printers.  But  Kyocera  delivers  just  about  the  lowest  total 
cost  of  ownership  in  the  business.  Over  three  years  of  printing  at  an  average  of  5,000  pages 
per  month,  Kyocera's  cartridge-free  technology  and  long-life  consumables  could  save  you 
over  $9,500  versus  this  HP.  And  that's  just  for  one  printer!  You'll  smile  too  with  Kyocera's 
award-winning  reliability  and  unbeatable  affordability. 

To  compare  and  save,  visit  the  TCO  Tracker  at  kyoceramita.com  today. 

Note:  Printer's  performance  is  simulated.  Models  selected  are  comparable.  Cost  data  provided  by  an  independent  authority  within  the  IT  industry.  Based 
on  an  average  of  5,000  prints  per  month  over  three  years;  and  5%  coverage  in  monochrome  and  color.  For  information,  visit  www.kyoceramita.com 

KYOCERA  MITA  CORPORATION  KYOCERA  MITA  AMERICA,  INC  ©2007  Kyocera  Mila  Corporation/'People  Fnendly,""The  New  Value  Frontier.'the  Kyocera  "smile'and  the  Kyocera  logo  are  trademarks  of  Kyocera. 
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46  Wal-Mart's  Midlife  Crisis  If  you  build  it— and  pile  it  high 
with  everyday  low  prices— they  will  come.  That  formula  took 
Wal-Mart  from  Ozarks  upstart  to  preeminent  American  retailer. 
But  sales  growth  is  stalling  as  rivals  grab  share,  while  Wal-Mart 
keeps  building.  Add  lawsuits,  PR  problems,  rising  costs,  and  a 
disenchanted  Wall  Street,  and  the  picture  isn't  pretty 
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32  Cautious  Consumers 

Selling  to  China's  middle  class 
is  the  Holy  Grail  for  multi- 
nationals, but  the  Chinese 
are  buying  less  than  Beijing 
wants.  Why?  Rising  GDP 
isn't  translating  into  higher 
incomes,  and  a  frayed  safety 
net  has  families  afraid  not  to 
save  every  penny 
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10-Year  Corporate  Average  Fuel  Economy 


Honda  Average 
30.1  mpg 


ry  Average 
24.8  mpg 


The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology  And,  our 
ultimate  goal,  a  cleaner  environment. 


'Based  upon  the  average  sales-weighted  fuel  consumption  for  1996-2005  model  year  passenger  car  and 
light-tmck  fleets  sold  in  the  U.S.,  based  on  CAFE  reports.  ©  2007  American  Honda  Motor  Co,  Inc    honda  com 
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THE  WALL 
STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 


TOP  3  GINS 

/Otendrick's 

^$3G7750ml 

Most^V 

FlavorfuM 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 

Best 
Presentation 

HEN: 


v— 8G  I  N 


Jo® 
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HENDRICK'S 


19 


A  Most  Unusual  Gin 

HENDRICKSGIN.COM 


What's  Hot  This  Week/ 

BusinessWeekcoD 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  to  register.  Find  links  to  the  online-only 
highlights  below  at  www.businessweek.com/magazine/content/07_18/online.htm 


Surviving  the  Startup  Years. 

Starting  a  new  business?  Your  odds  of  success  may  be  better  than  yot 
thought.  That's  because  some  commonly  held  notions  about 
business  failure  are  simply  wrong.  Take  the  popular  belief  that  t 
out  of  10  restaurants  tank  within  the  first  year  of  business. 
Research  shows  the  failure  rate  is  actually  closer  to  60%.  And  the 
are  plenty  of  proven  ways  to  boost  your  chances  of  succeeding,  hi 
our  BusinessWeek.com  Special  Report  on  Getting  Started,  we  examin 
the  winning  strategies  that  three  companies  employed  in  thei: 
crucial  early  years.  Hear  from  a  turnaround  expert  who  has 
helped  some  6,000  businesses  get  out  of  hot  water.  He  offers  tips  or 
avoiding  startup  pitfalls  and  setting  up  a  company  so  it  will 
profit  from  the  start.  Then  check  in  with  a  young  entrepreneun 
who  took  what  he  learned  from  the  failure  of  his  first  venture  t 
build  a  business  idea-testing  process  that  is  helping  him  hunt 
down  the  Next  Big  Thing.  Finally,  for  some  insights  into  both 
longevity  and  failure,  we'll  take  a  look  at  a  1,400-year-old  family 
business  that  ended  its  impressive  run  last  year.  Go  to 
www.businessweek.com/go/07/gettingstarted  for  all  this  and  more. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  What's  causing  Wal-Mart's  mid-life  crisis?  I  Financing  fc 
entrepreneurs  I  Pros  and  cons  of  an  online  MBA  I  The  craft  beer  boom  I  Check  your  local  TV  listings  foi 
program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com. 
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Increased  efficiencies 
and  decreased  risks  across 

ABN  AMRO's  4500  branches 
in  53  countries.That's 

certaint 


TATA 


A  business  with  millions  of  customers  globally,  called  for  an  innovative  and  holistic  approach  to 
increase  its  client  satisfaction,  with  decreased  time  to  market  and  reduced  costs  world  over. 
To  achieve  this,  ABN  AMRO  needed  a  comprehensive  IT  solution  that  would  increase  efficiencies 
and  minimise  risks  in  its  daily  operations.  An  IT  solution  not  just  for  the  immediate  time  frame  but 
for  the  future  as  well.  As  one  of  the  world's  fastest  growing  technology  and  business  solutions 
providers,  Tata  Consultancy  Services  (TCS)  helped  ABN  AMRO  make  a  seamless  transition  to  a 
new  system  by  leveraging  a  methodology  developed  by  TCS'  Innovation  Labs.  Ensuring  that 
ABN  AMRO  was  a  step  ahead  in  reassuring  its  customers  of  a  higher  and  better  level  of  service. 
And  of  course,  enabling  ABN  AMRO  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  •  Business  Solutions  ■  Outsourcing 
To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 


A  people-ready  business  runs  on  Microsoft  software. 

How  to  boost  collaboration  throughout  the  company?  Start  with  the  2007  Microsoft8  Office  syste 
and  its  powerful  group  tools.  Then  add  server  solutions  that  make  those  tools  sing:  Microsoft  Off! 
SharePoint*  Server  2007,  Microsoft  Exchange  Server  2007,  and  Microsoft  Office  Communication! 
Server  2007.  Voila.  Teams  share  information.  And  the  best  minds  in  the  company  come  together,! 
do  even  better.  Microsoft.  Software  for  the  people-ready  business?"  microsoft.com/peoplere * 


Microsoft 


I 


jpFront 


"Ah,  Viacom.  You're  either 
doing  a  business  deal  with 
them  or  being  sued  by  them." 

-Google  CEO  Eric  Schmidt  addressing  the  National 

Association  of  Broadcasters  convention  on  Apr.  16 

about  the  $1  billion  copyright  infringement  suit  filed  by 

Viacom  against  Google  in  March. 


ED  BY  DEBORAH  STEAD 


OGE  TRIMMING 


econd  Curve's 
ftpe-Out  Quarter 

RST  YEAR,  Thomas  Brown's  Second  Curve  Capital  hedge  fund  was  a 
standout  performer.  One  of  its  three  investment  portfolios  posted 
an  eye-popping  68%  gain,  and  together  the  value  of  its  holdings 
oned  to  $734  million,  up  78%. 

it  now  Second  Curve  is  getting  swamped  by  the  wave  of  troubles  in 
tor  in  which  Brown,  a  former  Wall  Street  analyst,  claims  expertise: 
ng.  Second  Curve  made  a  big  bet  on  lenders  that  grant  loans  to 
le  with  shaky  credit  histories,  and  on  a  student  loan  processor— one 
stands  to  lose  big  in  the  Sallie  Mae  buyout. 

le  wager  on  the  subprime  market  and  on  other  financial  stocks  put 
edge  fund  down  about  30%  as  of  Mar.  31,  say  people  familiar  with  the 
York-based  fund.  Then,  on  Apr.  16,  the  shares  of 
ge  loan  servicer  First  Marblehead— Second  Curve's 
id-largest  holding— got  pummeled,  falling  23%. 
>tors  pounded  the  Boston-based  college  loan 
;ssor  on  news  that  JPMorgan  Chase  and  Bank  of 
ica  were  taking  part  in  a  $25  billion  buyout  of 
;  Mae,  the  nation's  largest  student  lender.  (First 
)lehead's  stock  has  bounced  back  a  bit  since  then.) 
Chase  and  Bank  of  America  are  customers  of 
Marblehead,  and  some  on  the  Street  fear  that  it  could  lose  business 
the  buyout  is  completed. 

e  next  two  weeks  could  be  pivotal  for  Second  Curve,  which  permits 
tors  to  redeem  their  money  every  six  months.  Those  investors  have 
Apr.  30  to  say  whether  they  will  do  so  when  the  second  quarter  ends 
ine  30.  So  far,  Brown  says,  he  hasn't  gotten  any  redemption  requests, 
ledge  fund  manager,  also  known  for  his  influential  bankstocks.com 
site,  is  confident  his  investors  will  stand  behind  him.  He  claims  his 
i-year-old  fund  has  weathered  two  other  similarly  disappointing 
ters  in  the  past  without  incurring  mass  defections.  "People  know  our 
he  says.  "We  have  partners  who  look  to  give  us  more  money  when 
Performance  is  down."  -Matt  Goldstein 


Second 
Curve  bet 
on  subprime 
lenders  and 
college  loans. 
Bad  moves 


■m 


VERBATIM 

FCC  CHAIRMAN  Kevin  Martin,  spoofing 

critics'  perceptions  that  the  agency  has 

been  too  friendly  to  phone  companies 

at  the  expense  of  cable,  as  part  of 

a  comic  routine  at  the  Federal 

Communications  Bar  Assn.' s 

chairman's  dinner  on  Apr.  9: 


Hi,  you've  reached  the  FCC.  If  this  is  AT&T,  please 
press  1  for  our  merger-approval  hotline.  If  you're 
calling  from  a  Vonage  phone,  please  hang  up  and 
dial  from  a  Verizon  phone.  If  this  is  the  cable  industry  and 
you're  calling  about  a  waiver,  your  call  is  very  important  to 
us.  [Extended  pause.]  Goodbye." 
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EX  LIBRIS 

FROM  SLAMMER  BACK  TO 

SHOPPING  MALL  magnate  and  onetime 
Sotheby's  owner  Alfred  Taubman,  83,  may 
be  a  convicted  felon,  but  he's  continuing 
to  insist  on  his  innocence  in  his  just-out 
autobiography,  Threshold  Resistance:  The 
Extraordinary  Career  of  a  Luxury  Retailing 
Pioneer  (Collins,  $24.95).  Writing  on  his 
business  triumphs,  Taubman  is  heavy  on 
the  boilerplate.  But  he  gives  a  juicy  personal 
account  of  the  Sotheby's-Christie's  price- 
fixing  scandal  that  sent  him  to  the  slammer. 

Taubman  argues  he  was  framed  by 
Sotheby's  ex-CEO  Diana  "Dede"  Brooks  (who 
pleaded  guilty  and  did  six  months'  house 
arrest)  and  former  Christie's  London  honcho 
Christopher  Davidge  (who  was  granted 
immunity)  after  the  pair  cut  deals  with 
prosecutors.  Taubman  wound  up  behind  bars. 


GLAMOUR 


In  an  interview 
with  BusinessWeek, 
Taubman  scoffs 
at  the  notion  that 
Dede  Brooks 
fixed  prices  on  his 
instructions.  "She's 
not  someone  who 
ever  took  anybody's 
orders,"  he  says. 
"I  don't  think  she 
ever  did  anything 
I  asked  her  to  do." 
Neither  Brooks 
nor  Davidge  could 
be  reached  for 
comment. 
In  the  book, 
former  Inmate  50444-054  also  offers 
entertaining  glimpses  of  his  9  Vi-  month  stay 
at  a  federal  prison  in  Minnesota  during  2002- 
03.  His  cellmate,  who  was  convicted  of  drug 
dealing,  wanted  the  billionaire  to  adopt  him, 
regularly  waking  Taubman  in  the  wee  hours 
to  press  his  case. 

Why  write  the  book?  "For  my  friends  and 
nine  grandkids,"  he  says.  "The  younger 
grandkids  never  knew  why  Pops  went  away, 
and  I  want  them  to  know."  If  a  star-studded 
book  party  at  New  York's  Four  Seasons  Hotel 
is  any  indication,  Taubman's  social  life  hasn't 
suffered  much:  The  400  attendees  included 
Lightyear  Capital's  Donald  Marron,  Donald 
Trump,  and  Henry  Kissinger.  "I  don't  think 
they  all  showed  up  just  to  get  a  free  copy  of 
the  book,"  he  says.  -Thane  Peterson 


PHONE  HOME 

GETTING  IN 
ON  THE 
WIRELESS  ACT 

FEEL  THE  URGE  to  start  your 
own  mobile  network? 
Probably  not.  But  Sonopia, 
a  Silicon  Valley  startup,  has 
just  launched  a  business 
that  allows  organizations 
or  groups  of  friends  to 
become  virtual  carriers 
with  just  a  few  clicks.  Even 
before  the  service  went 
live  on  Apr.  2,  more  than 
700  groups  had  signed  up. 
"It's  the  democratization  of 
mobile  communications," 


says  Sonopia  CEO 
Juha  Christensen, 
who  once  ran 
Microsoft's 
mobile-phone 
software  unit. 
Nonprofits, 
hiking  clubs, 
even  families 
can  set  up  their 
carrier  group  at 
the  Sonopia  Web 
site  (sonopia.com). 

The  plan  delivers  a 
rebate  to  the  group  of  5% 
of  monthly  subscription 
fees.  Sonopia  sets  the  rates, 
which  are  comparable 
to  those  of  major  mobile 
carriers,  keeping  costs  low  by 
employing  low-cost  techies 


in  Ukraine 
and  buying 
capacity 
wholesale 
from  Verizon. 
(Users  need 
phones  that 
work  with 
Verizon.) 
"Hove  it 
as  a  model," 
says  David 
Chamberlain,  the 
principal  wireless  analyst 
at  consultant  In-Stat.  "Big 
companies  have  a  hard  time 
addressing  very  small  niches, 
and  that's  what  this  is."  And 
Verizon,  he  says,  can  now  get 
to  people  "who  are  not  yet 
using  mobile."  -Steve  Hamm 


FLACK  ATTAC 


THINK 
BEFORE  YOI 
TWITTER 

PUBLIC  RELATIONS  giant 
Edelman  just  got  a  crash 
course  on  the  perils  of  inst  | 
communication.  On  Apr. 
13,  Senior  Vice-President 
Steve  Rubel  was  sending 
his  musings  out  to  the  wor  I 
through  the  online  service] 
Twitter,  which  lets  users 
instantly  post  to  cell  phonij 
and  Web  sites  (BW-Apr. 


In  his  post,  Rubel  quipped' 
that  his  free  copies  of  PC 
Magazine  go  "in  the  trash." 
Oops.  PC  Editor-in-Chief 
Jim  Louderback  shot  bacM 
a  response  via  the  PR  site 
Strumpette,  noting  that  onl 
of  Edelman's  "top  execs  \\i\ 
stated,  in  a  public  forum, 
that  my  magazine  (and  by 
extension,  my  audience) 
was  useless  to  him."  He 
vowed  to  cancel  the  free 
subscription,  writing  that "  j 
the  future. ..I'll  probably  be] 
somewhat  less  inclined  to 
take  a  meeting  with  one  of  '!* 
Edelman's  clients."  What  d  , 
Rubel  have  to  say  about  th;  mt 
"Louderback  taught  me  an  *| 
incredibly  valuable  lesson,  Jam 
he  told  BusinessWeek. ' 


think  he's  a  hero."  The  editt 


'r. 


has  accepted  his  apology,  i  %{ 

he  says,  "and  we're  going  ti  m 

meet  for  a  nice  drink  next  iWI, 


week.' 


-Diane  Bra<  ■ 
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E  LOCKED 
AND 

LOADED. 


POWER  E*TRADE  PRO  FOR  ACTIVE  TRADERS. 


E  Hraordinary 


E  {-TRADE 


*6.99-$9.99 

oer  stock  and  options  trade 

75<t 

per  options  contract1 


Power  EfcTRADE  Pro 


5.05 


%APY 


'QjixxxExEjsasa 


Complete 
Savings  Account2 

offered  by  E*TRADE  Bank 


Get  started  with  1 00 
commission-free  trades3 


Click         Call         Visit 


(800)731-5226 
getpoweretrade.com 


'  details  and  important  information  about  Power  E*TRADE,  please  visit  getpoweretrade.com. 

"o  qualify  for  $6.99  stock  and  options  commissions  &  a  75?  fee  per  options  contract,  you  must  execute  500  or  more  stock  or  options  trades  per  month.  To  qualify  for  $9.99  stock  and 

ions  commissions  &  a  750  fee  per  options  contract,  you  must  execute  10-49  stock  or  options  trades  per  month  or  maintain  a  balance  of  $50,000  or  more  in  combined  E*TRADE 

:ounts  during  a  calendar  quarter.  Qualification  will  be  determined  at  the  end  of  each  quarter.  To  continue  receiving  these  commission  rates,  you  must  requalify  by  maintaining  a 

ance  of  $50,000  or  more  in  combined  E*TRADE  accounts  or  by  making  at  least  30  stock  or  options  trades  by  the  end  of  the  following  calendar  quarter. 

'he  Complete  Savings  Account  is  offered  by  E*TRADE  Bank.  Annual  Percentage  Yield  is  effective  4/11/07  and  is  subject  to  change.  A  $1  minimum  deposit  is  required  to  open  a  new 

:ount.  Withdrawal  limits  apply.  Online  statements  required. 

Commission-free  trade  offer  applies  to  new  Power  E*TRADE  accounts  opened  with  $1,000  minimum  deposit.  The  new  account  holder  will  receive  a  maximum  of  100  free  trade 

imissions  for  each  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account.  You  will  pay  the  Power  E*TRADE  commission  rate  at  the  time  of  the 

nes  ($9.99  for  stock  and  options  trades — plus  an  additional  750  per  options  contract).  Your  account  will  be  credited  $9.99  per  stock  or  options  trade  within  eight  weeks  of 

alifying  (excluding  options  contract  fees).  Other  commission  rates  apply  to  customers  who  trade  less  than  30  times  a  quarter  or  maintain  less  than  $50,000  in  linked  E*TRA0E  accounts. 

;ount  must  be  opened  by  December  31, 2007. 

iurities  products  and  services  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC,  are  not  insured  by  the  FDIC,  are  not  guaranteed  deposits  or  obligations  of  E*TRADE  Bank,  and  are 

iject  to  investment  risk,  including  possible  loss  of  the  principal  invested. 

iking  and  lending  products  and  services  are  offered  by  E*TRADE  Bank,  a  Federal  savings  bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC  insured  to  at  least  $100,000. 

TRADE  Securities  LLC  and  E*TRADE  Bank  are  separate  but  affiliated  companies. 

.tern  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 

2007  E'TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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MEDIA  WATCH 


ASIAN  AMERICAN  ROCKERS, 
HELP  IS  ON  THE  WAY 


**     ^S 


DO  ASIAN  AMERICANS  want 
their  MTV?  The  question  has 
intrigued  media  companies 
as  the  group's  population 
figures  have  soared,  clocking 
in  at  14.4  million  at  last 
count,  in  July,  2005.  MTV 
Networks  got 
in  the  game 
that  summer, 
eventually 
launching  three 
channels:  MTV 
Chi  for  Chinese 
Americans,  MTV  Desi 
for  Indian  Americans, 
and  MTV  K  for  Korean 
Americans. 

But  MTV  is  pulling  the 
plug  on  all  three  at  the  end 
of  April,  citing  the  challenges 
of  its  distribution  model, 
which  gives  viewers  access 
only  through  a  monthly 


MYMYX 

Pulling  in 
15-to-24s 
nationwide 


subscription  to 
an  ethnic  channel 
package  costing 
a  hefty  $29  or 
so.  "  MTV  had  a  ^^m 

huge  advantage  with  its 
brand,"  says  Jeff  Yang,  an 
Asian  American  consumer 
strategist  for  market 
researcher  Iconoculture. 
"But  if  you  weren't  already 
subscribing  to  these  bundles 


of  channels,  you  weren't 
motivated  to  do  so."  MTV 
says  it's  "discussing  ways  to 
continue  to  serve  our  Asian 
American  audience." 

Now  the  U.S.  arm  of 
ABS-CBN,  the  Philippines' 
largest  broadcaster,  is 
taking  its  turn— with 
MYX.  Just  launched, 
it's  available  through 
satellite-TV  provider 
DirecTV  in  major 
cities  nationwide: 
$25.99  a  month  for  a 
package  of  Philippine 
channels  and  $4.99 
a  la  carte.  MYX  hopes  to 
reach  15-to-24-year-olds 
with  Asian  American  VJs 
and  a  playlist  that  mixes 
American  artists  with 
Chinese,  Japanese,  Korean, 
and  Philippine  fare. 
Executives  in 
Redwood  City,  Calif., 
are  betting  that  the 
content  will  attract 
a  broader  audience 
than  MTV  World's 
segmented  channels 
did.  And  parent  ABS- 
CBN,  which  has  run 
a  popular  Philippine 
channel  in  the  U.S. 
since  1994,  has  built- 
in  subscribers  and  an 
insider's  understanding 
of  the  market,  they  say. 
Asian  community  ties 
helped  MYX  sign  up 
Asian  American  artists 
like  Black  Eyed  Peas 
member  apl.de.ap  to 
promote  the  channel. 
All  this  may  not  be 
enough  to  lure  Asian 
American  millennials,  a 
particularly  wired  group,  to 
subscription  TV.  "The  Internet 
is  their  native  ground,"  says 
Iconoculture's  Yang.  "The 
biggest  competition  may  be 
YouTube."    -Elizabeth  Woyke 


Doing  Write 


U.S.  FOUNDATION  grantmaking  reached  $40.7  billion  last 
year,  and  a  spate  of  new  charity  magazines,  all  with  urge 
one-word  titles,  have  cropped  up.  {AWARE,  described  by 
its  publisher  as  "Martha  Stewart  Giving,"  comes  out  this 
month  after  a  2006  debut  as  Generocity.)  "We're  seeing 
tens  of  thousands  of  donors  looking  for  tools  to  help  thei 
do  their  grantmaking  effectively,"  says  Steven  Lawrence, 
senior  research  director  at  the  Foundation  Center.  Indusl 
watchers  point  to  a  similar  jump  in  philanthropy  titles 
during  the  dot-com  boom.  None,  they  say,  survived  the 
bust.  Here,  some  of  the  latest  hopefuls.       -Jessi  Hempel 


K: 


BENEFIT 

bimonthly 

$19.95/year 
$4.95/issue 

Subscribers 
50,000 
(Bay  Area) 

>  Photos  of 
philanthropic 
fashionistas, 
events  listings 

'Donated  to  chanty 


CONTRIBUTE 

bimonthly 

$85/year 

Subscribers 
146 

>A  balance  of 
charity-gala 
coverage  and 
some  serious 
policy 
articles. 


GOOD 

bimonthly 

$20/year* 
$4.95/issue 

Subscribers 
17,500 

>  Lefty 
politics,  pop 
culture  pieces, 
profiles  of 
do-gooders 


NEED 

quarterly 

$27/year 
$9/issue 


Subscriber:1 
1,000 

>Glossy,  ric 
photo  spree 
to  illustrate' 
humanitari; 
crises 


Data:  BusinessWeek.  maj 
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BLOGSPOTTING      . 

ORGANIZATION  MEN 

http://discussionleader.hbsp.com/watkins/ 

»IN  HIS  NEW  BLOG  for  Harvard  Business  School  Publishing, 
management  guru  Michael  Watkins  says  he  grapples  with 
the  problems  leaders  have  dealt  with  "since  the  birth  of 
human  organization."  In  a  recent  post,  Watkins,  a  co-founc 
of  leadership  consultant  Genesis  Advisers,  helps  readers 
figure  out  if  they're  "pyromaniac  executives,"  managers  wb 
"impulse-control  issues,  who  start  the  fires  that  waste  so  xa 
precious  time."  Most  of  the  blog's  recommended  articles  ai> 
books  have  been  written  or  co-authored  by  Watkins  himsel 
Consider  this  site  a  fairly  meaty  free  preview.  -Lindsey  Get 
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IT  TAKES  36  MUSCLES  TO  FROWN. 
BUT  ONLY  YOUR  RIGHT  FOOT  TO  SMILE 


What  if  the  key  to  happiness  was  the  same  key  that 
started  your  car?  Well  then,  chances  are  you're  driving 
the  race-inspired  2007  Camry  Sport  Edition. 

Race-inspired  Camry?  No,  that  doesn't 
mean  adding  pinstripes  to  the   fenders, 
it's  engineering  the  car  as  if  you  were 
going   to   run    laps   as    well   as   errands. 
Take    the    available    3.5-liter    V6    powerplant. 
To    maximize    engine    performance,    we    improved   the 
shape  of  the  intake  manifold  and  enlarged  the  valve 
diameter.    But    we    didn't    stop    there.    By 
enhancing  every  part  through  which  air  flows, 
we  were  able  to  achieve  the  largest  volume  of 


transmission.  And  fewer  parts  mean  guicker  response 
and  greater  fuel  economy.  Yes,  for  once,  less  really  is  more. 
But  if  brisk  performance  is  not  enough  to  get  the 
good  times  rolling,  the  Camry  is  filled  with  amenities 
designed  to  turn  your  frown,  well... upside  down. 
Like  an  available  JBL"  8-speaker  audio 
system  with  satellite  radio  capability3  and 
MP3  compatibility.  Derived  from  the  latest 
in  psychoacoustics,  it'll  guickly  put  you  in  the  mood. 
Or  discover  your  own  happy  trails  with  the  available 
voice-activated  DVD  navigation  system. 
It  features  Bluetooth'4  technology  for 
hands-free    cell    phone    usage.    To    further 


intake  air  of  any  6-cylinder  engine  in  the  world.        with  268  hP;  you'd  better  get         keep    the    gray    skies    away,    you'll    find 

a  good  grip  of  the  leather- 


wrapped  steering  wheel. 
The    result?    A    Camry   that    generates    an 

available,  ear-to-ear-grinning  268  hp. 

To   smoothly   deliver  all   this   newfound 

power,  we  developed  the  Camry's  available 

6-speed  automatic  transmission.2  it's  so  well-         THE   2007   CAMRY 

conceived  that  it  actually  uses  30%  fewer  ^-x-- 

Cg)  TOYOTA 

parts  than  the  previous  5-speed  automatic  moving  forward 


standard  safety  features,  such  as  front 
and  rear  crumple  zones  and  seven 
airbags.  For  more  on  the  car  that  makes 

the  pursuit  of  happiness  a  pedal-    o 

to-the-metal  endeavor,  visit 


■>007  Toyota  Motor  Sain.  U.S.A 
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FISCAL  FITNESS 


How  Working  Moms 
Chip  In  Twice 


ARE  WORKING  MOTHERS  a  secret  economic 
weapon?  A  research  report  from  Goldman 
Sachs  argues  that  countries  where 
women  both  work  and  raise  children  are 
best  prepared  to  cope  with  the  looming 
global  pension  crisis. 

According  to  the  Apr.  3  paper,  when 
women  have  careers  and  children,  they 
are  doubly  contributing  to  their  nation's 
pension  system— fattening  today's 
retirement  coffers  with  tax 
payments  and  bearing  the 
next  generation  of  workers, 
who'll  carry  tomorrow's 
pensioners. 

The  report,  by  London- 
based  Goldman  economist 
Kevin  Daly,  concludes  that 
developed  countries  don't 
have  to  choose  between 
babies  and  women  in 
the  workforce.  In  fact, 
in  countries  where  women  have  the 
most  babies,  they  also  come  closest 
to  men  in  their  rate  of  employment. 
Daly  attributes  this  to  cultural  norms 
and  government  policies  that  make  it 


THE  BABY  CROP 

TOTAL  FERTILITY  RATE.  2005-10 


CHILDREN  PER  WOMAN 


Data:  U.N.  estimates  ol  lifetime 
total  for  women  age  15-50 


possible  for  women  to  have 

both  families  and  careers. 

Among  the  developed 

countries  in  the  study, 

Scandinavia  ranked  highest 

in  working  motherhood,  while  Europe's 

Mediterranean  countries  came  in  last. 

American  women  resemble  their 
Scandinavian  sisters,  although  they  work 
a  bit  less  and  procreate  more.  Women  in 
the  U.S.  have  the  highest 
fertility  rate  of  any  major 
developed  country,  with 
2.05  children  each.  They 
trail  U.S.  men  by  about 
12  percentage  points  in 
employment  rates.  (Swedish 
women,  by  comparison, 
have  just  a  nve-percentage- 
point  gender  gap  with  men.) 

Women  in  Japan,  a 
nation  with  one  of  the 
least  favorable  pension  outlooks, 
work  less  and  have  fewer  children. 
Japan's  fertility  rate  is  1.27,  according 
to  U.N.  estimates.  The  country  also 
has  a  male-female  employment  gap  of 


IGOTY0 
BABE 

One  fix 

pension! 

trouble: 


roughly  23  percentage  points 

Although  it's  not  as  bad,  the  job  gai 
in  the  U.S.  could  be  narrowed,  Daly  si 
by  ending  tax  discrimination  against  I 
second  earners  and  by  subsidizing  cfr 
care.  Daly  says  Goldman  Sachs  isn't 
taking  sides  over  whether  women  she 
work  or  raise  families.  "We  simply  ar{; 
that  couples  should  have  the  freedomi 
choose  [what]  suits  them.  And  survey 
[in  developed  countries]  suggest  mori 
couples  want  both  partners  to  be  in  p$ 
employment  than  is  the  case  current!; 

Cornell  University  labor  economist 
Francine  Blau  says  the  Goldman  Sacr 
paper  adds  a  fresh  argument  to  the 
case  for  policies  that  support  working 
mothers.  "I'm  surprised  that  more 
attention  has  not  focused  on  these  typ 
of  issues  in  considering  the  future  of 
Social  Security,"  she  says. 

-Peter 


QUESTION  OF 
THE  WEEK 

Take  Our  Daughters 
and  Sons  to  Work 
Day  is  coming 
up.  Are  there 
surprises  in 
store  when 
kids  come  to 
work? 


/  used  to  take  my  kids  with  me  to 
visit  home  sites  on  the  weekend. 
One  time  my  son  stepped  on  a 
two-by-four  with  a  nail  in  it.  He 
lifted  his  foot  up,  and  the  two-by- 
four  was  stuck  to  it.  It  was  his 
birthday,  and  he  said,  "Dad, 
this  birthday  sucks."  They 
both  work  in  computers  now. 

-Jeffrey  Mezger, 
CEO,  KB  Home 


We  normally  have  a  pizza 
lunch  on  take-your-kids-to- 
work  day,  and  they  get  to 
ask  the  chief  executive  any 
questions  they  want.  Once, 
when  I  was  CEO,  one  of  them 
raised  his  hand  and  asked 
me  why  I  didn't  pay  his 
daddy  more  money. 

-Joseph  Clayfon,  chairman  and  former 
CEO,  Sinus  Satellite  Radio 
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This  is  a  Clogged  artery.  Health  care  has  a  way  of  burying 
itself  in  paperwork,  which  cuts  productivity  and  wastes  time.  Time 
that  isn't  spent  on  your  business.  That's  why  we  created  Employer 
eServices*  -  a  website  that  enables  administrators  to  take  care 
of  enrollment,  billing,  even  payment  -  fast  and  easy.  It  will  not  only 
save  you  money,  it'll  save  your  sanity.  Simpler  process,  smarter 
solutions,  better  results  for  you. 

UnitedHealthcare*  can  y0Ur  broker  or 

Healing  health  care. Together.       visit  uhc.com/together 
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Google  should  develop 
a  business  model  [like] 
iTunes':  Charge...for  selected 
quotes  and  a  reduced  price 
for  the  entire  book." 


-John  Tuccio 
Monroe,  Conn.       g.  «f' 


GOOGLE  SHOULD  TAKE  A  PAGE 
FROM  iTUNES 

"WHO'S  AFRAID  of  Google?"  (Cover  Story, 
Apr.  9)  contains  the  question:  "Why  would 
people  buy  a  whole  book  when  all  they  need 
is  a  few  paragraphs?" 

This  is  an  interesting  question  since  that 
business  model  has  existed  for  years.  It  is 
called  the  library.  Within  a  15-mile  radius  of 
my  home,  I  have  five  university  libraries  and 
numerous  public  libraries.  When  I  need  to 
do  research,  I  use  the  universities'  Web  sites 
to  search  the  libraries,  and  I  drive  to  the  one 
with  the  books  I  need.  All  Google  is  doing 
is  providing  the  same  service  without  the 
cost  of  travel. 

However,  the  library  did  buy  the  book, 
so  maybe  Google  should  develop  a  busi- 
ness model  similar  to  Apple's  iTunes': 
Charge  a  fee  for  selected  quotes  and  a 
reduced  price  for  the  entire  book.  Many 
researchers  would  pay  a  nominal  fee  if  the 
quote  was  also  returned  with  the  proper 
reference  formatting.  Google  could  also 
charge  a  higher  fee  for  copyrighted  ex- 
tracts of  paragraphs  and  pages.  I  would 
balance  my  cost  of  travel  to  the  library 
against  such  fees. 

-John  Tuccio 
Monroe,  Conn. 


AT  STARBUCKS,  CHARISMA- 
BUTNOMUGS 

YOUR     PHOTOGRAPH     of    Starbu 
Chairman  Howard  Schultz  with  a 
fee  mug  in  "Saving  Starbucks'  so 
(Marketing,  Apr.  9)  captures  the  \ 
thing  that  is  wrong  with  Starbucks:  | 
cannot  drink  coffee  out  of  a  ceramic 
at  Starbucks  unless  you  bring  the  i 
yourself.  Show  me  another  "autheni 
coffee  shop  anywhere  in  the  world  t 
serves  an  espresso  in  a  paper  cup.  Th 
isn't  one.  The  mug  in  this  picture  is  p; 
ably  empty,  just  like  the  soul  of  the  co: 
shop  I  used  to  love. 

-Ryan  Hi 
Long  Beach,  Ql 

IF  HOWARD  SCHULTZ  wants  to  trir 
sales  in  five  years,  Howard  Schultz 
triple  sales.  As  an  MBA  student,  I  hi 
studied  Starbucks  in  case  after  cs 
and  yes,  even  I  have  been  swept  I 
by  Schultz's  charismatic  aura.  Wl 
he  joined  the  board  of  directors 
DreamWorks  Animation  SKG,  I  kri 
his  entrepreneurial  spirit  would  ini, 
ence  the  growth  of  yet  another  compt' 
And  when  Starbucks  returns  to  its  n> 
Schultz  will  once  again  prove  he  i 
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Want  to  spend  more  time  having  fun, 
and  less  time  looking  for  a  bathroom? 

tOMAX  may  improve  male  urinary  symptoms  due  to  BPH  in  1  WEEK. 


Talk  to  your  doctor.  For  many  men,  FLOMAX  may  help  in  one  week. 

.OMAX  is  approved  to  treat  male  urinary  symptoms  due  to  BPH,  also  called  enlarged  prostate. 

ly  your  doctor  can  tell  if  your  symptoms  are  due  to  BPH  and  not  another  condition  such  as 
'ostate  cancer.  Common  side  effects  are  runny  nose,  dizziness  and  decrease  in  semen, 
sudden  decrease  in  blood  pressure  may  occur  upon  standing,  rarely  resulting  in  fainting. 
)  avoid  situations  where  injury  could  result.  If  considering  cataract  surgery,  tell  your  eye 
irgeon  you've  taken  FLOMAX.  To  learn  more,  call  866-432-9734  or  visit  4FLOMAX.com. 

If  you  can't  afford  FLOMAX,  our  Patient  Assistance  Program  may  help.  Call  800-556-83 1 7. 


FLOMAX 

TAMSULOSINHCI*"™30-4"0 
The  1-week  difference. 


ease  see  Patient  Information  on  adjacent  page. 

byright  ©2007  Boehringer  Ingelheim  Pharmaceuticals,  Inc.  All  rights  reserved.  (01/07)  FL-33900 


<"jjT\  Boehringer     ""^1* 
^lllr  Ingelheim         rP 


astellas 


FLOMAX 


TAMSULOSINHQ 


CAPSULES  0.4  MG 


IMPORTANT  PATIENT  INFORMATION 


What  is  FLOMAX? 

FLOMAX  is  a  prescription  medication  that  is 
specifically  designed  to  help  relieve  the  signs  and 
symptoms  of  benign  prostatic  hyperplasia  (BPH),  a 
condition  your  physician  may  refer  to  as  an  enlarged 
prostate.  FLOMAX  works  by  relaxing  the  prostate 
muscles  around  the  urethra,  allowing  urine  to  flow 
more  freely  out  of  the  bladder.  FLOMAX  is  NOT 
indicated  for  the  treatment  of  high  blood  pressure. 

Who  should  not  use  FLOMAX? 

You  should  not  take  FLOMAX  if  you  are  allergic  to 
tamsulosin  hydrochloride  or  any  other  component  of 
FLOMAX. 

What  should  I  be  aware  of  before  taking 
FLOMAX? 

o  An  enlarged  prostate  (BPH)  and  cancer  of  the 
prostate  cause  many  of  the  same  symptoms.  It  is 
important  that  you  see  your  doctor  first  to  rule 
out  prostate  cancer. 

o  Though  extremely  rare,  FLOMAX  and  other 
drugs  in  this  class  (alpha- 1  blockers)  have  been 
associated  with  prolonged  painful  erection 
(priapism),  which  is  unrelieved  by  sex.  If  this 
occurs,  seek  immediate  medical  attention,  since 
this  condition  can  lead  to  permanent  inability  to 
have  an  erection,  if  left  untreated. 

o  During  cataract  surgery,  a  condition  known  as 
intraoperative  floppy  iris  syndrome  (IFIS)  has 
been  observed  in  patients  treated  with  drugs  in 
this  class.  When  considering  cataract  surgery, 
inform  your  surgeon  if  you  are  taking  or  have 
taken  FLOMAX  and/or  other  drugs  in  this  class. 

o  If  you  have  had  a  serious  reaction  to  sulfa,  be 
sure  to  tell  your  doctor  before  taking  FLOMAX. 

o  FLOMAX  should  NOT  be  used  in  combination 
with  other  drugs  in  its  class  since  interactions 
may  be  expected. 

o  FLOMAX  should  be  used  with  caution  in 
combination  with  cimetidine  or  with  warfarin  (a 
drug  often  prescribed  under  the  brand  name 
Coumadin®  [Bristol-Myers  Squibb  Company]). 

Are  there  any  warnings  associated  with  the 
use  of  FLOMAX? 

FLOMAX  may  cause  a  sudden  drop  in  blood 
pressure,  especially  following  the  first  dose  or  when 
changing  doses.  Although  rare,  this  drop  in  blood 
pressure  may  be  associated  with  fainting, 
lightheadedness   or  dizziness.   Caution   should   be 


50 


exercised  when   driving,   operating   machinery,   or 
performing  hazardous  tasks,  since  injury  could  result. 
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What  are  the  most  common  side  effects  of  l flam 
FLOMAX? 

The  most  common  side  effects  are  dizziness,  runny 
nose,  and  a  decrease  in  semen.  Other  side  effects 
include  headache  and  tiredness. 
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How  should  I  take  FLOMAX? 

FLOMAX  0.4  mg  capsules  are  taken  once  daily. 
FLOMAX  should  be  taken  approximately  one-half 
hour  after  the  same  meal  each  day.  If  you  stop  or^to 
forget  to  take  FLOMAX  for  several  days,  start  again 
with  the  0.4  mg  once-daily  dose.  If  you  were 
previously  on  a  higher  dose,  contact  your  doctor 
before  returning  to  the  higher  dose. 


sal; 


Do  not  crush,  chew,  or  open  FLOMAX  capsules. 

What  about  overdosing  with  FLOMAX? 

You  should  always  take  your  medications  according 
to  the  directions  given  by  your  doctor.  If  you  think 
you  have  taken  an  overdosage  of  FLOMAX  capsules, 
contact  your  doctor  immediately. 

Still  have  questions? 

For  more  information,  ask  your  doctor  or  pharmacist,  call  I 
1-866-432-9734,  and/or  visit  www.4FLOMAX.com. 
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Marketed  by: 

Boehringer  Ingelheim  Pharmaceuticals,  Inc. 

Ridgefield,  CT  06877  USA 

and 

Astellas  Pharma  US,  Inc. 

Deertield,  IL  60015  USA  » 


/fjT\  Boehringer 
Millie  Ingelheim 


Licensed  from  and  Manufactured  by: 

Astellas  Pharma  Inc. 
Tokyo  103-8411, Japan 
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er,  not  only  in  his  industry  but  in 
>rican  business  as  a  whole. 

-Michael  Aaron  Gallagher 
Syracuse,  N.Y. 

FOLLY  OF  BUYING  A  HOME 
HOUT  LEGAL  ADVICE 

,  LETTER  "Subprime  loans:  Real  es- 
lawyers  need  to  speak  up"  (Readers 
art,  Apr.  9)  responded  to  the  Business- 
'<  articles  "Who  will  get  shredded?" 
"Under  the  Fed's  hammer"  (News 
sights,  Mar.  19),  by  asking  where  the 
iowers'  lawyers  were.  The  answer  is 
i  simple  and  obvious.  In  virtually  all 
s,  the  lawyer  wasn't  there  because  no 
irer  was  retained, 
lost  people  get  into  trouble  because 

see  hiring  a  lawyer  as  a  luxury 
not  a  necessity.  For  minor  matters, 

likely  is  true.  However,  when  it 
es  to  major  matters,  such  thinking 
olhardy. 

s  a  lawyer,  I  find  myself  constantiy 
;d  to  explain  to  errant  clients  why  it 
iportant  to  hire  a  lawyer  to  provide 
ctive,  educated,  and  dispassionate 
ce  when  they  are  confronted  with  the 
1  to  make  a  critically  important  deci- 
.  Indeed,  it  would  be  better  to  engage 
e  reasonably  priced  legal  counsel  (if 
s  regular  attorney  is  too  pricey)  than 
vithout  the  benefit  of  legal  advice.  It 
taiparable  to  gambling  in  Las  Vegas 
out  knowing  the  odds,  or  even  how 
*ames  of  chance  are  played. 

-John  J.  McGowanJr. 
Cleveland 

CONTINUING 

)PIA  OF  HOLLYWOOD 

PHEN  H.  WILDSTROM  is  stunningly 

ect  in  "Now  playing:  Digital  disar- 

(Tech&You,  Apr.  9),  about  the  mad- 

of  Hollywood  and  downloads.  But 

idn't  point  out  that  history  is  simply 

ating  itself,  albeit  with  a  new  genera- 

|  of  barbarians.  In  the  1950s,  the  same 

lios  did  everything  in  their  power  to 

lent  films  from  ever  being  shown  on 

1/ision.  As  a  result,  the  midnight  mov- 

I  grew  up  with  were  all  British,  and 

■half  bad,  either.  What  the  studio's 

Ipy  did  was  drive  the  networks  to 

■luce  original  content,  and  then  cable, 

■now  movies  are  all  over  the  dial.  Well 

%t,  Hollywood. 

Id  I  will  wait.  All  the  studios  are  doing 
■i  their  myriad  restrictions  on  my  pur- 
lies  is  to  prove  to  me  there  is  nothing 
fteirs  I  really  have  to  have.  And  they 
flight. 

-David  Wineberg 
New  York 


CORRECTIONS  &  CLARIFICATIONS 

"The  greening  of  America's  campuses" 
(Environment,  Apr.  9)  gave  the  wrong 
location  for  the  University  of  Tennessee. 
It  is  Knoxville. 


GE  LEADERS  NEED  A 
PERFORMANCE  EVALUATION 

IN  "SECRETS  OF  AN  HR  superstar" 
(Managing,  Apr.  9),  General  Electric's 
former  head  of  human  resources,  Wil- 
liam J.  Conaty,  is  quoted  on  GE's  em- 
ployee performance-rating  system:  "We 
want  to  create  angst  in  the  system....  We 
have  evolved  from  being  anal  about  what 
percent  have  to  fall  into  each  category. 
But  you  have  to  know  who  are  the  least 
effective  people  on  your  team— and  then 
you  have  to  do  something  about  them." 

GE's  stock  price  fell  off  a  cliff  in  2001 
and  is  still  staggering  about.  That  should 
create  angst  and  speaks  to  system  ef- 
fectiveness, the  mythology  of  executive 
superstars,  and  performance  systems 
that  seem  to  apply  to  everyone  except 
those  superstars. 

CEOs  come  and  go,  but  what  mat- 
ters are  the  GE  workers  who  come  to 
work  each  day  and  take  pride  in  their 
work.  Ultimately  their  performance  is 
reflected,  for  example,  in  the  jet  engines 
they  build  that  get  airline  passengers 
safely  to  their  destinations.  I'd  rather 
have  them  concerned  about  the  safety  of 
those  engines  than  about  what  is  taught 
at  Crotonville. 

-Billjenkins 
Corvallis,  Ore. 

WHILE  IT  SEEMS  like  GE  has  been  a 
leader  in  human  resources  in  many  ar- 
eas, its  reliance  on  fear  as  a  motivating 
factor  is  so  last  century. 

Truly    progressive    companies    have 
moved  beyond  that  to  the  recognition 
that  building  core  collaborative  relation- 
ships is  now  the  key  to  corporate  success. 
-Robert  E.  Anderson 
Allendale,  N.J. 

IN  DEFENSE  OF  THE 
'AVERAGE' EMPLOYEE 

IS  NAIVETE,  or  worse,  revealed  when 
professionals  like  Michael  Alter,  presi- 
dent of  SurePayroll,  make  statements 
like:  "There  are  certain  professions 
where  skills  are  in  such  demand  that 
even  average  or  below-average  people 
can  get  hired"  ("Where  are  all  the  work- 
ers?" News  &  Insights,  Apr.  9). 

Can  someone  tell  us  when  the  time 


was  that  "average  people"  were  not 
hired?  When  was  that  golden  age?  Many 
of  us  missed  it. 

Isn't  the  executive  manager's  chal- 
lenge to  coach,  counsel,  and  train  "av- 
erage people,"  the  middle  50%  of  the 
range  of  talent  in  every  executive  corps 
existing  now  or  ever,  in  ways  that  pro- 
duce excellence? 

Recent  years  prove  the  value  of  av- 
erage people  by  what  they  didn't  do: 
Average  people  didn't  burn  $40  bil- 
lion to  $60  billion  at  Enron;  average 
people  didn't  steal  billions  from  energy 
consumers;  and  average  people  aren't 
burning  American  lives,  cash,  and  cred- 
ibility in  Iraq. 

When  American  senior  executive  man- 
agement accepts  its  responsibility  to  pro- 
duce excellent  results  with  average  people, 
including  average  executives,  America  will 
arrive  at  a  better  place  than  it  is  now. 

-William  L.  Welch 
Oakland,  Md. 

I  AM  AN  ELECTRICIAN  with  more  than 
30  years  in  the  trade.  As  a  young  man  I 
worked  in  construction  but  constantly 
upgraded  my  technical  skills  by  tak- 
ing evening  college  courses.  I  present- 
ly work  in  a  high-tech  manufacturing 
environment  and  possess  a  highly  mar- 
ketable skill  set. 

My  comment  is  this:  There  is  no  short- 
age of  opportunities  available.  And  there 
are  many  individuals  with  strong  techni- 
cal backgrounds  looking  for  change.  The 
problem,  in  most  cases,  is  that  compen- 
sation is  20  years  behind  the  times.  It 
is  2007,  not  1987.  I  would  never  sell  my 
skills  on  the  cheap.  As  for  a  lack  of  candi- 
dates, when  you  pay  people  peanuts,  all 
you  get  is  monkeys. 

-Robert  Protomanni 
Vaughan,  Ontario 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


At  Last,  an  Online  Art  House 

According  to  the  "long  tail"  theory  of  the  Web,  e-merchants  can  make  a 
bundle  selling  low-volume  products  to  niche  markets  because  they  don't 
bear  the  cost  of  maintaining  retail  floor  space  and  inventory.  Amazon.conl 
and  iTunes  have  proven  this  can  work  with  their  far-flung  book  and  musiil 
offerings.  But  vendors  of  online  movies  have  never  had  a  clue. 


Until  Jaman,  that  is.  This  startup 
download  service  aims  to  become  an 
online  film  festival  for  world  movies  and 
the  works  of  independent  filmmakers— 
the  sort  that  don't  have  distribution 
deals  with  Miramax  Film  or  Fox 
Searchlight  Pictures. 

The  concept  is  more  novel  than  you 
might  think.  Outside  of  Jaman,  the 
movies  available  for  download  today  are 
mostly  a  subset  of  the  limited  offerings 
at  your  local  Blockbuster,  dominated  by 
films  that  have  recently  finished  their 
theatrical  runs,  box-office  hits  of  the 
last  few  years,  direct- to -video  flops,  and 
just  a  smattering  of  classics.  Movielink's 
download  service  offers  fewer  than  150  of  the  thousands  of 
movies  made  before  1970,  plus  a  shamefully  underpowered 
roster  of  40  foreign  films. 

Jaman  is  helping  to  correct  this  imbalance.  You  may  never 
have  heard  of  many  of  its  offerings  if  you  aren't  an  avid  fan 
of  Bollywood  productions  or  martial  arts  movies.  Personally, 
I'm  not.  Still,  I  enjoyed  watching  Miracle  in  Cracow,  a  quirky 
Hungarian  fantasy,  and  Semen,  a  goofy  Spanish  romantic 
comedy  about,  of  all  things,  in  vitro  fertilization. 

LIKE  NEARLY  ALL  MOVIE  DOWNLOAD  services,  Jaman  requires  its 
own  software  player,  which  is  available  for  both  Windows  and 
Mac  OS  X.  The  image  quality  is  very  good,  both  on  PC  displays 
and  on  the  big  screen  I  connected  to  my  laptop.  Someone  at 
Jaman  obviously  cares  deeply  about  the  conversion  of  film 
to  video,  a  process  that  poses  both  technical  and  artistic 
challenges,  and  has  done  it  about  as  well  as  it  can  be  done. 

Jaman's  business  model  is  also  a  step  up  from  other 
services.  Most  Jaman  offerings  are  available  to  purchase  for 
$4.99,  much  lower  than  the  $15-plus  price  of  a  DVD.  Or  you 
can  pay  $1.99  to  rent  and  watch  for  seven  days,  as  opposed  to 
the  24  hours  most  services  allow.  For  the  moment,  a  goodly 
chunk  of  Jaman's  library  can  be  rented  without  charge. 

As  befits  a  Web  startup,  Jaman  offers  an  assortment 
of  social  networking  features.  The  player  lets  you  enter 
comments  to  share  with  other  viewers,  tied  to  specific 
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moments  in  the  movie.  As  the  fib 
plays,  the  comments  appear  in  a 
window  to  the  side  of  the  video 
display.  I  found  it  a  bit  distractinn 
and  preferred  to  watch  my  movki 
full-screen,  but  I  can  see  how 
this  would  appeal  to  a  generation 
used  to  instant  messaging  its  waa 
through  movies  in  theaters.  Or 
maybe  you  don't  want  to  watch 
a  commercial  film  at  all— a  new 
feature  in  Jaman  allows  users  to 
submit  their  own  creations.  Usen 
can  also  post  reviews. 

Jaman  isn't  the  only  video  senr. 

Jo  ryi  o  |-i  Vi  o  c  trying  to  exploit  the  niche  market' 

opportunities  of  the  Web.  A  servioi 
called  Akimbo  offers  a  potpourri 
of  video,  from  foreign  TV  series  to< 
Turner  Classic  Movies,  that  can  bo 
downloaded  and  watched  either  a 
t^l^J   '  a  Windows  PC  or  on  a  TV  using  an 

RCA  set-top  box  ($99  after  rebate)' 
One  drawback  is  complex  pricing  | 
that  includes  a  $10  monthly  fee, 
plus  additional  fees  for  much  of  tli 
content.  Another  service,  EZTakes- 
has  an  eclectic  variety  of  foreign, 
independent,  and  cult  films  and  a  scattering  of  old  Hollywo 
productions.  Instead  of  using  a  player,  you  download  the  fiLi 
and  burn  them  to  DVD.  Prices  range  from  $1.99  to  around  $ 

By  definition,  Jaman  and  other  out-of-the-mainstream 
services  aren't  to  everyone's  taste.  But  for  anyone  looking  t 
go  beyond  the  greatest  hits  approach  of  iTunes,  CinemaNo 
and  the  others,  Jaman  is  well  worth  a  look.  ■ 

E-mail:  tech&you@businessweek.i 
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an  eclectic 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven. 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm. 
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'indows  Mobile!  The  only  way  to  get  the  mobile  version  of  Microsoft  Office  Outlook. 

anage  your  Outlook  e-mail,  calendar,  and  contacts  while  on  the  go.  Now  when,  where,  and 
)w  you  work  is  entirely'up  to  you.  Learn  more  at  vzwshop.com/windowsmobile 
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MediaCentric 


BY  JON  FINE 


Ford  Models5  Digital  Runway] 

As  the  most  casual  Web  surfer  knows  by  now,  the  ease  of  showing  video 
online  has  led  to  a  deluge  of  video  from  nonmedia  types  everywhere,  be 
they  random  YouTubers  or  big  companies  beefing  up  corporate  Web  sites] 
Making  video  into  something  resembling  an  actual  business,  though,  is 
another  story:  Just  because  everyone  can  do  it  does  not  mean  everyone  q 


do  it  well  or  make  a  buck  off  it.  Unless, 
that  is,  a  company  has  long  been  familiar 
with  life  in  front  of  a  camera  and  the 
power  of  image  and  imagery. 

This  year  Ford  Models  began 
cranking  out  all  manner  of  Web  videos, 
and  the  move  seems  neither  ill-advised 
nor  born  of  abject  fear.  It's  far  too  early 
to  know  if  this  ends  up  a  short-lived 
sideline  for  the  60-year-old  modeling 
agency  or  becomes  another  way  to 
make  decent  money  off  its  picturesque 
assets,  but  it's  not  crazy  to  think  that 
this  nonmedia  company  may 
figure  out  new  ways  to  make  Web 
video  work. 

For  one  thing,  models  require 
little  persuading  to  take  star 
turns  on  film.  "It's  really  great.  I 
am  not  a  still-life  picture,"  says 
Ford  fitness  model  Kim  Strother, 
who  sometimes  appears  in 
workout  videos  with  her  tiny, 
ill-behaved  Yorkshire  terrier, 
Moose.  Ford's  videos  range  from 
the  instructional  (think  workout  and  styling  tips)  to  the 
semi-informational  (the  breathless,  trendspotting  30-second 
Fashion  Flash).  Also  the  frankly  voyeuristic:  Changing  Room 
Confessions,  in  which  Ford  models  critique  clothes  they  try 
on  in  department  store  dressing  rooms,  predictably  draws 
catcalling  commentary  on  YouTube.  Production  costs  are  low. 
John  Caplan,  Ford's  president,  says  some  vids  cost  as  little 
as  $100.  Production  quality,  as  you  might  imagine,  is  high: 
Modeling  agencies  know  from  flattering  angles  and  lighting. 

AT  TIMES  FASHION'S  inherent  absurdity  bursts  right  out  of  the 
footage.  In  one  Fashion  Flash  episode,  an  overly  excited  host 
revealed  "it's  all  about  platinum  blonde  hair,  so  get  out  your 
bottles  of  bleach  and  hydrogen  peroxide  because  everyone 
is  doing  it!"  in  tones  befitting  an  exultant  American  Idol 
contestant. 

Ford  just  launched  fordmodels.tv  and  has  partnerships 
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with  targeted  community  sites  suu 
as  BlackPlanet.com  and  women's] 
portal  iVillage.com  as  well  as  widj 
host  of  video  sites  and  distributor! 
such  as  YouTube  and  Mochila.  (F«j 
strategy  resembles  that  of  CBS,  wK| 
in  late  April  announced  nonexcluif 
video  deals  with  10  Web  sites  inst| 
of  becoming  an  exclusive  equity 
partner  with  NBtj 


STROTHER 

Models  get 
30%  of  Ford's 
video  net 


Web  video 
may  give  it  a 
new  way  to 
capitalize  on 
its  assets 


Universal  and  Nc| 
Corp.'s  nascent, 
still-unnamed  vi 
sharing  service.) 
Ford  has  cut  ad-sharing  deals  with  Web  partners,  and  I 
the  models  in  the  videos  get  around  30%  of  Ford's  net. 
The  agency  does  not  have  an  ad  sales  team,  which  may 
limit  the  dollars  it  can  cadge  from  the  videos.  But  it  has 
something  potentially  better:  long-standing  relationship; 
with  practically  every  biggie  in  beauty,  fashion,  and  retail 
some  of  which  are  discussing  the  possibility  of  sponsorsh 
or  placing  brands  in  Ford's  videos.  As  you  might  expect 
from  a  model-mad  culture,  many  parties  are  interested.  1 
are  targeting  twentysomethings  who  want  to  be  cool,"  sa; 
Pamela  Seidman,  a  spokeswoman  at  retailer  Express,  whi 
is  in  talks  with  Ford.  "They  want  to  be  a  celebrity.  They  w 
to  be  a  model....  It's  kind  of  a  no-brainer  for  us." 

Everyone  wants  to  be  next  to  a  model.  But  models— or 
at  least  their  reps— are  more*  careful  about  the  venues  the; 
frequent.  Ford  remains  fully  in  control  of  its  image;  that 
wouldn't  have  happened  had  the  agency  gone  whole-hog 
into  reality  TV  with  a  production  partner.  ("We  are  purpo 
uninvolved  in  shows  like  America's  Next  Top  Model,"  clair 
Caplan.)  Ford's  video  ventures  also  position  it  as  an  arbitt 
and  authority  on  obvious  subjects,  such  as  hair  and  make 
up,  and  less  obvious  ones,  like  health.  Of  course  none  of  tl 
would  matter  were  it  not  driven  by  something  basic.  Peop 
like  looking  at  models.  Who  knew?  ■ 
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For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
www.businessweek.com/innovate/FineOnMedia. 


ONE  NATURAL  resource  in  Ontario 

IS  MINED  MORE  THAN  ANY  OTHER.  Innovative  industries  have  been  unearthing 
talent  in  Ontario  for  decades,  and  have  polished  it  into  the  most  highly  skilled  workforce  in 
the  G8.  It's  also  the  most  knowledgeable;  with  56%  having  a  post-secondary  education,  the 
highest  rate  of  any  industrialized  nation.  In  fact,  the  2005  World  Competitiveness  Yearbook 
ranks  our  education  system  ahead  of  Japan  and  the  U.S.  in  its  ability  to  meet  the  needs 
of  a  competitive  economy.  And  competitive  we  are,  in  fields  as  diverse  as  IT  and  commu- 
nications, aerospace,  and  biotechnology.  Brainpower  is  a  renewable  resource,  too,  as 
Ontario's  44  universities  and  colleges  produce  a  steady  supply  of  graduates  every  year  in 
mathematics,  engineering  and  sciences.  Put  Ontario's  minds  to  work  for  you.  There's  no 
better  place  in  the  world  to  do  business. 
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Partnering  for  Success 

Mastering  Change,  Leveraging  Opportunity 

22-23  May  2007,  Jumeirah  Emirates  Towers,  Dubai 
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Forum  Chairperson 
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Her  Excellency 

Sheikha  Lubna  bint  Khalid  Al  Qasimi 

Minister  of  Economy 
Government  of 
United  Arab  Emirates 


In  today's  hyper-competitive  international  markets,   managing  to 
requires  the  right  partnerships  for  success.  In  this  spirit,  the  Middle-1-^ 
Asia  Leadership  Forum  provides  the  first  platform  for  businesses  from 
of  the  most  dynamic  and  strategically  critical  regions,  to  build  connect 
and  forge  longer  term  partnerships. 
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Business  models  are  fast  evolving  and  there  is  tremendous  pressun 
deliver  innovation  and  growth.  Join  the  event  and  find  the  partnerr 
build  a  company  that  will  succeed  not  just  today,  but  tomorrow 
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Dialogue  Moderators 

Brian  Bremner,  Asia  regional  editor,  BusinessWeek,  Hong  Kong 

Christopher  Power,  assistant  managing  editor,  International,  BusinessWeek,  United  States 

V.  Shankar,  global  head,  Corporate  Finance,  Standard  Chartered  Bank,  Singapore 
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JAMES  MEHRING 


is  the  Trade  Deficit  Shrinks, 
i  Plus  for  Growth 

veaker  dollar  and  strong  overseas  demand  will  shrink  the  gap 


U.S.  ECONOMY 


The  narrowing  U.S.  trade  deficit  could  give  a  lift  to 
Dnomic  growth  in  2007  for  the  first  time  in  a  dozen  years.  Surging 
ports  and  slower  growth  in  imports  reduced  foreign  trade's  drag  on 
3  economy  to  virtually  zilch  in  2006,  and  the  primary  factors  that 
I  to  the  improvement  last  year  are  still  in  place.  Most  notably,  strong 


al  economic  expansion  and  a  softer  U.S.  dollar 
lid  keep  exporters  busy,  while  weaker  domestic 
and  in  the  U.S.  holds  down  the  appetite  for  imports, 
ideed,  the  global  economy  is  managing  quite 

without  the  U.S.  leading  the  charge.  According 
ie  latest  semiannual  economic  forecast  from  the 
rnational  Monetary  Fund,  world  economic  growth 
ild  be  4.9%  this  year,  compared  with  2.2%  for  the 
i  What's  more,  global  growth  should  be  balanced, 

key  U.S.  trading  partners  such  as  the  euro  zone, 
In,  and  Canada  expected  to  fare  well  this  year  (chart), 
he  U.S.  Census  Bureau's  February  foreign-trade  data 
show  an  increased  risk  that  trade  will  pose  a  small 

on  the  economy  in  the  first  quarter.  Adjusted  for 
ages  in  import  and  export  prices,  the  merchandise 
je  deficit  widened  a  bit. 

tat  the  February  results  are  no  cause  for  alarm, 
lout  adjusting  for  price  changes,  the  trade  gap 
rawed  to  $58.4  billion  as  a  drop  in  imports,  driven 
>wer  oil  prices,  more  than  covered  a  one-month  $2.8 
pn  decline  in  exports.  In  addition,  many  economists 

are  forecasting  that  trade  will  be  a  plus  to  economic 
^th  this  year  also  expected  a  slight  setback  in  the  first 
ter.  That  isn't  a  shocker  considering  the  surprising 
ormance  in  the  fourth  quarter,  when  trade  accounted 
learly  two-thirds  of  the  2.5%  annualized  gain  in  real 
is  domestic  product. 

FUNDAMENTALS  SUPPORT  a  solid  rebound  in 
^rts  during  the  coming  months.  For  starters,  a  weaker 
ir  is  providing  a  competitive  boost.  Since  early  2002, 
greenback  has  fallen  nearly  30%  against  a  trade- 
hted  basket  of  major  currencies  such  as  the  euro  and 
(but  excluding  the  yuan).  A  declining  dollar  reduces 
Prices  of  goods  or  services  in  foreign- currency  terms. 
;  allows  U.S.  companies  to  gain  precious  market  share 
by  holding  prices  steady  in  dollar  terms, 
iirther  declines  in  the  dollar  appear  likely.  The 
rgence  in  global  and  U.S.  growth  will  probably  mean 
gn  central  banks,  particularly  the  European  Central 

and  Bank  of  England,  will  raise  interest  rates  while 
federal  Reserve  stays  on  hold.  Diversification  of 


GLOBAL  ECONOMY  HOLDS 
UP  AS  THE  U.S.  COOLS 


foreign  reserves  among  developing  and  oil-producing 
nations  into  other  currencies  and  assets  could  also  exert 
some  downward  pressure  on  the  greenback. 

More  important  for  U.S.  manufacturers,  however, 
is  the  continued  strength  in  foreign  capital  spending. 
Global  economic  growth  has  been  no  slower  than  4.9% 
in  the  past  three  years.  This  sustained  level  of  strong 
economic  expansion  soaked  up  a  lot  of  excess  capacity. 
Many  factories  abroad  are  operating  flat  out.  In  the  euro 
zone  the  capacity  utilization  rate  climbed  to  84.4%  in 
the  first  quarter,  the  highest  level  since  2000.  In  Japan, 
the  utilization  rate  hit  a  more-than-15-year  high  in 
December.  But  the  limits  in  capacity  extend  beyond 
manufacturers,  as  the  demand  for  commodities  by  China 
and  other  countries  is  straining  the  infrastructures  of 
resource-rich  nations  such  as  Australia  and  Brazil. 

The  need  to  build  new 
factories,  expand  ports, 
and  pave  more  roads 
means  increased  demand 
for  capital  equipment, 
which  is  likely  to  be  good 
news  for  U.S.  makers  of 
big  ticket  items  such  as 
construction  equipment 
and  other  capital  goods. 
The  March  industrial 
production  data  showed 
capital-goods  makers 
were  busier.  And  the 
March  reading  on  export  orders  by  the  Institute  for 
Supply  Management  improved. 

Expanding  businesses  overseas  are  also  hiring 
workers,  which  is  leading  to  tighter  labor  markets 
and  improved  domestic  demand.  Around  the  world, 
consumer  spending  is  rising,  helping  to  drive  demand  for 
U.S.  consumer  goods.  Exports  of  consumer  goods  are  on 
a  tear,  up  13.3%  from  a  year  ago  in  February. 

WHILE  THE  PICTURE  for  exports  looks  good,  slower 
import  growth  will  ultimately  determine  whether  the 
trade  balance  provides  some  support  to  U.S.  economic 
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REAL  GDP  GROWTH 

ANNUAL  PERCENT  CHANGE:  2006 

2007* 

BRITAIN 

2.7 

2.9 

CANADA 

2.7 

2.4 

CHINA 

10.7 

10.0 

EURO  ZONE 

2.6 

2.3 

JAPAN 

2.2 

2.3 

MEXICO 

4.8 

3.4 

U.S. 

3.3 

2.2 

WORLD                         5.4       4.9 
Data:  International  Monetary  Fund    'FORECAST 
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expansion.  To  understand  why,  just  look  at  the  numbers. 
Imports  of  goods  and  services  were  nearly  V/i  times  as 
large  as  exports  in  2006.  That  means  in  order  for  the 
trade  gap  to  narrow,  exports  must  grow  more  than  50% 
faster  than  imports. 

Import  growth  has  been  moving  in  the  right  direction. 
In  the  year  ended  in  February,  imports  of  goods,  adjusted 
for  inflation,  are  up  only  2.6%  (chart).  That's  down  from 
a  8.9%  growth  rate  in  the  year  ended  in  August,  2006. 
The  outlook  for  subdued  growth  in  imports  remains 
favorable.  The  housing  recession  and  growing  caution 
among  businesses  with  regard  to  domestic  investment 
plans  should  ease  demand  for  foreign  capital  goods  and 
industrial  supplies. 

U.S.  purchases  of  foreign-made  consumer  goods  are 
what  merit  the  most  attention  now.  On  the  surface,  the 
March  retail  sales  report  showed  continued  strength  in 
consumer  spending,  but  a  3.1%  jump  in  gasoline  sales, 
due  to  higher  pump  prices,  implies  that  consumers  are 
experiencing  a  decline  in  purchasing  power.  If  gas  climbs 
above  $3  per  gallon  nationwide,  and  stays  there  a  while, 
it  will  probably  cool  down  imports  of  consumer  goods. 

ALTHOUGH  THE  STARS  are  currently  aligned  for  an 
improving  trade  balance  this  year,  risks  still  exist.  On 
the  export  side,  protectionist  urges  could  backfire.  As 
the  Presidential  election  season  heats  up,  campaign 
rhetoric  and  political  pressure  to  level  additional 
tariffs  and  duties  on  China  will  probably  grow.  But 
politicians  know  such  actions  would  run  the  risk  of 
retaliatory  measures  by  Beijing  just  as  China  is  growing 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


in  importance  as  an  export  market.  In  2006,  exports 
to  China  grew  by  31.7%,  to  $55.2  billion,  making  it  I 
No. 4  destination  for  U.S.  exports. 

Chances  for  a  narrower  trade  deficit  this  year  wou 
also  take  a  hit  if  the  U.S.  economy  does  better  than 
expected.  That's  because  imports  are  directly  linked 

the  health  of  busines 
IMPORT  GROWTH  investment  and 

SLOWS  DOWN  investment  ana 

consumer  spending. 
Given  the  trade  mathl 
it  wouldn't  take  mucl  | 
of  an  acceleration  in 
imports  to  offset  a 
strong  gain  in  export] 

Right  now,  U.S. 
economic  growth  is 
widely  expected  to 
improve  gradually 
during  the  course  of  tl 
year  as  the  drag  from  j 
housing  diminishes.  However,  a  quicker  revival  in  thej 
U.S.  economy  that  would  lead  to  another  widening  in  [ 
trade  gap  would  certainly  outweigh  any  potential  boo  j 
that  trade  could  provide. 

Even  if  all  does  go  as  expected  this  year  and  the  trail 
balance  narrows,  making  additional  progress  won't  bij 
easy.  It  will  be  awfully  hard  for  exports  to  consistently^ 
outpace  imports  by  the  huge  margin  needed.  But 
the  latest  signs  that  the  global  economy  may  be  less 
dependent  on  the  U.S.  as  the  primary  engine  of  growrl| 
does  offer  hope.  ■ 


JAN.  '06  FEB.  '07 

Data:  U.S.  Census  Bureau.  Global  Insight  Inc. 


VACANCY  RATES 


Housing  Provides  Some  Inflation  Relief 


INFLATION  PRESSURES  remained 
stubbornly  high  in  March.  But  a 
let-up  could  be  coming  soon.  Fallout 
from  the  housing  recession  looks  set 
to  put  a  lid  on  what  have  been  rapidly 
rising  rental  and  housing  costs. 

The  consumer  price  index,  less 
food  and  energy,  was  up  2.5%  from 
a  year  ago  in  March.  A  lot  of  the 
upward  pressure  in  core  inflation 
has  come  from 
rents,  up  4.6%  on 
a  yearly  basis.  Rent 
data  are  also  used 
by  the  Bureau  of 
Labor  Statistics  as 
an  input  to  calculate 
homeowners'  cost  of 
shelter,  referred  to  as 
"owner's  equivalent 
rent."  This  price 
index  rose  4.1%  from 
a  year  ago. 

But  shelter  costs 


MORE  EMPTY  HOUSES 
WILL  LOWER  INFLATION 


PERCENT 


Data:  U.S.  Census  Bureau 


should  settle  down  soon.  Looking 
at  vacancy  rates  and  shelter  costs  in 
24  cities  used  by  the  BLS  to  calculate 
inflation,  Goldman  Sachs  economist 
Seamus  Smyth  found  that  shelter 
inflation  eased  when  vacancy  rates 
rose  above  the  long-term  average. 
"These  empty  housing  units  are 
essentially  excess  supply  on  the 
market"  Smyth  writes  in  a  research 
note  to  clients. 

Vacancy  rates 
are  currently  quite 
high.  In  the  last 
quarter  of  2006,  the 
homeowner  vacancy 
rate  hit  a  record  2.7%, 
while  the  rate  among 
rentals  was  9.8%, 
vs.  a  7.1%  historical 
average. 

Further  downward 
pressure  on  rent  costs 
is  likely.  According  to 


the  National  Association  of  Realtc 
new  multifamily  homes  are  still  bo 
added  in  some  saturated  markets, 
such  as  Philadelphia  and  Atlanta. 
What's  more,  many  condominium 
are  being  converted  into  rental  un 

As  increased  supply  holds  dowr 
rents,  it  will  also  lead  to  a  slowdov 
in  homeowners'  shelter  costs.  Tha 
would  have  a  real  impact  as  ownev 
equivalent  rent  accounts  for  nearl;  I 
31%  of  core  CPI  and  rents  almost  i 

Lower  shelter  inflation  could 
also  play  a  role  in  monetary  policy 
The  Federal  Reserve's  preferred 
inflation  measure,  the  core  person 
consumption  expenditures  price    i 
index,  also  uses  owners'  equivalen 
rent,  although  it  is  given  less  weig 
If  the  economy  were  to  weaken 
further,  lower  core  inflation  would 
remove  a  big  hurdle  to  cutting 
interest  rates.  ■ 

-By  James  Meh 
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Investing  is  brain  surgery.  How 
steady  are  your  hands? 


No  one  ever  said  investing  was  easy.  Make  one  false  move  and  you  could  start  hemorrhaging  money.  So  how  do 
estors  acquire  a  surgeon's  touch?  They  buy  SPDRssm  from  State  Street,  it's  a  family  of  ETPs  that  includes  virtually 
ry  market  segment.  Which  means  you  can  precisely  match  your  investments  to  your  investment  strategy.  Interested 
Europe?  Japan?  How  about  International  Real  Estate?  Now  you  can  buy,  hold  and  sell  them  just  like  stocks.  Visit  us 
www.spdretfs.com.  And  perform  a  little  corrective  surgery  on  your  portfolio.  Stat. 


State  Street  Global  Advisors 

Precise  in  a  world  that  isn't* 


Before  investing,  carefully  consider  the  funds'  investment  objectives, 
QTATF  QTPF'FT  "^  risks,  charges  and  expenses.  To  obtain  a  prospectus,  which  contains  this 
.J1/-V1IL  vJllvCCl.*        fflj$i  and  other  important  information,  call  1.866.787.2257.  Read  it  carefully. 

h  as  SPDRsw  MidCap  SPDRs!M  and  Diamonds'"'  trade  like  stocks,  are  subject  to  investment  risk  and  will  / 
es,  MidCap  SPDRs,  ai  're  issued  by  SPDR  Trust.  MidCap  SPDR  Trust  and  Diamom  vely. 

ivestments  involve  "greater  risks  than  US  inves:  economic  risks  and  the  risk 

)R"  trademark  is  i  sr  license  from  The  McGraw-Hill  Companii  McGraw-Hill  luct  offered  by  State  St) 

Ivisors,  a  division  of  State  Street  Bank  and  Trust  Compan  I  filiates  is  sponsored,  endorsed,  sold  or  promoted  by  McGraw-Hill. 

)r:  State  Street  Global  Markets,  LLC,  member  NASD,  SIPC.  ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  SPDR 
lidCap  SPDRs  and  Dow  Diamonds,  unit  investment  trusts  ai  Sector  SPDRs. 
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PRIVATE  EQUITY  NABS  SALLIE 


It's  hard  to  keep  up  with  Sallie  Mae.  Just  three  years  ago  the  nation's  largest  student 
lender  was  a  quasi-government  enterprise.  Now  the  public  company  is  going 
private  in  a  $25  billion  deal  led  by  a  consortium  of  two  buyout  firms,  J.C.  Flowers  and 
Friedman  Fleischer  &  Lowe,  and  two  investment  banks,  JPMorgan  Chase  and  Bank  of 
America.  Sallie  Mae  recendy  settled  with  New  York  State  Attorney  General  Andrew  Cuomo 
in  the  still-unfolding  student  loan  investigation,  pledging  to  stop  proffering  perks  to 
college  financial-aid  officers. 

The  Sallie  Mae  deal,  which  was  announced  on  Apr.  16,  faces  plenty  of  scrutiny  from 
regulators.  Some  85%  of  the  company's  business  is  guaranteed  by  the  government. 
Nonetheless,  Sallie's  suitors  are  arriving  at  a  good  time.  Both  the  Bush  Administration 
and  the  Democratic-led  Congress  have  been  clamoring  to  cut  the  subsidies  that  have 
made  Sallie  so  profitable  over  the  years.  If  Sallie's  federal  funding  or  access  to  capital 
dries  up,  the  buyers'  deep  pockets  and  $200  billion  in  backup  financing  will  help  ensure 
it  can  keep  making  those  low-cost  loans. 
t'Kiiigw  "Sallie  Mae's  suitors,"  www.basinessweek.com/go/tbw 


Online  Ad  Wars 

Google's  blitzkrieg  isn't  slowing 
down.  On  Apr.  13  the  search 
king  announced  it  will  buy 
online  ad  placement  firm 
DoubleClick  for  $3.1  billion, 
giving  it  a  chance  to  expand 
beyond  search  ads  to  online 
display  ads.  Microsoft  and  AT&T 
cried  foul  and  said  they'd  push 
for  antitrust  review.  On  Apr.  16, 


Google  struck  again,  signing 
a  deal  with  Clear  Channel 
to  place  ads  on  675  radio 
stations.  Rivals  aren't  standing 
still:  Yahoo!  on  Apr.  16  added 
five  newspaper  publishers, 
including  McClatchy  and 
E.W.Scripps,  to  an  ad-revenue- 
sharing  partnership,  though 
a  grim  first-quarter  earnings 
report  on  Apr.  17  renewed 


speculation  that  CEO  Terry 
Semel's  job  may  be  in  jeopardy. 
EMH*  "Google:  The  ad 
dominator?"  and  "Yahoo's  next 
search:  A  new  CEO?" 
www.businessweek.com/go/tbw 


New  Suitors  for  ABN? 

London-based  Barclays  and  ABN 
Amro  of  the  Netherlands  are 


holding  hands,  but  will  a  trio 
tear  them  apart?  The  two  are 
close  to  an  $80  billion  to 
billion  deal  that  would  creai 
the  world's  fifth-largest  bank  \ 
said  a  source  close  to  ABN  on 
Apr.  18.  Meanwhile,  Royal  Bain  c 
of  Scotland,  Spain's  Santander, 
and  Belgian-Dutch  Fortis  hav 
written  to  ABN  requesting      j 
access  to  its  books.  Analysts  s 
that  by  dividing  up  the  bank    i 
among  themselves,  these  thr<   : 
could  afford  to  bid  more  thane  itlla< 
Barclays.  ABN  is  skeptical  bull  jieetl 
will  likely  sit  down  with  them  Hotel 
soon. 


Inflation  Watch 

Flaring  gasoline  prices  (up 
nearly  11%)  caused  inflation  i 
to  heat  up  in  March,  but  othei  llii 
prices  were  blessedly  cool, 
according  to  figures  released  i 
by  the  Labor  Dept.  on  Apr.  17. 
Among  the  items  that  got 
cheaper  in  March:  Fruits  andilamPa 
vegetables,  lodging,  apparel,  1 1 
used  cars  and  trucks,  and 
medical-care  products.  Core 
consumer  prices  excluding 
food  and  energy  rose  just  O.lilkzdti 
and  over  the  past  half-year  ara  Ion  A 
up  at  an  annual  rate  of  1.9% 
wi\m\*  "March  CPI  won't  swc** 
inflation-wary  Fed, " 
www.businessweek.  com/go/ti 
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BlackBerry  Breakdown 

"Crackberry"  addicts  across 
North  America  went  cold 
turkey  for  several  long  hours 
late  on  Apr.  17-18  when 
Research  in  Motion's  popular 
BlackBerry  service  stopped 
sending  and  receiving  e-mail 
RIM  did  not  have  an  immedi; 
explanation  for  its  8  million 
customers.  Its  shares  tumblei 
on  Apr.  18  in  early  trading 
before  recovering. 
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Vonage  in  Peril 

More  bad  signals  from  Vonagt 
The  Internet  phone  outfit  saic 
on  Apr.  12  that  CEO  Michael 
Snyder  is  leaving  immediately 


linei 

'dik- 


tat] 


Jii. 
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rman  Jeffrey  Citron  steps 
5  acting  chief.  Vonage 
been  ordered  to  pay  $58 
ion  to  Verizon  in  a  patent 
ingement  case,  and  on  Apr. 
ji  appeals  court  will  hear 
lments  on  whether  Vonage 
aid  be  barred  from  taking 
lew  customers.  In  an  SEC 
g  on  Apr.  17,  the  company 
the  litigation  could  land  it 
ankruptcy. 

"Sprint:  Say  bon  voyage 
onage," 
v.businessweek.com/go/tbw 


elevated  to  CEO  from  COO 
just  last  October,  taking  over 
when  Andrew  McKelvey  quit 
after  declining  to  talk  with 
investigators  looking  into 
possible  options  backdating. 
No  explanation  was  offered  for 
Pastore's  exit. 


ckstone  Offloads 

.'t  look  now,  but  private 

ity  behemoth  Blackstone 
ip  is  doing  plenty  of  selling 
ell  as  buying.  On  Apr.  18 

i;reed  to  sell  its  Extended 
Hotels  to  real  estate  owner 

thouseGroup  for  $8  billion. 

the  sixth  company  worth 

iillion-plus  that  Blackstone 

sold  since  February, 

>rding  to  Thomson 

ncial.  Blackstone  paid  over 

billion  for  Extended  Stay 

004. 


Taking  Aim  at  Wang 

The  founder  did  it.  That's 
the  gist  of  a  scathing  report 
written  by  a  board  committee 
of  Long  Island  software  maker 
CA.  The  report,  filed  in  court  on 
Apr.  13,  accuses  founder  and 
former  Chairman  Charles  Wang 
of  being  partly  responsible 
for  the  misdeeds  that  resulted 
in  convictions  of  more  than  a 
dozen  executives  for  securities 
violations.  It  said  CA  should 
sue  Wang  to  recover  some  of 
his  compensation.  Wang,  for 
whom  the  statute  of  limitations 
has  run  out,  denies  culpability. 


inster  Turnover 
Bam  Pastore,  CEO  of  online 
■search  giant  Monster 
drldwide,  is  chucking  the  job. 
■ore  will  stay  on  the  payroll 
1 1  June  to  help  director  Sal 
a  uzzi  take  over,  the  company 
»  on  Apr.  12.  Pastore  was 


Freelancing  at  Dow? 
Dow  Chemical  employees 
no  longer  wonder  who  was 
behind  rumors  of  a  $50  billion 
private  equity  takeover.  Dew's 
board  on  Apr.  12  fired  two 
veteran  executives,  including 
former  CFO  J.  Pedro  Reinhard, 
after  a  source  at  jPMorgan 
Chase  said  they  had  been 
shopping  the  company  on  their 
own  in  recent  months.  The  two 
denied  doing  any  such  thing. 


ROMOTIONOFTHEWEEK 

hat  will  ink-stained  wretches  have  to  speculate  about  now? 
ipping  one  of  the  most  buzzed-about  succession  sagas  in 
sdia,  The  Wall  Street  Journal  said  on  Apr.  18  that  45-year- 
i  Marcus  Brauchli  will  succeed  Managing  Editor  Paul  Steiger, 
lio  is  retiring  after  16  years  at  the  helm, 
eiger,  under  whose  tenure  the  Journal 
Mi  16  Pulitzer  Prizes,  including  two  on 
>r.  16,  will  serve  as  editor  at  large  until 

retires  at  yearend.  Brauchli  takes  over 
cey  post  in  business  journalism  at  a  time 

upheaval  as  newspapers  grapple  with 
dining  readership  and  search  for  new 
renues  online.  He  faces  unique  challenges 

the  Journal  as  well,  with  the  newsroom 
don  squaring  off  against  management  in 
ntract  talks.  A  onetime  China  bureau  chief,  Brauchli  proved 

mettle  upon  his  return  to  New  York  as  the  paper's  national 
d  then  global  news  editor.  In  his  most  recent  position  as 
puty  managing  editor,  Brauchli  oversaw  the  Journals  redesign 

lier  this  year.  He  says  he  is  dedicated  to  continuing  to  make 

i  Journal  "a  place  where  people  will  seek  out  islands  of  clarity 
d  authority"  as  information  becomes  more  commoditized. 

April  30.  2007  I  BusinessWeek  I  31 
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Cingular's 
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doesn't  include 

Pittsburgh, 
Omaha  or 
6,000  other 
American  cities 


Sprint  Mobile  Broadband  covers 
2x  more  U.S.  cities  than 
Cingular's  BroadbandConnect. 


Sprint 


Get  the  power  of  the  nation's 
largest  mobile  broadband  network. 

With  Sprint  you  can  make  just  about 
any  place  a  workplace.  And  now  get 
a  mobile  broadband  card  for  free. 


FREE 
CARD ; 


with  new  card  activation  on  unlimited 
data  access  plan.  Requires  2-yr 
agreement  and  S49.99  mail-in  rebate. 
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o  voice  plan  required. 


1-800-Sprint-l 
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CHINA 


CAUT 


The  Chinese  are 
on  a  spending  spree, 
right?  Not  really. 
In  fact,  they're  so 
tightfisted,  Beijing 
is  worried 

BY  DEXTER  ROBERTS 
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EET  THE  XUS.  THIS 
typical  Chinese  mid- 
dle-class family  of 
three  shares  a  two- 
bedroom  apartment 
in  Beijing,  purchased 
four  years  ago  for 
$40,600.  The  father,  51-year-old  Xu  Zhi- 
bao,  takes  home  $454  a  month  from  his 
job  as  a  teacher  at  Beijing  Pharmaceuti- 
cal College.  His  wife,  Zhang  Xiaoping, 
50,  earns  $260  a  month  as  a  nurse  at  a 
local  hospital.  Their  25-year-old  daugh- 
ter, Xu  Hong,  is  a  student  at  People's 
University.  A  Whirlpool  microwave  oven 
and  a  Haier  refrigerator  command  pride 
of  place  in  the  tiny  kitchen.  Among  the 
family's  other  prized  possessions  are  two 
Sony  televisions  and  a  Mitsubishi  air 
conditioner. 

But  it  isn't  just  the  things  the  Xus  have 
bought  that  make  them  representative  of 
China's  bourgeoisie;  if  s  also  what  they 
choose  not  to  buy.  Like  most  mainland- 
ers,  the  family  members  sock  away  tons 
of  cash,  close  to  40%  of  their  earnings 
every  month.  The  Xus  hardly  ever  go  to 
restaurants,  a  movie  outing  is  a  rare  treat, 
and  they  have  no  plans  to  trade  in  their 
bicycles  for  a  motorcycle  or  car.  "Only  if  a 
product  is  discounted  heavily  and  I  think 
if  s  worth  it  will  I  consider  buying  it," 
says  daughter  Xu  Hong. 

Isn't  China  in  the  grip  of  a  consum- 
er frenzy?  Well,  sort  of.  Car  sales  shot 
up  30%  last  year,  while  retailers  from 
Wal-Mart  Stores  Inc.  to  Carrefour  are 
doing  a  brisk  business  as  newly  pros- 
perous mainlanders  stock  their  larders 
and  living  rooms.  And  not  a  day  goes 
by  without  some  big-name  American 
company  announcing  a  new  China  push. 
On  Apr.  16,  for  instance, 
Hewlett-Packard  Co. 
unveiled  an  energy- 
efficient  computer  aimed 
at  the  China  market. 
But  look  beyond  the 


CHENGDU 

Beijing  aims 
to  boost 
buying  power 
in  the  interior 


headlines  and  you'll  find  that  China's 
1.3  billion  people  are  actually  buying  rela- 
tively little.  Although  the  mainland's  popu- 
lation is  four  times  that  of  the  U.S.,  Chinese 
consumers  last  year  spent  just  12%  of  what 
Americans  did,  figures  investment  bank 
UBS.  And  private  consumption  as  a  share 
of  gross  domestic  product  in  China  is  fall- 
ing, to  less  than  40%  today  from  about  48% 
in  2000. 

Prying  open  the  wallets  of  tightfisted 
folks  like  the  Xus  is  emerging  as  the  hot- 
test political  topic  in  Beijing.  Although 
the  economy  is  still  expanding  at  10%- 
plus  annually,  China's  economic  man- 
darins are  concerned  that  the  country's 
growth  depends  too  much  on  its  soaring 
exports  and  investment  in  ever  more 
factories  and  luxury  high-rises.  Exports 
leave  the  Middle  Kingdom  vulnerable 
to  potential  downturns  in  the  U.S.  and 
Europe  while  causing  trade  tensions  with 
Washington.  And  too  much  investment 
threatens  overcapacity  in  industries  from 
steel  to  autos.  So  Beijing  has  cut  taxes  and 
boosted  some  social  outlays  to  spur  Chi- 
nese to  spend  more  at  the  mall.  "We  need 
to  adjust  the  balance  between  investment 
and  consumption,"  Premier  Wen  Jiabao 
warned  at  the  annual  meeting  of  the  Na- 
tional People's  Congress  on  Mar.  5. 

NOT  TRICKLING  DOWN 

WHEN  MIGHT  THE  Chinese  consumer 
help  really  drive  the  global  economy? 
Analysts  at  Credit  Suisse  Group  have 
conjured  a  rosy  scenario  in  which  Chi- 
na becomes  the  world's  second-largest 
consumer  nation  (after  the  U.S.)  by  2020, 
up  from  No.  5  today.  UBS  is  less  upbeat, 
estimating  that  the  middle  class  includes 
only  about  25  million  people— just  2%  of 
China's  population— hardly  big  enough 
to  have  much  impact  globally.  And  even 
Credit  Suisse  acknowledges  that  personal 
incomes,  while  climbing,  aren't  keeping 
pace  with  rising  GDP.  "If  you  think  the 
purpose  of  rapid  economic  growth  is 
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to  increase  consumption  and  the  gen- 
eral welfare,  then  China  isn't  doing  a  very 
good  job,"  says  Nicholas  R.  Lardy,  senior 
fellow  at  the  Peterson  Institute  for  Inter- 
national Economics  in  Washington. 

The  problem  is  vexing  not  just  for 
Beijing  but  also  for  the  legions  of  global 
companies  making  big  bets  on  China. 
With  the  more  prosperous  coastal  areas 
already  reaching  saturation  in  everything 
from  cellular  phones  to  fried  chicken  out- 
lets, foreign  investors  have  to  drive  deeper 
into  the  interior  in  search  of  sales.  "There 
are  900  million  people  in  China"  without 
mobile  phones,  says  Michael  Tatelman, 
president  of  Asia  Pacific  Mobile  Devices 
at  Motorola  Inc.  in  Beijing.  "We  are  look- 
ing at  how  to  reach  the  unconnected." 
Getting  to  those  people  can  be  tough. 
Rural  consumers  "are  a  very  dispersed 
crowd,"  says  Jonathan  Anderson,  chief 
economist  for  Asia  at  UBS.  To  address 
that,  the  Commerce  Ministry  is  working 
on  a  project— likely  to  include  Procter  & 
Gamble  Co.— that  would  seed  the  Chinese 
countryside  with  small  retail  outlets. 

China  used  to  approve  foreign-owned 
factories  only  if  most  of  the  output  would 
be  exported.  More  recently,  though,  Bei- 
jing has  shifted  the  emphasis  to  consumer 
goods  for  sale  within  China.  Sony  Corp.,  for 
instance,  once  sold  the  bulk  of  its  Chinese 
production  abroad,  but  today  it's  devoting 
more  resources  to  developing  televisions, 
MP3  players,  and  other  gadgets  specifically 
for  sale  to  Chinese  consumers. 

Ultimately,  if  Beijing  wants  to  unlock 
consumer  spending,  it  must  do  more  to 
make  ordinary  Chinese  feel  secure  about 
the  future.  With  the  market  reforms  of  the 
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past  three  decades,  the  safety  net  of  life- 
time housing,  free  education,  subsidized 
health  care,  and  a  pension— all  courtesy 
of  the  state— has  been  largely  dismantled. 
As  a  result,  Chinese  "want  to  save  every 
penny,"  says  Chen  Zhiwu,  a  professor  of 
finance  at  the  Yale  School  of  Management. 
"In  case  of  sickness,  job  loss,  an  auto  ac- 
cident, or  old  age,  they  will  have  some  way 
to  support  thernselves." 

A  BREAK  FOR  FARMERS 

The  Xus  would  agree.  "Our  money  is  lim- 
ited," says  father  Xu  Zhibao.  These  days  he 
pays  $270  a  month  for  his  mortgage,  some- 
thing he  didn't  have  to  worry  about  when 
the  family  lived  in  an  apartment  provided 
free  of  charge  by  his  father's  employer,  a 
printing  factory.  And  throughout  much  of 
the  past  decade,  falling  food  prices  meant 
that  city  dwellers  such  as  the  Xus  could 
easily  afford  eggs,  meat,  and  other  staples. 
Now  they  face  rising  food  prices,  which 
increased  by  2.3%  last  year.  This  year,  in- 
flation for  the  first  quarter  alone  probably 
jumped  an  additional  3%,  largely  because 
of  a  surge  in  the  cost  of  ^^^mmmmmmmmmm 
food,  estimates  Merrill 
Lynch  &  Co. 

To  ease  the  burden, 
the  government  has 
been  pumping  more 
money  into  social  ini- 
tiatives. The  national 
budget  for  education  is 
slated  to  rise  by  42% 
this  year,  while  outiays 
for  public  health  will 
nearly  double— though 
government  spending 
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as  a  share  of  GDP  continues  to  decl 
Beijing  also  earmarked  $3  billion  for  i 
ployment  and  worker-retraining  progra 
At  the  same  time,  in  several  provinces 
government  is  trying  out  a  new  hyl 
public-private  pension  system. 

Beijing  has  also  been  tinkering  v 
taxes.  Last  year,  in  a  move  aimed 
kick-starting  consumption,  it  doubled 
income  threshold  at  which  citizens  s 
getting  taxed,  to  about  $200  a  moi 
And  after  years  of  being  trampled 
the  road  to  progress,  China's  fanners 
getting  a  break.  Last  year,  Beijing  alii 
ished  a  2,000-year-old  agricultural 
and  handed  out  billions  of  dollars  in  s 
sidies  to  grain  fanr 
and  schools.  To  s 
creation  of  jobs  in  n 
areas,  and  thus  b 
spending  there,  Chin 
legislators  in  Ma 
left  intact  tax  breaks 
foreign  companies  t 
are  investing  in  forestry,  farming,  ; 
fisheries  even  as  they  did  away  with  inc 
tives  in  most  other  areas. 

Economists  have  generally  welcon 
these  steps.  Yet  many  argue  that  Chii 
leadership  must  move  more  aggress:: 
ly  to  shift  the  economy  toward  high 
paying  service  industries  and  away 
manufacturing.  Services  make  up 
than  40%  of  China's  GDP,  compared  v 
54%  in  India,  with  its  thriving  outsov 
ing  sector.  Despite  regular  hikes  in  ldi 
minimum  wages  and  efforts  by  Beij 
to  better  enforce  labor  laws,  salaries  h 
declined  from  53%  of  GDP  in  1998  to  c 
41.4%  in  2005,  compared  with  57% 
the  U.S.  "If  consumption  is  to  go  up,  tl 
the  share  of  wages  in  economic  groi 
will  have  to  rise,"  says  Bert  Hofrnan, 
World  Bank's  chief  economist  in  Beijir 
Meanwhile,  if  s  Saturday,  and  that  u 
ally  means  a  Xu  family  shopping  tri 
the  bustling  Fangzhuang  district  C 
refour  hypermarket,  one  of  seven 
French  retailer  operates  in  Beijing.  r. 
attraction?  It's  nearby  and  offers  a  w 
^ —    range  of  goods, 
just     as     imports 
Carrefour   "has   v 
low  prices,"  says  m 
Zhang  Xiaoping.  Si 
words     will      sui< 
strike  both  hope  i 
fear  into  multinati 
als  and  Beijing  p 
cymakers  alike  as  tl  | 
attempt  to  persui 
frugal  families  sucl 
the  Xus  to  dig  dee 
into  their  wallets.  I 
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ELECTION  2008 


CANDIDATES'  STUPID 
ACCOUNTING  TRICKS 


CAMPAIGN 

WATCH 
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BY  EAMON  JAVERS 

AND  RICHARD  S.  DUNHAM 

POLITICAL  CAMPAIGNS,  LIKE  CORPORA- 
tions,  sometimes  play  games  with  their  fi- 
nancial reports.  The  motives  are  similar:  Candidates,  like  CEOs,  want  to 
project  an  image  of  strength,  momentum,  and  growth.  Early  in  a  Presi- 
dential campaign,  contributions  offer  one  rough  measurement  of  whose 
political  stock  could  rise  over  time.  J  In  the  jump-started  2008  race  for  the 
White  House,  fund-raising  is  receiving  more  attention  than  ever  before,  as 
candidates  strive  to  show  that  they  can  compete  in  the  coming  advertising 
wars.  But  numbers  officially  disclosed  on  Apr.  15  confirmed  that,  like  their 
business  counterparts,  the  financial  engineers  of  the  campaign  trail  are 
increasingly  employing  gimmicks  to  spruce  up  the  bottom  line. 

BOOK  EARLY 

CANDIDATES  KNEW  that  how  much 
they  could  raise  in  this  year's  first  quar- 
ter would  become  a  key  test  of  viability. 
Not  coincidentally,  several  campaigns 
reported  surges  in  donations  on  Mar.  31, 
the  last  day  of  the  quarter. 

Senator  Barack  Obama  (D-Ill.)  dis- 
closed 3,885  individual  contributions 
on  Mar.  31.  Just  the  day  before  he  had 
only  643.  The  Obama  campaign  at- 
tributes part  of  the  spike  to  a  last-day 
push  on  the  Internet  and  fund-raising 
"house  parties"  held  on  the  night  of 
the  31st.  But  campaign  spokesman  Bill 
Burton  acknowledges  that  the  Obama 
team  counted  as  first-quarter  income 
many  checks  that  arrived  in  the  mail 
after  Mar.  31.  Campaign  rules  allow 
wiggle  room  for  this  practice,  as  long 
as  the  checks  were  postmarked  by  that 
day,  which  Burton  says  was  the  case 
with  the  late  Obama  contributions.  The 
campaigns  of  Senators  Hillary  Clinton 
(D-N.Y.)  and  John  McCain  (R-Ariz.) 
reported  similar  patterns  and  said  they 
acted  appropriately. 

DELAY  COSTS 

CANDIDATES  FREQUENTLY  stall  pay- 
ments to  vendors  to  maximize  cash  on 
hand.  John  Weaver,  a  political  adviser,  re- 
ceived $61,000  in  fees  from  the  McCain 
campaign  for  his  work  during  January 
and  February.  But  he  received  nothing  in 
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March.  A  campaign  spokesman  explains 
that  Weaver  is  usually  paid  at  the  end 
of  each  month  for  the  following  month, 
but  April  was  handled  differendy.  The 
campaign  paid  Weaver  on  the  first  of 
April,  saving  $20,000  in  cash  for  its  first- 
quarter  tally. 


Another  example:  Campaign  stafll 
for  former  Massachusetts  Governor  J 
Romney  were  paid  twice  a  month 
January  and  February  but  then  only  o: 
in  March.  The  sole  payment  kept  h 
dreds  of  thousands  of  dollars  in  cash 
hand  for  the  quarterly  report.  A  Romij 
spokesman  attributes  the  delay  to 
fact  that  the  second  March  payday  wo  J 
have  fallen  on  a  weekend.  Instead  che 
went  out  on  Monday,  Apr.  2. 

As  with  the  timing  of  contributic  | 
federal  election  rules  on  paying  bills 
flexible.  They  allow  campaigns  to  m{ 
payments  as  late  as  creditors  will  alio- 1 

ALLOCATE  DONATIONS 

PRESIDENTIAL  CANDIDATES  raise  m 
ey  for  both  primary  and  general  electic 
But  general  election  funds  come  into  p 
only  if  a  candidate  survives  to  becorni 
nominee,  so  campaigns  put  a  premii 
on  collecting  primary  money  early.  My 
donors  send  checks  for  $4,600,  inte: 
ing  to  give  the  $2,300  maximum  for' 
primary  and  the  general  election.  Q 
paign  staffers  often  call  such  contri 
tors  and  ask  if  the  money  can  be  boo! 
as  primary  donations  ft 
both  the  donor  and  hisii 
her  spouse.  That  allows 
campaign  to  deposit 
the  money  in  the  pri: 
election  fund  and  use  it  I 
mediately.  Campaign  nr 
allow  candidates  plentyr 
room  for  this  maneuver,  t 
While  most  campaij 
quiedy  seek  to  "reattribu 
donations  in  this  fashion, 
mer  Senator  John  Edwa 
(D-N.C.)  disclosed  the  pi| 
tice  in  his  Apr.  15  report, 
campaign  says  it  acted  lef 
mately  to  boost  donationsj 

MANAGE  EXPECTATION! 

CAMPAIGNS  LIKE  to  S 
prise  the  media  with  stn 
numbers,  so  they  circuh 
artificially  low  quart*' 
predictions.  Just  after  CI 
ton  announced  her  Pri 
dential  bid  in  January,  ce 
paign  aides  told  support 
they  hoped  to  raise  .' 
million  by  Mar.  31.  Clin' 
in  fact  raised  $26  million.  Meanwh 
just  one  day  before  the  end  of  the  qu 
ter,  an  unnamed  Obama  official  t 
the  press  that  he'd  consider  $8  mill 
to  $10  million  to  be  a  good  haul  for 
first  quarter.  Obama  did  much  bet 
reporting  $25  million.  ■ 
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2006  Acura.  Acura,  MDX  and  Super  Handling  All-Wheel 
Drive  are  trademarks  of  Honda  Motor  Co.,  Ltd. 


roducing  the  all-new  Acura  MDX.  It  makes  a  striking  entrance.  And  with  300  hp  and 
er  Handling  All-Wheel  Drivel"  it  also  makes  a  quick  exit.  The  seven-passenger  Acura  MDX. 
inology  takes  it  to  a  whole^ew  place.  To  learn  more,  call  1-800-To-Acura  or  visit  acura.com. 
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CIVIL  SUITS 

THE 


TRIAL 

As  court  battles  becomi 
more  rare,  some  expe] 
fear  the  effects  on  the  law 
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BY  MICHAEL  OREY 

A  TOWERING  STATE 

courthouse  that  opened 
in  downtown  Hous- 
ton last  year  boasts  39 
courtrooms  and  expan- 
sion space  for  more.  But 
lawyers  in  the  city  say 
the  new  building,  built  to  handle  civil 
lawsuits,  is  often  eerily  empty.  The  rea- 
son: So  few  cases  are  going  to  trial. 

The  federal  courthouses  in  the  north- 
ern district  of  Florida,  a  sprawling  region 
that  includes  Tallahassee,  Pensacola,  and 
Gainesville,  have  been  similarly  quiet  in 
recent  months.  The  four  federal  judges 
in  the  district  presided  over  just  12  civil 
trials  in  2006  and  5  in  2005. 

Around  the  country,  plenty  of  lawsuits 
are  getting  filed,  but  fewer  and  fewer 
are  going  to  trial.  The  civil  trial  is  one  of 
the  most  iconic  American  institutions, 
a  time-honored  forum  where  disputes 
over  injuries,  divorces,  and  all  manner  of 
business  disasters  are  resolved.  Yet  rising 
legal  costs,  decreasing  judicial  tolerance 
for  weak  lawsuits,  and  the  surging  use 
of  alternative  dispute  resolution  (ADR) 
are  combining  to  make  courtroom  show- 
downs exceptional  occurrences. 

After  peaking  at  12,018  in  1984,  the 
number  of  civil  trials  in  all  federal  dis- 

38  I  BusinessWeek  I  April  30.  2007 


trict  courts  has  dropped  precipitously, 
reaching  a  new  low  of  3,555  last  year. 
That's  almost  half  the  number  of  federal 
trials  that  took  place  40  years  ago,  even 
though  the  number  of  suits  filed  during 
the  same  period  soared  from  66,144 
to  259,541.  Now  the  U.S.  Securities  & 
Exchange  Commission  is  considering 
a  contentious  proposal  to  allow  fed- 
eral shareholder  lawsuits  to  be  handled 
through  arbitration,  a  move  that  could 
siphon  additional  lawsuits  out  of  the 
court  system. 


University  of  Wisconsin  law  profes:s  B 
Marc  Galanter  has  dubbed  this  trend  i 
"vanishing  trial."  It  has  also  played  < 
in  state  courts.  In  21  states  for  which  dJ 
were  available,  the  number  of  civil  jii 
trials  fell  40%  from  1976  to  2004. 

Is  this  development  worrisome?  SouL 
in  the  legal  community  are  happy  that  l 
als  are  becoming  rarer.  Courtroom  litiji 
tion  is  "a  very  inefficient  process"  for  mi 
cases,  says  Victor  Schachter,  a  lawyer 
Mountain  View,  Calif,  who  represex 
companies  in  employment  suits. 
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OUT  OF  COURT 


ARBITRATION  AGGRAVATIC 


DONALD  A.  BURLESON  has  a  confession 
to  make.  He's  the  general  counsel  of  Jani- 
King  International  Inc.,  an  Addison  (Tex.) 
commercial-cleaning  operation  with  12,500 
franchisees  worldwide.  Because  franchising  is 
such  a  contentious  business,  companies  in  it 
frequently  use  arbitration  agreements  to  keep 
disputes  out  of  court.  But  Burleson  doesn't 
like  arbitration.  One  reason:  These  days,  he 
says,  it  too  closely  resembles  the  courtroom 


litigation  it  was  supposed  to  replace 

Burleson  is  not  alone.  Business  attor 
say  arbitration  is  losing  its  luster  amonj 
growing  number  of  their  clients.  "There 
this  notion  back  in  the  1980s  that  arbitr 
would  be  a  more  streamlined,  more  cos 
effective  mechanism  to  resolve  dispute: 
says  J.  Cary  Gray,  at  Looper  Reed  &  Mc( 
Houston.  "I'm  telling  you  that  it's  not." 
In  arbitration  proceedings,  a  single 
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COURT  IS  ADJOURNED 

t  others  are  wor-       ]?  thousands  ^_^  a    mountain    of    evi. 

with     concerns  F~  \  dence  that  these  kinds 

ring  from  the  pro-        9      —--/-- V- °f  things  are  captive 

id  to  the  practical.  \^^r  ^^  of  the  industry."  The 

lan  L.  Hecht,  senior        ^  ^W  concern  is  that  arbitra- 

ice  on  the  Texas  Su-  federal         \  tors  will  be  reluctant  to 

ne  Court,  says  that  civil  TRIALS        Vi        rule  against  companies 

drop  in  the  number  who  they  would   like 

ials  is  resulting  in  a  to  serve  again.  Ironi- 

iction  in  the  num-        ^T^nt^^^Tt^        c^. the  move  t0  Put 

Ot  precedents— the  Data:  Administrative  Office  of  the  U.S.  Courts  thlS    ISSUe    On    the    SEC 

id  rulings  that  tell  agenda  comes  on  the 

}le  and  businesses  how  to  behave  heels  of  data  showing  that  in  2006  the 

hanging  and  legally  ambiguous  cir-  filing  of  shareholder  class-actions  fell  to 

(Stances.  "I  think  it's  a  detriment  if  its  lowest  level  in  a  decade.  There  is  also 

ose  the  development  of  the  common  evidence  that  arbitration  is  falling  out  of 

through  cases  and  appeals  that  have  favor  with  some  companies,  particularly 

1  the  [basis  of  the]  rule  of  law  in  this  as  a  way  of  resolving  disputes  with  other 

ltry  since  its  founding,"  says  Hecht.  businesses  (box), 
ners  at  law  firms,  meanwhile,  won- 

how  their  younger  lawyers  will  ever  PRUNING  THE  DOCKETS 

:lop  the  skills  needed  to  try  cases.  STILL,  WHAT  AMOUNTS  to  private  jus- 

ompanies  began  flocking  out  of  the  tice  remains  popular,  partly  because  it 

1  system  in  the  1980s,  steering  dis-  is  shielded  from  the  public.  In  Seattle 

:s  into  alternative  procedures  such  as  and  surrounding  King  County,  Wash., 

liation  (nonbinding  settlement  dis-  for  example,  a  cottage  industry  of  retired 

ions)  or  arbitration  (in  which  a  paid  judges  has  risen  up  to  resolve  not  just 

trator  or  panel  of  three  arbitrators  commercial  disputes  but  also  the  divorce 

des  a  case).  On  a  daily  basis,  millions  and  child  custody  battles  of  the  region's 

unericans,  wittingly  or  unwittingly,  many  high-tech  millionaires  in  proceed- 

rr  into  agreements  to  waive  their  ings  that  are  fast  and  confidential, 
t  to  go  to  court.  Cell-phone  carriers,  Other  developments  are  also  contribut- 

terage  firms,  employers,  and  others  ing  to  the  trial  drought.  Changes  to  liabil- 

imonly  require  individuals  to  submit  ity  laws  passed  in  many  states  have  simply 

utes  to  binding  arbitration.  closed  the  door  to  many 

hese  provisions  can  be  controversial,  types  of  personal  injury 

the  recent  push  by  business  groups  claims.  Limits  on  dam- 

tave  the  SEC  allow  corporations  to  ages,  for  example,  have 

nt  shareholder  lawsuits  into  arbitra-  caused   a  sharp   falloff 

provokes  sharp  criticism.  "What  in  medical  malpractice 

r're  saying  is  that  when  you've  been  lawsuits  in  a  number  of 

auded,  you've  got  to  go  to  their  states, 
ate  forum,  not  a  public  forum,"  Judges      themselves 

es  Damon  Silvers,  associate  gen-  have  also  become  much 

counsel  for  the  AFL-CIO.  "There's  more  aggressive  about 


or,  or  sometimes  a  panel  of  three, 
;rs  evidence  and  then  issues  a  ruling, 
ceedings  are  conducted  in  private, 
decision  in  most  cases  is  not  subject 
t  review.  As  originally  conceived,  the 
was  supposed  to  be  faster  and  cheaper 
ing  to  court. 

Dften  as  not,  Gray  says,  arbitration 
seem  to  generate  litigation,  not  skirt  it. 
can  go  to  court  to  battle  over  whether 
ion  is  required;  then,  if  it  is,  they  can 
back  in  court  fighting  over  the  award  or 
o  get  it  enforced, 
■overy,  the  protracted  pretrial 
■ging  of  documents  and  taking  of 
■ons,  is  supposed  to  be  sharply  limited 
■ration.  The  reality,  however,  is  that  many 


arbitrators  are  allowing 

extensive  and  expensive 

discovery.  Attorneys  bear 

some  of  the  blame,  says 

Larry  A.  Jordan,  a  retired 

judge  who  now  handles 

arbitration  and  mediation  at  a  private  Seattle 

firm,  Judicial  Dispute  Resolution.  "They're  used 

to  a  complete  discovery,"  he  says.  "They  feel 

obligated  to  do  that." 

Jordan's  services  aren't  free.  While 
taxpayers  pick  up  judicial  salaries,  arbitrators 
draw  their  big  paychecks  from  the  parties 
who  appear  before  them.  Houston  litigator 
David  E.  Warden  says  that  for  an  arbitration  he 
has  scheduled  later  this  year,  the  three  panel 
members  are  each  asking  for  retainers  of 


i 


pruning  their  dockets,  resolving  cases 
through  summary  judgment,  or  pressur- 
ing parties  to  mediate  or  settle.  That's 
not  necessarily  bad,  but  some  say  it's 
gone  too  far.  "There's  a  divide  in  the 
judiciary,"  says  William  G.  Young,  a 
federal  district  judge  in  Boston.  Some 
judges,  he  says,  see  their  job  as  "manag- 
ing" disputes  and  avoiding  trial.  Others, 
including  himself,  do  not  shy  away  from 
trials  and  think  they  play  a  critical  role 
in  American  justice.  In  a  July,  2003,  let- 
ter to  his  fellow  federal  district  judges, 
Young  invoked  Alexis  de  Tocqueville  to 
lament  that  "the  American  jury  system 
is  withering  away,"  and  that  without  jury 
trials,  the  courts'  "status  as  the  grass- 
roots guardians  of  constitutional  values 
is  threatened  as  never  before." 

Susan  J.  Craighead,  a  court  commis- 
sioner in  Washington  State,  echoes  Justice 
Hecht's  concerns  about  the  diminished 
potential  for  development  of  the  common 
law,  which  comes  primarily  from  appel- 
late courts  issuing  written  opinions  about 
trials.  That's  a  matter  of  particular  import 
to  businesses  as  they  push  into  new  areas, 
be  it  biotech  or  blogs.  "The  law,  to  develop 
in  a  relevant  way,  has  to  be  in  touch  with 
what  is  going  on,"  says  Craighead.  "With 
private  disputes,  you  can't  get  that." 

David  Berg,  a  longtime  Houston  trial 
lawyer,  sees  a  future  devoid  of  the  court- 
room dramas  that  have  long  captured 
the  American  imagina- 
tion. In  a  manual  on 
trial  technique  that  he 
published  last  year,  Berg 
wrote  that  he  feared  that 
"the  great  war  stories  of 
the  next  generation  of 
trial  lawyers  would  be- 
gin, 'And  then,  I  looked 
that  mediator  in  the  eyes 
and  I  said....'"  ■ 


$40,000.  Another  concern 
is  that  arbitrators,  who 
often  specialize  in  areas 
such  as  construction 
claims,  may  have  trouble 
being  truly  impartial 
because  they  are  beholden  to  the  industry 
they  work  for.  The  worry  is  that  the  arbitrators, 
who  want  repeat  business,  won't  want  to 
offend  either  side  and  so  will  essentially  split 
the  baby  to  resolve  disputes.  Warden  says  his 
firm,  Yetter  &  Warden,  has  energy  industry 
clients  who  now  regret  some  of  the  mandatory 
arbitration  clauses  they  are  subject  to.  Says 
Warden:  "They're  looking  around  and  saying, 
'Maybe  the  court  system  isn't  so  bad-at  least 
you  get  due  process  at  some  point.' "  ■ 
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MARKETING 


QUEEN  OF  THE 
PRODUCT  PITCH 

Martha  Stewart  isn't  shy  about 
integrating  ads  into  her  show 


BY  BURT  HELM 

IT'S  JUST  FOUR  MINUTES  INTO  AN 
Apr.  4  episode  of  The  Martha  Stew- 
art Show,  and  Donna  Brock  from 
Cleveland,  Tex.,  is  on  the  line  ask- 
ing for  advice  on  how  to  clean  her 
bathroom.  Simple,  Stewart  says: 
"  Disposable  toilet  scrubbers,  from 
Scotch-Brite."  She  plucks  a  scrubber 
wand  from  a  box  and  goes  to  town  on  a 
toilet  in  the  middle  of  the  studio.  Watch- 
ing from  home,  Brock  notes  how  easy  the 
wand  is  to  use  under  the  bowl's  rim. 

A  segment  about  a  disposable  toilet 
brush  might  seem  a  trifle  declasse  for 
Stewart,  who  built  her  aspirational  brand 
on  meticulously  crafted  decorations  and 
gourmet  meals.  But  there's  a  backstory: 
3M,  which  owns  the  Scotch-Brite  brand, 
helped  develop  and  pay  for  the  five-min- 
ute segment  as  part 
of  a  sweeping,  multi- 
million  dollar  adver- 
tising deal. 

Television  has  long 
worked  products  into 
dramatic  story  lines— 
and  more  so  since  ad- 
vertisers began  flee- 
ing to  the  Web.  Now 
such  "brand  integra- 
tions" are  becoming 
common  on  daytime 
talk  shows.  Who  bet- 
ter to  sing  the  merits 
of  a  product  than  the 
beloved  hosts  of  The 
Martha  Stewart  Show, 
The  Ellen  DeGeneres 
Show,  or  The  View? 
To  a  greater  or  lesser 
degree,  all  are  work- 
ing product  mentions 
into  their  shows  in 
exchange  for  flat  fees 
or  a  big  ad  buy. 


Cleaning 

Three  ways  to  buy  time 
with  Stewart 

30-second  spot  on 

The  Martha  Stewart  Show 

$10,000 

One-time  in-show  oral  mention 
with  product  close-up 

$100,000 

Two-minute-plus  branded  segment, 
with  two  to  three  talking  points 

$250,000+ 

Data:  Martha  Stewart  Living  Omnn    -nia  Inc., 
Week 


But  no  one  is  pushing  the  envelope 
more  energetically  than  Stewart.  Yes,  she 
is  walking  a  fine  line  by  calling  herself 
"America's  most  trusted  guide  to  stylish 
living"  while  taking  money  to  promote 
products.  But  she  is  breathtakingly  can- 
did about  the  practice  and  contends  this 
is  simply  business  as  usual  nowadays.  "I 
like  to  inform  people  about  good  things," 
she  says.  "And  many  of  these  products 
that  are  good  things  might  not  be  known 
by  a  lot  of  people.  So  why  not  integrate 
them,  and  get  paid  for  it?"  As  long  as 
she  sticks  to  promoting  products  she  re- 
ally believes  in,  Stewart  argues,  it  won't 
dilute  her  brand  or  abuse  the  trust  of  her 
1.7  million  viewers. 

It's  not  hard  to  see  why  Stewart  & 
Co.  love  ad  integrations.  Because  the 
show  currently  lags  behind  competing 
talk  shows  in  the  rat- 
ings, it  can  command 
only  $10,000  on  aver- 
age for  a  traditional 
30-second  spot,  vs. 
as  much  as  $18,000 
at  The  View  or  about 
$100,000  over  at  The 
Oprah  Winfrey  Show. 
The  hook  for  ad- 
vertisers: Buy  at  least 
$250,000  worth  of 
30-second  spots  and 
get  the  chance  to  help 
create  a  branded  seg- 
ment on  the  show, 
not  to  mention  work 
your  messages  into 
Martha's  other  prop- 
erties, such  as  her 
magazines  or  Sirius 
radio  channel.  Usu- 
ally, such  segments 
free   with   large 


are 


ad  buys.  When  the 
airtime   is   sold   out 


(which  it  has  been  since  December1  i 
the  2006-07  season),  the  show  will 
sell  branded  segments  a  la  carte. 
$100,000  you  get  "a  short  verbal 
visual"  of  the  product,  says  Liz 
man,  senior  vice-president  for  adve: 
ing  sales  at  the  broadcast  unit  of  Ma  I 
Stewart  Living  Omnimedia  Inc.  (MS^<  w 
A  two-minute-plus  segment  that  wtf  le 
in  an  acjvertiser's  talking  points  starr 
$250,000. 

Advertisers  are  understandably  em  i 
siastic.  Last  year,  nearly  a  fifth  of  epis< 
contained  segments  that  were  sponsc 
and  shaped  by  major  advertisers,  inc 
ing  3M,  L'Oreal,  Kraft  Foods,  and  G 
gia- Pacific.  (The  number  probably  wc 
have  been  even  higher  had  the  show 
imposed  a  cap  on  them.)  "When     b 
get  an  endorsement  from  someone 
Martha  Stewart,  moms  in  our  target 
cues  from  her,"  says  Erik  Sjogren,  se 
brand  manager  of  Dixie,  talking  abo 
segment  in  which  Martha  recommen 


40  I  BusinessWeek  I  April  30.  2007 


aent. 


ippei 
ttl 


•art  ti 

iotos: 
Died  i; 

Sure.' 


ire;! 


I  e  Cups  as  a  way  to  keep  kids  healthy, 
r  us  it  was  a  slam  dunk." 

typically  takes  three  weeks  for  ad- 
isers  and  MSLO  to  put  together  a 
nent.  A  product  may  be  used  as  an 
redient  in  a  cooking  segment,  as  the 
lis  of  a  giveaway,  or  in  response  to 
ver  mail.  After  MSLO  decides  to  in- 
ie  a  product  and  determines  how  it 

appear,  it  asks  the  client  to  supply 

or  three  talking  points. 
last  fall,  Hewlett-Packard  Co.  wanted 
ivart  to  mention  three  things  about 
'hotosmart  R817  camera  when  it  was 
ured  in  a  segment  on  "How  to  take 
icture."  HP  wanted  her  to  mention 
iname  of  the  camera,  how  it  differed 
jti  other  models,  and  that  it  would  be 
deal  holiday  gift.  Stewart  did  HP  one 
er:  She  covered  all  three  points  and 

held  up  the  user  manual,  according 
Caren  Cage,  a  marketer  at  HP.  "Mar- 
lalways  overdelivers,"  she  says. 
6  reinforce  the  message,  advertisers 


typically  use  their  talking  points  in  30- 
second  ads  run  directly  after  the  product 
placement  segments.  On  Mar.  15  the  show 
ran  a  2-minute,  40-second  segment  in 
which  Stewart  explored  how  Dixie  cup 
styles  have  changed  in  the  past  80  years. 
During  the  segment,  she  encouraged  par- 
ents to  "teach  kids  good  hygiene  by  having 
a  dispenser  right  in  your  kitchen."  As  the 
segment  ended,  a  Dixie  logo  appeared 
and  a  voice  intoned:  "This  segment  was 
brought  to  you  by  the  maker  of  Dixie." 
Then  came  a  30-second  Dixie  spot  focused 
on  hygiene-challenged  plastic  cups. 

THE  FIT  MATTERS 

HOW  MUCH  THE  advertiser  spends 
throughout  the  MSLO  empire,  which 
includes  a  Web  site,  radio  station,  TV 
show,  and  magazines,  can  affect  what  the 
company  is  willing  to  do.  "One  of  the  first 
things  Martha  will  say  to  me  is:  'How 
much  is  it  worth  to  the  company?  How 
important  is  it  to  the  company?'"  says 


Roman.  "That's  important  to  us."  Even 
so,  which  products  get  used  and  how 
they're  worked  into  the  show  depends 
on  "fit,"  says  Koman.  "It  needs  to  fit  into 
themes  like  entertaining  and  housekeep- 
ing, in  a  way  that  informs  our  viewers." 

Some  brands  require  workarounds  to 
be  consistent  with  what  Stewart  stands 
for.  Consider  an  integration  in  the  works 
for  a  butter  substitute.  Stewart  loves 
butter,  and  she  has  long  advocated  that 
people  eat  smaller  portions  of  rich  foods 
rather  than  ample  portions  of  a  "diet" 
version.  So  Koman  is  considering  hav- 
ing Dr.  Brent  Ridge,  a  health  expert  who 
loves  the  butter  substitute,  join  Martha 
for  a  segment  on  healthy  eating.  He 
could  acknowledge  that  Martha  loves 
butter,  Koman  says,  but  also  recommend 
the  substitute  for  people  with  high  cho- 
lesterol (she  notes  that  the  segment  is 
still  contingent  on  Stewart's  approval). 

The  Scotch-Brite  toilet  scrubber  seg- 
ment, which  is  part  of  the  biggest  mul- 
timedia deal  MSLO  has  ever  done,  re- 
quired similar  adjustments.  To  do  the 
segment,  the  production  team  sorted 
through  viewer  correspondence  (Stewart 
receives  about  1  million  pieces  a  year) 
until  they  found  a  letter  that  fit  the  bill. 
After  getting  in  touch  with  Donna  Brock, 
they  briefed  her  to  speak  concisely  dur- 
ing the  segment  and  to  ask  good  lead-in 
questions  about  the  scrubber. 

But  there  was  a 
problem:  Stewart 
hadn't  used  the 
scrubber  before 
the  segment  was 
taped  and  wasn't 

rrr\r\r\  sure   sne   actuaH"y 

^UUU  would  ever  want  to 

-J-V»  i  -p»  p*c"  use  it  personally. "  I 

llllllga  could  gee  it  being 

^^^™  used      elsewhere, 

and  it  works  very 
well,"  says  Stewart,  "but  it  was  dis- 
posable, and  it's  kind  of  wasteful."  So 
Stewart  decided  to  reconfigure  the  first 
part  of  the  segment.  She  would  start  off 
by  highly  recommending  a  Scotch-Brite 
product  she  really  did  use  and  love,  their 
trademark  yellow  sponge  with  the  green 
abrasive  backing.  "Then  I  said:  'This  is 
the  newest  product  from  the  Scotch-Brite 
people,'"  and  favorably  compared  some 
of  its  features  to  the  sponge.  "So  that  got 
it  into  the  program  very  nicely." 

Some  brands,  meanwhile,  are  com- 
pletely off-limits,  Koman  says.  A  diet 
pill  company  called  LA  Weight  Loss,  for 
instance,  is  one  of  the  show's  biggest  ad- 
vertisers. Hard  to  square  a  diet  pill  with 
gourmet  living.  ■ 
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GlobalBusiness 


RUSSIA 


THE  KREMLIN'S 
BIG  SQUEEZE 

A  BP  venture  is  the  latest  target  as 
Moscow  muscles  in  on  producers 


i  re  the 


!.(r'. 


BY  JASON  BUSH 

IT'S  ONE  OF  JOHN  BROWNE'S  BIG- 
gest  personal  triumphs.  In  Sep- 
tember, 2003,  the  CEO  of  oil  giant 
BP  sealed  a  deal  to  create  TNK-BP, 
a  joint  venture  that  would  become 
Russia's  fourth-largest  oil  com- 
pany and  which  today  accounts 
for  a  quarter  of  the  British  company's 
global  production.  Now  Browne's  desig- 
nated successor,  Tony  Hayward,  is  surely 
counting  on  the  project  to  keep  the  oil — 
and  profits— pumping,  particularly  after 
a  year  that  saw  BP's  reputation  and  stock 
hammered  because  of  repeated  missteps 
in  production  and  safety.  One  sign  of 
TNK-BP's  importance:  Browne  and  Hay- 
ward  met  with  Russian  President  Vladi- 
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mir  V.  Putin  at  his  dacha  outside  Moscow 
in  March  to  discuss  the  venture. 

There's  a  lot  to  discuss.  BP  clearly 
wants  to  preserve  the  lucrative  partner- 
ship it  built  with  tycoons  Mikhail  Frid- 
man,  Viktor  Vekselberg,  and  Len  Blavat- 


TNK-BP  at  a  Glance 


REVENUES  $31.3  billion 


NET  INCOME  $6.7  billion 


PROVEN  RESERVES  7.8  billion  barrels* 


PRODUCTION  1.9  million  barrels*  per  day 


SHARE  OF  BP'S  TOTAL  OUTPUT  25% 


Data:     •    TNK-BP  Deutsche  UFG 


nik— a  unique  50-50  venture  that  g$conl 
the  Western  company  unprecedented l!  ideal 
cess  to  vital  Russian  oil  and  gas.  But 
may  have  to  accept  some  changes  as 
Kremlin  continues  strengthening  its  gf 
on  energy.  Speculation  is  swirling  t 
the  tycoons  may  sell  out  to  Gazprom, 
state  gas  giant. 

A  more  pressing  issue  concerns  a  SSitlliar 
rian  gas  field  called  Kovykta,  which  bo; 
1.9  trillion  cubic  meters  in  reserves.  R 
sian  officials  say  TNK-BP  hasn't  fulfill  i; 
the  terms  of  its  license,  which  requii  k  (ra 
production  of  9  billion  cubic  meters  of  ti  ,e 
a  year,  about  18  times  its  current  outr 
If  the  shortfall  isn't  corrected  by  May 
the  government  says,  the  license  will  j; 
revoked  and  auctioned  anew.  "The  W 
is  always  demanding  that  we  do  thii 
strictly  by  the  law,  and  here  we're  acti  Sakha 
strictly  by  the  law,"  says  Oleg  Mit^  red  3= 
deputy  head  of  Russia's  Federal  Resoin  jtrv 
Management  Agency. 

For  TNK-BP,  though,  compliaia 
doesn't  seem  to  make  much  sense 
company  estimates  domestic  demand 
the  gas  to  be  less  than  a  third  of  the  fu 
quired  output,  but  TNK-BP  is  barred  fr 
exporting  gas,  a  privilege  reserved 
Gazprom.  Although  TNK-BP  has  asl*i| 
Gazprom  to  team  up  on  Kovykta,  the ;  i, 
company  hasn't  made  any  decision 
January  the  joint  venture's  CEO,  Rot 
Dudley,  said  he  hoped  to  reach  an  agr  jj 
ment  with  Gazprom  by  midyear. 

Most  in  the  industry  assume  the  h; 
line  is  a  negotiating  tactic,  not  unl 


1     fen 
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pressure  applied  to  Royal  Dutch 
11  PLC  last  year.  After  Shell  was  ac- 
;d  of  environmental  violations  at  a 

project  on  Sakhalin  Island  in  the 
sian  Far  East,  the  company  sold  a 
ority  stake  to  Gazprom.  "The  most 
ly  scenario  is  that  the  [TNK-BP's 
ykta]  license  won't  be  revoked,  but 
ead  Gazprom  will  come  into  the 
sortium,"  operating  the  field,  says 
;ry  Nesterov,  an  analyst  at  invest- 
lt  bank  Troika  Dialog. 

LL-CONNECTED  PARTNER? 

I  QUESTION  IS  what  TNK-BP  might 
able  to  get  for  its  stake.  Specula- 
.  in  the  market  ranges  from  cash  to 
:t  swaps  to  partnerships  in  other 
rgy  projects  with  Gazprom.  If  the 
ns  are  acceptable  to  BP  and  its  Rus- 
i  partners,  development  at  Kovykta 
ht  pick  up  speed.  Company  officials 
it  would  cost  $20  billion  to  develop 

field  and  build  pipelines.  But  that 
lldn't  be  profitable  without  exports— 
t  likely  to  China  and  South  Korea— 
ch  could  be  permitted  if  Gazprom 
e  on  board. 

j  deal  with  Gazprom  on  Kovykta  may 
solve  all  of  TNK-BP's  problems.  Some 
re  that  pressure  on  the  company  will 
tinue  until  Gazprom  gets  a  big  stake 
le  entire  venture,  not  just  the  Kovykta 
I.  Gazprom  last  year  declared  its  interest 
uying  out  BP's  Russian  partners,  which 
Id  happen  after  the  end  of  2007,  when 
joint  venture  agreement  allows  for 
nges  in  the  company's  share  structure, 
fould  BP  want  to  work  that  closely 

Gazprom?  It  might  mean  ceding 
le  strategic  decisions  to  Gazprom's 
lagement,  which  has  close  ties  to 
Kremlin.  Still,  BP  shows  no  signs  of 
ng  interest  in  Russia.  The  company 

a  minority  stake  in  a  venture  with 
e  oil  giant  Rosneft  to  drill  for  crude 
Sakhalin  Island.  And  last  year  BP  ac- 
ted 35  new  operating  licenses  in  the 
ntry  and  plowed  $1.25  billion  into 
t-BP.  This  year  it's  likely  to  invest 
ut  that  much  again. 
)espite  the  tension  over  Kovykta,  BP 

tried  hard  to  maintain  good  rela- 
s  with  Moscow.  It  snapped  up  $1 
on  in  Rosneft  shares  last  year  when 
Kremlin  canvassed  support  for  the 
ipanys  initial  public  offering  in  Lon- 

And  by  bidding  in  a  controversial 
•ch  auction  of  assets  of  bankrupt 
bompany  Yukos,  it  helped  legitimize 
r  sale  to  Rosneft.  That  may  be  the 
:e  for  global  oil  companies  that  want 
o  business  in  Putin's  Russia.  ■ 

-With  Stanley  Reed  in  London 


DEALS 


RUBLES 
ACROSS 
THE  SEA 

Russian  companies 
are  on  a  global 
buying  spree 


BY  JASON  BUSH 

A  "SURPRISE  BID." 
That's  the  way  much 
of  the  world  press  de- 
scribed the  decision 
by  Russian  national 
airline  Aeroflot  to  join 
in  the  pursuit  of  Ital- 
ian carrier  Alitalia.  Europeans  were 
also  surprised  last  September  when 
Moscow-based  Vneshtorgbank  spent 
$1  billion  for  a  5%  stake  in  European 
aerospace  concern  EADS.  The  same 
goes  for  the  $2.3  billion  cash  buyout 
last  November  of  Oregon 
Steel  Mills  Inc.  by  Rus- 
sian steelmaker  Evraz— 
the  country's  largest 
overseas  deal  yet. 

Get  used  to  the  sur- 
prises: There's  a  new 
breed  of  corporate  deal- 
makers  hailing  from  the 
east.  Russian  companies 
last  year  spent  $13  bil- 
lion on  overseas  acquisi- 
tions, up  from  $1  billion 
in  2002,  according  to 
market  tracker  Dealogic. 
Including  spending  on 
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Vaiue  of  Russian 
overseas  M&A 
deals  in  2006 


ABRAMOVICH  His  Evraz  is  hungry  for 
American  steel  outfits 


existing  ventures,  the  Russian  Central 
Bank  says  foreign  direct  investment 
from  Russia  last  year  totaled  $18  bil- 
lion, five  times  the  level  in  2002. 

Russian  companies  can  afford  to 
splurge.  The  country  is  awash  in  cash 
from  exports  of  oil,  gas,  and  metals, 
which  helped  boost  its  current-account 
surplus  to  $94  billion  last  year.  That  is 
flowing  into  all  corners  of  the  economy, 
so  even  companies  far  removed  from 
the  energy  sector  have  plenty  of  spend- 
ing money.  "It's  hardly  surprising  that 
companies  are  looking  for  opportuni- 
ties abroad,"  says  Roland  Nash,  head  of 
research  at  Moscow  investment  bank 
Renaissance  Capital. 

Russian  money,  though,  doesn't  al- 
ways get  a  warm  welcome.  Gas  giant 
Gazprom  sparked  a  media  furor  in 
Britain  last  year  when  it  said  it  might 
bid  for  Centrica  PLC,  Britain's  No.  1 
gas  supplier.  Russian  companies  lost 
international  deals  worth  $50  billion 
in  2006,  in  part  because  of  politi- 
cal attitudes,  Foreign  Minister  Sergei 
Lavrov  told  a  meeting  of  business 
leaders  in  Moscow  in  February.  As  a 
result,  Gazprom  and  others  have  hired 
Western  public-relations  consultants 
to  polish  their  image. 

Despite  such  obstacles,  there's  little 
doubt  the  Russian  acquisition  trend 
will  intensify.  Many  big  Russian  com- 
panies see  expansion  into  international 
markets  as  a  necessary  step  in  their  de- 
velopment. Energy  and  metals  groups 
want  to  move  beyond  raw  materials 
into  higher-profit  areas  such  as  refining 
and  manufacturing.  Steelmaker  Evraz, 
controlled  by  tycoons  Roman  Abramov- 
ich  and  Alexander  Abramov,  is  rumored 
to  be  considering  a  bid  for  Ipsco  Inc., 
a  pipemaker  in  Illinois.  (Evraz  had  no 
comment.)  Russia's  telecommunica- 
tions companies  are  on 
the  prowl,  too.  Altimo, 
a  holding  company  that 
owns  mobile-phone  op- 
erator VimpelCom,  has 
taken  out  a  $1.5  billion 
loan  to  fund  acquisitions 
in  India,  Indonesia,  and 
Vietnam.  "The  saturation 
of  the  market  means  we 
are  looking  beyond  Rus- 
sia's borders,"  says  Alti- 
mo Vice-President  Kirill 
Babaev.  These  days,  any 
such  deal  should  come 
as  no  surprise.  ■ 
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SHOPPING  SHAKEUP 


WIDENING  AISLES 
FOR  INDIAN  SHOPPERS 

Big  retailers  are  jostling  to  replace  millions 
of  small  merchants  with  chain  stores 


tion  is  also  tough.  With  all  the  new  rei 
investment,  prices  for  suitable  space  hii 
jumped  by  60%  in  the  past  six  months,  a 
Vivek  Kaul,  head  of  Jones  Lang  LaSalli 
retail  advisory  service  in  India.  "For  c< 
retail  property,  there  are  five  tenants  loi 
ing  at  it,"  Kaul  says.  Another  consult!! 
says  Reliance  is  opening  only  30  store t 
month,  down  from  a  projected  50,  becau 
of  difficulties  in  getting  leases. 


BY  STEVE  HAMM  AND 
NANDINI  LAKSHMAN 

T'S  A  SCENE  THAT  WOULD  BE 
positively  ho-hum  in  any  U.S.  su- 
permarket: Shoppers  carefully  se- 
lect perfectly  ripe  tomatoes  from 
a  bin,  place  them  in  a  plastic  bag, 
weigh  them  on  a  digital  scale,  then 
slip  the  bag  into  a  clean  shopping 
cart.  But  what's  no  big  deal  for  Ameri- 
cans is  unusual  in  India. 

The  store  is  a  newly  opened  Reliance 
Fresh  produce  shop  in  the  southern  city 
of  Hyderabad.  With  200  different  types 
of  fruits  and  vegetables  displayed  along 
brightly  lit,  air-conditioned  aisles,  the 
compact  store  is  a  revelation  for  many 
middle-class  Indians.  "It's  good  to  shop 
here— the  cleanliness,  the  prices— every- 
thing," says  Sarah  Khan,  a  burka-clad 
shopper  with  two  children  in  tow. 

A  retail  revolution  is  sweeping  India. 
For  decades,  Indians  have  largely  relied 
on  kirana  stores— tiny  neighborhood 
shops— and  produce  markets,  where  the 
fruit  and  vegetables  are  often  well  past 
their  prime.  But  Reliance  Industries 
Ltd.  and  other  Indian  conglomerates  are 
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changing  that.  All  told,  investors  both 
local  and  foreign  plan  to  spend  more 
than  $25  billion  over  the  next  five  years 
to  change  the  way  Indians  shop.  The 
prize?  A  retail  market  that  is  expected  to 
surge  to  $637  billion  by  2015  from  some 
$300  billion  today. 

Problem  is,  the  road  to  retail  riches  in 
India  runs  uphill.  The  market  is  domi- 
nated by  12  million  mom-and-pop  stores, 
and  those  small-time  merchants  aren't 
going  to  let  the  big  boys  in  without  a  fight. 
They've  already  staged  several  protests 
calling  on  the  government  to  stop  the 
conglomerates  from  sweeping  them  aside. 
"These  big  companies  are  luring 
our  customers  with  discounts, 
and  this  shouldn't  be  done,"  says 
Dhaijibhai  Rayji,  an  eldery  ki- 
rana shop  owner  in  suburban 
Mumbai. 

Keeping  shelves  stocked  can 
be  a  challenge,  too.  India's  nar- 
row roads  slow  traffic  to  a  crawl, 
and  the  country  has  only  1,500 
refrigerated  trucks,  so  one-third 
of  produce  rots  before  reaching 
customers.  Finding  a  good  loca- 


The  big 
prize: 

A  $637 
billion 
market 
by  2015 


CREEPING  IN 

THOSE  CONCERNS  HAVEN'T  Stoppi 
the  rush  into  the  sector.  The  Tata  GrO' 
is  opening  hypermarkets  and  appliari 
shops,  and  the  Aditya  Birla  Group [ 
plowing  $2  billion  into  a  national  ch<; 
of  supermarkets.  And  while  foreign  i 
tailers  are  largely  banned  from  settii 
up  shop  in  India,  multinational  giaii 
are  slowly  creeping  in.  Wal-Mart  Stoi 
Inc.  is  negotiating  a  deal  to  provi' 
logistics  and  technology  for  Bharti  I 
terprises,  an  Indian  conglomerate  tl 
has  earmarked  $2.5  billion  for  fo« 
clothing,  and  electronics  stores.  Germ 
discounter  Metro  operates  wholes; 
outlets  in  Bangalore  and  Hyderabi! 
while  France's  Carrefour  and  Britai) 
Tesco  are  also  putting  out  feelers. 
Reliance,  though,  has  the  most  am 
tious  plans.  Since  launching 
first  store  in  October,  the  Mu: 
bai-based  company  has  open 
more  than  100  Reliance  Fre 
outlets  as  part  of  a  $6  billi 
push  into  retail  that  will  also : 
elude  hypermarkets,  wholes; 
outlets,  and  electronics  stor 
Ambitious,  sure,  but  Reliar 
says  it's  prepared  for  the  com[ 
tition.  Says  Raghu  Pillai,  head 
Reliance's  retail  arm:  "Ther 
room  for  everybody."  ■ 
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Wal-Mart's 
Midlife  Crisi 

DECLINING  GROWTH,  INCREASING  COMPETITION, 
AND  NOT  AN  EASY  FIX  IN  SIGHT 


JOHN  E.  FLEMING,  WAL-MART'S  NEWLY  APPOINT- 
ed  chief  merchandising  officer,  is  staring  hard  at  a 
display  of  $14  women's  T-shirts  in  a  Supercenter 
a  few  miles  from  the  retailer's  Bentonville  (Ark.) 
headquarters.  The  bright-hued  stretch  T's  carry 
Wal-Mart's  own  George  label  and  are  of  a  qual- 
ity and  stylishness  not  commonly  associated  with 
America's  iiZ?er-discounter.  What  vexes  Fleming  is 
that  numerous  sizes  are  out  of  stock  in  about  half  of 
the  12  colors,  including  frozen  kiwi  and  black  soot. 
Fleming  may  be  America's  most  powerful  merchant,  but 
a  timely  solution  is  beyond  him  even  so.  Wal-Mart 
failed  to  order  enough  of  these  China-made  T-shirts 
last  year,  and  so  they  and  other  George-brand  basics 
will  remain  in  short  supply  in  most  of  its  3,443  U.S. 
stores  until  2007's  second  half,  depriving  the  retailer 
of  tens  of  millions  of  dollars  a  week  it  sorely  needs.  "The  is- 
sue with  apparel  is  long  lead  times,"  says  the  quietly  intense 
Fleming,  who  spent  20  years  at  Target  Corp.  before  joining 
Wal-Mart  Stores  Inc.  "We  will  get  it  fixed." 

For  nearly  five  decades,  Wal-Mart's  signature  "everyday  low 
prices"  and  their  enabler— low  costs— defined  not  only  its  busi- 
ness model  but  also  the  distinctive  personality  of  this  proud, 
insular  company  that  emerged  from  the  Ozarks  backwoods  to 
dominate  retailing.  Over  the  past  year  and  a  half,  though,  Wal- 
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Mart's  growth  formula  has  stopped  working.  In  2006  its  I 
division  eked  out  a  1.9%  gain  in  same-store  sales— its  wc 
performance  ever— and  this  year  has  begun  no  better.  By  t 
key  measure,  such  competitors  as  Target,  Costco,  Kroger,  S&. 
way,  Walgreen's,  CVS,  and  Best  Buy  now  are  all  growing  two 
five  times  faster  than  Wal-Mart  (table,  page  54). 

Wal-Mart's  botched  entry  into  cheap-chic  apparel  is  embli 
atic  of  the  quandary  it  faces.  Is  its  alarming  loss  of  moment 
the  temporary  result  of  disruptions  caused  by  transitory  err 
like  the  T-shirt  screwup  and  by  overdue  improvements  such 
the  store  remodeling  program,  launched  last  year?  Or  is  W 
Mart  doing  lasting  damage  to  its  low-budget  franch 
by  trying  to  compete  with  much  hipper,  nimbler  riv 
for  the  middle-income  dollar?  Should  the  retailer 
double  its  efforts  to  out-Target  Target,  or  would  it 
better  off  going  back  to  basics? 
If  Wal-Mart  seems  short  of  answers  at  the  moment,  it  mi| 
well  be  because  there  aren't  any  good  ones.  Increasingly 
appears  that  America's  largest  corporation  has  steered  iti 
into  a  slow-growth  cul  de  sac  from  which  there  is  no  esca 
"There  are  a  lot  of  issues  here,  but  what  they  add  up  to  is 
end  of  the  age  of  Wal-Mart,"  contends  Richard  Hastings 
senior  analyst  for  the  retail  raring  agency  Bernard  Sands.  "1 
glory  days  are  over." 

Simple  mathematics  suggest  that  a  45-year-old  compi 
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SCOTT  The  CEO's 
full-speed-ahead 
expansion  strategy 
is  increasingly 
problematic 
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in  an  industry  growing  no  faster  than  the  economy  as  a  whole 
will  struggle  to  sustain  the  speedy  growth  rates  of  its  youth. 
In  Wal-Marf  s  case,  this  difficulty  is  exacerbated  by  its  great 
size  and  extreme  dominance  of  large  swaths  of  the  U.S.  retail 
market.  Wal-Mart  already  controls  20%  of  dry  grocery,  29%  of 
nonfood  grocery,  30%  of  health  and  beauty  aids,  and  45%  of 
general  merchandise  sales,  according  to  ACNielsen. 

However,  the  expansion  impulse  is  as  deeply  embedded  in 
Wal-Marf  s  DNA  as  its  allegiance  to  cut-rate  pricing.  Wal-Mart 
was  able  to  boost  total  U.S.  revenues  by  7.2%  last  year  by  open- 
ing new  stores  at  the  prodigious  rate  of  nearly  one  a  day.  Ac- 
cording to  Wal-Mart  CEO  H.  Lee  Scott  Jr.,  the  company  plans 
to  sustain  this  pace  for  at  least  the  next  five  years.  In  fact,  he  is 
on  record  saying  that  room  remains  in  the  U.S.  for  Wal-Mart 
to  add  4,000  Supercenters— the  largest  of  its  store  formats  by 
far— to  the  2,000  it  now  operates. 

Does  Scott,  58,  recognize  any  limits  whatsoever  to  Wal- 
Mart's  growth  potential  in  the  U.S.,  which  accounted  for  78% 
of  its  $345  billion  in  sales  last  year?  "Actually,  and  I  know  if  s 
going  to  sound  naive  to  you,  I  don't,"  he  replies.  "The  real  is- 
sue is,  are  [we]  going  to  be  good  enough  to  take  advantage  of 
the  opportunities  that  exist?" 

TOO  CLOSE  FOR  COMFORT 

WALL  STREET  DOES  NOT  SHARE  Scott's  bullishness,  to  put  it 
mildly.  Wal-Mart  shares  are  trading  well  below  their  2004  high 
and  have  dropped  30%  in  total  since  Scott  was  named  CEO  in 
2000,  even  as  the  Morgan  Stanley  retail  index  has  risen  180%. 
"The  stock  has  been  dead  money  for  a  long  time,"  says  Charles 
Grom,  a  JPMorgan  Chase  &  Co.  analyst. 

Even  money  managers  who  own  Wal-Mart's  shares  tend  to 
see  the  retailer  as  a  beaten-down  value  play,  not  a  growth  com- 
pany. "I'd  be  surprised  if  true  growth-oriented  investors  were 
involved  at  this  point,"  says  Walter  T.  McCormick,  manager 
of  the  $1.2  billion  Evergreen  Fundamental  Large  Cap  Fund, 
which  began  buying  the  stock  a  year  ago.  "The  issue  the  Street 
has  is  market  saturation:  We  may  be  in  the  seventh  inning  of 
a  nine-inning  game." 

One  can  argue  that  the  deceleration  of  Wal-Mart's  organic 
growth  is  a  function  of  the  aging  of  its  outlets,  given  that  same- 
store  sales  rates  slow  as  stores  mature.  Outlets  five  years  or 
older  accounted  for  17%  of  all  U.S.  Supercenters  in  2000  and 
44%  in  2006,  and  will  top  60%  in  2010,  according  to  HSBC 
analyst  Mark  Husson.  "There's  an  inevitability  of  bad  middle 
age,"  he  says. 

Meanwhile,  the  underlying  economics  of  expansion  have 
turned  against  Wal-Mart,  even  as  it  relies  increasingly  on 
store-building  to  compensate  for  sagging  same-store  sales.  On 
balance,  the  new  Supercenters  are  just  not  pulling  in  enough 
sales  to  offset  fully  the  sharply  escalating  costs  of  building 
them.  Part  of  the  problem  is  that  many  new  stores  are  located 
so  close  to  existing  ones  that  Wal-Mart  ends  up  competing 
with  itself.  All  in  all,  the  retailer's  pretax  return  on  fixed  assets, 
which  includes  things  such  as  computers  and  trucks  as  well  as 
stores,  has  plunged  40%  since  2000. 

Even  many  analysts  with  a  buy  on  Wal-Mart  want  it  to  fol- 
low the  lead  of  McDonald's  Corp.  and  cut  way  back  on  new- 
store  building  to  concentrate  instead  on  extracting  more  value 
from  existing  stores,  which  vary  wildly  in  their  performance. 
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Wal-Mart  disclosed  a  year  and  a  half  ago  that  same-store  s*  pM 
were  rising  10  times,  or  1,000%,  faster  at  the  800  best-mij  'U:, 
aged  outlets  than  at  the  800  worst-run  ones.  Equally  she..  ^ 
ing  was  its  admission  that  25%  of  its  stores  failed  to  im 
minimum  expectations  of  cjeanliness,  product  availabi    , 
checkout  times,  and  so  on. 

Scott  is  acutely  aware  of  the  Street's  discontent.  "We  hav 
find  a  way  to  give  our  shareholders  back  the  returns  that  t 
need  through  some  mechanism,"  he  acknowledges.  In  Mai 
Wal-Mart  boosted  its  dividend  31%.  Apparently,  the  board  i 
is  considering  spinning  off  Sam's  Club,  the  warehouse  c 
division  that  is  a  perennial  also-ran  to  Costco. 

Wal-Mart  announced  late  last  year  that  it  would  trim 
customary  8%  annual  addition  to  U.S.  square  footage  to  1°a 
2007  At  the  moment,  though,  slamming  on  the  brakes  is  ou  i 
the  question.  Says  Scott:  "If  you  stop  the  growth  at  Wal-M 
you'd  be  silly  to  think  that  [alone]  means  you're  going  to  h 
better  stores." 

Wal-Mart's  "home  office"  has  taken  a  series  of  steps 
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Wal-Mart  sees 
room  for  4,000 
new  Supercenters 


Iprove  the  performance  of  its  far-flung  store  network.  Last 
iir  it  implemented  a  whole  new  supervisory  structure  that 
Ijuired  many  of  its  27  regional  administrators  to  move  out 
Bentonville  and  live  in  the  districts  they  manage.  In  April, 
3tt  removed  the  executive  in  charge  of  U.S.  store  operations 
d  put  her  in  charge  of  corporate  personnel  instead. 
The  number  of  stores  falling  below  the  threshold  of  mini- 
am  customer  expectations  has  declined  but  remains  "more 
in  would  be  acceptable,"  says  Scott,  who  is  surprisingly 
ilosophical  about  the  persistence  of  mediocrity.  Asked  why  it 
s  been  so  difficult  to  fix  bad  stores,  he  replies:  "That's  a  very 
od  question.  If  s  a  question  I  ask  all  the  time." 
The  polite,  self-deprecating  Scott  is  no  Robert  L.  Nardelli, 
lose  ouster  as  Home  Depot  Inc.'s  chief  had  as  much  to  do  with 
s  abrasive  personality  as  the  chain's  business  problems.  That 
id,  Wal-Marf  s  stock  has  performed  worse  under  Scott  than 
taie  Depot's  did  under  Nardelli.  "The  Street  is  going  to  look 
the  back  half  of  2007  for  evidence  of  improvement,"  says  an 
Iviser  to  a  large,  longtime  Wal-Mart  shareholder.  "If  that  doesn't 


happen,  you're  going  to  see  a  tremendous  amount  of  pressure." 
Scott  &  Co.  already  are  struggling  to  cope  with  mounting 
sociopolitical  backlash  to  Wal-Mart's  size  and  aggressive 
business  practices.  Over  the  past  decade,  dozens  of  lawsuits 
were  brought  by  employees  claiming  to  be  overworked  and 
underpaid,  including  the  mother  of  all  sex  discrimination  class 
actions.  Organized  labor  set  up  two  Washington-based  orga- 
nizations to  oppose  the  antiunion  employer  at  every  turn.  And 
hundreds  of  municipalities  across  the  country  erected  legal 
obstacles  of  one  kind  or  another. 

Wal-Mart's  initial  reaction  to  the  gathering  storm  of  opposi- 
tion was  to  ignore  it  and  maintain  the  defiant  insularity  that  is 
a  legacy  of  its  Ozarks  origins.  "The  best  thing  we  ever  did  was 
hide  back  there  in  the  hills,"  Sam  Walton,  the  company's  leg- 
endary founder,  declared  shortly  before  his  death  in  1992. 

In  the  past  few  years,  Scott  has  reluctantly  brought  Wal- 
Mart  out  from  behind  its  Bentonville  barricades.  Virtually 
from  scratch,  this  famously  conservative  company  has  built  a 
large  public  and  government  relations  apparatus  headed  by 
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Wal-Mart  already  controls  17%  of 
perishable  food  in  the  U.S. 


Fashion 


The  in-house  George  label  is  tonier  than  the 
norm,  but  distribution  has  been  spotty 


Leslie  A.  Dach,  a  veteran  Washington  political  operative  of  pro- 
nounced liberal  bent.  Few  CEOs  have  embraced  environmental 
sustainability  as  avidly  as  has  Scott,  who  also  broke  with  the 
Republican  orthodoxy  of  his  predecessors  by  advocating  a  hike 
in  the  federal  minimum  wage. 

If  s  not  just  rhetoric:  Wal-Mart  has  indeed  made  substantive 
reforms  in  some  areas.  It  has  struck  up  effective  working  rela- 
tionships with  many  of  the  very  environmental  groups  it  once 
disdained.  No  less  dramatically,  the  company  has  added  three 
women  (one  is  Hispanic)  and  two  African 
American  directors  to  its  board  and  also  tied 
all  executive  bonuses  to  diversity  goals. 

It  turns  out,  though,  that  there  is  a  dark, 
paranoid  underside  to  Wal-Mart's  visible 
campaign  of  outreach.  What  began  as  an 
attempt  by  Wal-Mart's  Threat  Research 
and  Assessment  Group  to  detect  theft  and 
pro-union  sympathies  among  store  work- 
ers grew  into  surveillance  of  certain  out- 
side critics,  consultants,  stockholders,  and 
even  Wal-Mart's  board.  Bruce  Gabbard,  a 
security  technician  fired  for  allegedly  unau- 
thorized wiretapping  of  a  New  York  Times 
reporter,  has  described  himself  as  "the  guy 
listening  to  the  board  of  directors  when  Lee 
Scott  is  excused  from  the  room." 

Wal-Mart's  spreading  Spygate  scandal 
is  perhaps  the  most  damaging  in  a  long 
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stock  price 

''Dead  money"  since  the  turn  of 
the  century 
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sequence  of  PR  disasters,  including  last  year's  conviction 
former  No.  2  executive  Thomas  M.  Coughlin  on  fraud  and  t; 
evasion  charges  stemming  from  embezzlement  of  compaulne 
funds.  Coughlin,  a  Walton  protege  who  had  been  Scotf  s  leas  w. 
ing  rival  for  the  CEO  post,  is  serving  a  sentence  of  27  montl: 
of  house  arrest. 

There  is  no  way  of  measuring  how  much  business  Wal-Mal;  iCap: 
is  losing  to  competitors  with  more  benign  reputations.  Accor-i 
ing  to  a  recent  survey  conducted  by  Wal-Mart  itself,  though 
14%  of  Americans  living  within  range 
one  of  its  stores— which  takes  in  90%  of  tit 
population— are  so  skeptical  of  the  compau  % 
as  to  qualify  as  "conscientious  objectors." 

But  the  Arkansas  giant's  fundamenti  ceded 
business  problem  is  that  selling  for  less  l 
longer  confers  the  overwhelming  businei  ; 
advantage  it  once  did.  Low  prices  still  defiti  s 
the  chain's  appeal  to  its  best  customers,  tl 
45  million  mostly  low-income  Americaa^] 
who  shop  its  stores  frequendy  and  broadu  g 
But  the  collective  purchasing  power  of  the*,  s  th; 
"loyalists,"   as  Wal-Mart  calls  them,  hb  fe 
shriveled  in  recent  years  as  hourly  wag;  fl^ 
have  stagnated  and  the  cost  of  housing  ai<:  gofe 
energy  have  soared. 

More  affluent  shoppers  also  walk  Wt 
Mart's  aisles  in  great  numbers,  but  they  tev,  -^ 
to  buy  sparingly,  loading  up  on  toothpas'' 
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the  goods  are  still  cheap,  Wal-Mart 
vin  on  price  the  way  it  used  to 


Shoppers 


Middle  America  isn't  flocking  as  it  did, 
and  richer  shoppers  buy  more  selectively 


itergent,  and  other  "consumables"  priced  barely  above  cost 
die  shunning  higher-margin  items  such  as  clothes  and  fur- 
ure.  To  the  selective  middle-income  shopper,  quality,  style, 
•vice,  and  even  store  aesthetics  increasingly  matter  as  much 
price  alone.  "Here's  the  big  thought  Wal-Mart  missed:  Price 
not  enough  anymore,"  says  Todd  S.  Slater,  an  analyst  at  Laz- 
!1  Capital  Markets. 

iACKWOODS  KNOWHOW 

FIRST,  WAL-MART  MANAGEMENT  blamed  its  loss  of  mo- 
;ntum  mostly  on  rising  gasoline  prices— a  theory  undercut 
ten  same-store  sales  kept  falling  even  as  the  cost  of  gas 
:eded  during  the  latter  half  of  2006.  Today,  Wal-Mart  execu- 
es  are  more  willing  to  acknowledge  the  X  factor  of  intensi- 
\i  competition.  Says  Fleming:  "We're  now  up  against  world- 
ss  competitors  that  are  each  taking  a  slice  of  our  business." 
Wal-Mart  not  only  was  slow  to  recognize  this  threat  but  also 
sponded  haphazardly  once  it  did.  The  nub  of  the  problem 
s  that  the  discounter  had  relied  for  so  long  on  selling  for 
s  that  it  did  not  know  any  other  way  to  sell.  Wal-Mart  did 
t  begin  to  build  a  marketing  department  worthy  of  the  name 
til  Fleming  was  named  to  the  new  position  of  chief  market- 
;  officer  in  spring,  2005,  an  appointment  Scott  hailed  as  "an 
Taordinaiy  move  for  us." 

Founded  in  1962,  Wal-Mart  rose  to  dominance  on  the 
ength  of  its  mastery  of  retailing's  "back-end"  mechanics. 
Irced  by  the  isolation  of  the  Ozarks  to  do  for  itself  what  most 


retailers  relied  on  others  to  do  for  them,  Wal-Mart  built  a  cut- 
ting-edge distribution  system  capable  of  moving  goods  from 
factory  loading  dock  to  store  cash  register  faster  and  cheaper 
by  far  than  any  competitor.  It  added  to  its  cost  advantage  by 
refusing  to  acquiesce  to  routine  increases  in  wholesale  prices, 
continually  pressing  suppliers  to  charge  less. 

Walton,  who  was  both  a  gifted  merchant  and  a  born  tight- 
wad, also  pinched  pennies  in  every  other  facet  of  business, 
from  wages  and  perks  (there  were  none)  to  fixtures  and  fur- 
nishings. Aesthetics  counted  for  so  little  that  when  the  retailer 
finally  put  down  carpet  in  its  stores  it  took  care  to  choose  a 
color  that  matched  the  sludgy  gray-brown  produced  by  mixing 
dirt,  motor  oil,  and  the  other  contaminants  most  commonly 
tracked  across  its  floors.  To  Wal-Mart,  the  beauty  of  its  hideous 
carpet  was  that  it  rarely  needed  cleaning. 

Low  costs  begat  low  prices.  Instead  of  relying  on  promo- 
tional gimmickry,  Wal-Mart  sold  at  a  perpetual  discount 
calculated  to  make  up  for  in  volume  what  it  lost  in  margin. 
Walton's  philosophy  was  price  it  low,  pile  it  high,  and  watch  it 
fry.  His  belief  in  everyday  low  prices  made  him  a  populist  hero 
even  as  he  built  America's  largest  fortune.  (His  descendants 
still  own  40%  of  Wal-Mart's  shares,  a  stake  worth  $80  billion.) 
Regulators  forced  "Mr.  Sam"  to  modify  his  slogan  of  "Always 
the  lowest  price"  to  the  hedged  "Always  low  prices!"  But  hun- 
dreds of  retailers  went  broke  trying  to  compete  with  Wal-Mart 
on  price  just  the  same. 

In  many  ways,  Wal-Mart  has  remained  reflexively  tight- 
fisted  under  Scott,  a  28-year  company  veteran  who  trained 
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at  Walton's  knee  and  rose  to  the  top  through  trucking  and 
logistics.  Last  year,  Wal-Mart  began  remodeling  the  apparel, 
home,  and  electronics  sections  in  1,800  stores,  replacing 
miles  of  that  stain-colored  carpeting  with  vinyl  that  looks 
like  wood.  To  Fleming,  the  new  "simulated  wood"  floor  is 
all  about  aesthetic  improvement.  His  boss  takes  the  classical 
Wal-Mart  view.  "The  truth  is  that  vinyl  costs  less,"  Scott  says. 
"And  the  maintenance  on  the  vinyl  costs  less  than  the  main- 
tenance on  the  carpet." 

Yet  Wal-Mart  is  neither  as  low-cost  nor  as  low-price  a  re- 
tailer as  it  was  in  Walton's  day,  or  even  when  Scott  moved  up 
to  CEO.  Most  dramatically,  overhead  costs  jumped  14.8%  in 
2006  alone  and  now  amount  to  18.6%  of  sales,  compared  with 
16.4%  in  Scott's  first  year— a  momentous  rise  in  a  business  that 
counts  profit  in  pennies  on  the  dollar. 

The  imperatives  of  reputational  damage  control  have  prompt- 
ed Bentonville  to  add  hundreds  of  staff  jobs  in  public  relations, 


Key  rivals  outrun  Wal-Mart 

PERCENT  INCREASE  IN  SALES  IN  STORES  OPEN  AT  LEAST  ONE  YEAR 
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corporate  affairs,  and  other  areas  that  the  company  happily  ig- 
nored when  it  was  shielded  by  the  force  field  of  Walton's  folksy 
charisma.  And  as  the  nation's  largest  electricity  consumer  and 
owner  of  its  second-largest  private  truck  fleet,  Wal-Mart  was  hit 
doubly  hard  by  the  explosion  of  energy  costs. 

Wal-Mart  also  has  purposefully,  if  not  entirely  voluntarily, 
inflated  its  cost  base  in  expanding  far  beyond  its  original  rural 
Southern  stronghold.  It  is  far  more  expensive  to  buy  land  and 
to  build,  staff,  and  operate  stores  in  the  large  cities  that  are 
the  final  frontier  of  Wal-Mart's  expansion  than  in  the  farm 
towns  where  it  began.  Then,  too,  the  company  is  encountering 
mounting  resistance  as  it  pushes  deeper  into  the  Northeast, 
Upper  Midwest,  and  West  Coast,  requiring  it  to  retain  legions 
of  lawyers  and  lobbyists  to  fight  its  way  into  town. 

NARROWING  THE  GAP 

UNDER  SCOTT,  WAL-MART  even  blunted  its  seminal  edge  in 
distribution  by  letting  billions  of  dollars  in  excess  inventories 
accumulate  at  mismanaged  stores.  A  dubious  milestone  was 
reached  in  2005  as  inventories  rose  even  faster  than  sales. 
"You'd  see  these  big  storage  containers  behind  stores,  but 
what  was  more  amazing  was  that  [local]  managers  were  go- 
ing outside  Wal-Mart's  distribution  network  to  subcontract 
their  own  warehouse  space,"  says  Bill  Dreher,  a  U.S.  retailing 
analyst  for  Deutsche  Bank. 

Over  the  past  decade,  top  competitors  in  most  every  retail- 
ing specialty  have  succeeded  in  narrowing  their  cost  gap  with 
Wal-Mart  by  restructuring  their  operations.  They  eliminated 
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jobs,  remodeled  stores,  and  replaced  warehouses,  investing 
heavily  in  new  technology  to  tie  it  all  together.  Unionized 
supermarkets  even  managed  to  chip  away  at  Wal-Mart's  non  , 
union-labor  cost  advantage,  signaling  their  resolve  by  taking  i  j 
long  strike  in  Southern  California  in  2003-04.  The  end  result  J 
Rival  chains  gradually  were  able  to  bring  their  prices  dowr  J 
closer  to  Wal-Mart's  and  again  make  good  money. 

Consider  the  return  to  form  of  Kroger  Co.,  the  largesl 
and  oldest  U.S.  supermarket  chain.  Cincinnati-based  Krogei' 
competes  against  more  Wal-Mart  Supercenters— 1,000  at  las 
count— than  any  other  grocer.  Which  is  why  until  recently  th<  { 
only  real  interest  Wall  Street  took  in  the  old-line  giant  wail 
measuring  it  for  a  coffin.  Today,  though,  a  rejuvenated  Kroge: 
is  gaining  share  faster  in  the  32  markets  where  it  compete) 
with  Wal-Mart  than  in  the  12  where  it  does  not. 

A  recent  Bank  of  America  survey  of  three  such  markets- 1 
Atlanta,  Houston,  and  Nashville— found  that  Kroger's  price;  I 
were  7.5%  higher  on  average  than  Wal-Mart's! 
compared  with  20%  to  25%  five  years  ago.  Thi:f 
margin  is  thin  enough  to  allow  Kroger  to  agaii 
bring  to  bear  such  "core  competencies"  as  sefl 
vice,  quality,  and  convenience,  says  BofA's  Scot 
A.  Mushkin,  who  recently  switched  his  Kroge 
rating  to  buy  from  sell.  "We're  saying  the  gamij 
has  changed,  and  it  looks  like  it  has  changed) 
substantially  in  Kroger's  favor,"  he  says. 

While  Wal-Mart  vies  with  a  plethora  of  born  jj 
again  rivals  for  the  trade  of  middle-incomn 
Americans,  it  also  must  contend  on  the  lov 
end  of  the  income  spectrum  with  convenienc 
and  dollar-store  chains  and  with  such  "har«| 
discounters"  as  Germany's  Aldi  Group.  Thes' 
no-frills  rivals  are  challenging  Wal-Mart's  holoi 
over  budget-minded  shoppers  by  underpricingi^ 
on  many  staples. 
To  right  Wal-Mart's  listing  U.S.  flagship  division,  Scold 
installed  Eduardo  Castro-Wright  as  its  president  and  CEO  ii 
fall,  2005.  The  Ecuador-born,  U.S.-educated  Castro -Wright  | 
now  51,  worked  for  RJR  Nabisco  and  Honeywell  International 
Inc.  before  joining  Wal-Mart  in  2001.  In  Castro-Wright's  thre 
years  as  CEO  of  Wal-Mart  Mexico,  revenues  soared  50%,  powj 
ered  by  sparkling  same-store  sales  growth  of  10%  a  year. 

To  date,  Castro-Wright  has  fallen  so  far  short  of  replicatin 
the  miracle  of  Mexico  that  in  January  he  had  to  publicly  den 
rumors  that  he  was  about  to  be  transferred  back  to  interna 
tional.  Instead,  Scott  shifted  the  vice-chairman  over  Castro 
Wright  to  new  duties.  That  the  U.S.  chief  now  reports  direct!  I 
to  Scott  both  solidifies  Castro  -Wright's  status  and  ups  the  pres 
sure  on  him  to  show  results. 

Castro-Wright  can  point  to  progress  on  the  cost  side  of  th   ; 
ledger.  By  tightening  controls  over  the  stores,  headquarter'  lki\ 
has  halved  the  growth  rate  of  inventories  to  5.6%  from  11.5'  1% 
two  years  ago.  Wal-Mart  also  has  squeezed  more  productivit 
out  of  its  1.3  million  store  employees  for  eight  consecutiv 
quarters.  This  was  done  by  capping  wages  for  most  hourl 
positions,  converting  full-time  jobs  to  part-time  ones,  an 
installing  a  sophisticated  scheduling  system  to  adjust  staffin 
levels  to  fluctuations  in  customer  traffic.  l 

Wal-Mart  has  found  other  new  ways  to  economize,  notabl  » 
by  cutting  out  middlemen  to  do  more  contract  manufacturin 
overseas.  The  company's  much  publicized  green  initiative 
have  tempered  criticism  from  some  left-leaning  opponents  bi  % 
are  perhaps  best  understood  as  a  politically  fashionable  man 
festation  of  its  traditional  cost-control  imperative. 
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■By  any  conventional  measure,  Wal-Mart  remains  a  solidly 
pfitable  company.  Rising  overhead  costs  have  cut  into  net 
ilome,  which  in  2006  rose  a  middling  6.7%,  a  far  cry  from  the 
dnble-digit  increases  of  the  1990s.  Return  on  equity  contin- 
1  to  top  20%,  however,  and  U.S.  operating  margins  actually 
me  widened  a  bit  under  Castro-Wright,  as  costs  have  risen  a 
■slower  than  Wal-Mart's  average  selling  price. 
■Evidently,  though,  it  is  going  to  take  a  lot  more  than  Cas- 
trj  Wright's  workmanlike  adjustments  to  revive  Wal-Mart's 
ttjribund  stock.  In  the  end,  Scott's  aversion  to  a  McDonald's- 
ste  strategic  about-face  leaves  Wal-Mart  no  alternative  but  to 
ttto  grow  its  way  back  into  Wall  Street's  good  graces.  But  if 
0)  ning  a  new  Wal-Mart  or  Sam's  Club  almost  every  day  can't 
w?e  the  dial,  what  will? 
I'oreign  markets  present  an  intriguing  mix  of  potential 


and  peril  for  Wal-Mart,  which  first  ventured  abroad  in  1992. 
Although  the  company  now  owns  stores  in  13  countries,  the 
lion's  share  of  those  revenues  comes  from  Mexico,  Canada, 
and  Britain.  In  2006  international  revenues  rose  30%,  to  $77 
billion.  At  the  same  time,  though,  Wal-Mart's  long-standing 
struggles  to  adapt  its  quintessentially  American  low-cost,  low- 
price  business  model  to  foreign  cultures  was  underscored  by 
the  $863  million  loss  it  took  in  exiting  Germany. 

Wal-Mart  is  the  rare  U.S.  company  that  is  more  politically 
constrained  at  home  than  abroad  in  angling  for  outsize  growth 
opportunities.  In  March  it  withdrew  its  application  for  a  Utah 
bank  charter  just  before  a  congressional  committee  was  set  to 
convene  hearings.  The  retreat  marks  an  apparent  end  to  its  de- 
cade-long campaign  to  diversify  into  consumer  banking. 

Although  Wal-Mart  regularly  makes  sizable  acquisitions 
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abroad,  it  is  in  no  position  to  respond  in  kind  to  such  domestic 
dagger  thrusts  as  CVS's  $26.5  billion  acquisition  of  pharmacy 
benefits  manager  Caremark  Rx.  "That  deal  is  a  real  threat,  but 
Wal-Mart  would  have  huge  antitrust  problems  if  it  made  an 
acquisition  of  any  size,"  says  a  top  mergers-and-acquisitions 
banker.  "They  are  kind  of  stuck." 

In  the  end,  Wal-Mart  seems  unlikely  to  regain  its  stride 
unless  it  can  solve  what  might  be  the  diciest  conundrum 
in  retailing  today.  That  is,  can  it  seduce  tens  of  millions  of 
middle-income  shoppers  into  stepping  up  their  purchases 
in  a  major  way  without  alienating  its  low-income  legions  in 
the  process? 

Largely  because  of  the  pressing 
need  to  differentiate  itself  from  Wal- 
Mart,  Target  began  grappling  with 
this  very  puzzle  more  than  a  decade 
ago  and  gradually  solved  it  with  the 
cheap-chic  panache  that  transformed 
it  into  "Tar-zhay."  Says  the  president 
of  a  leading  apparel  maker:  "Target 
has  an  awareness  of  what's  happen- 
ing in  fashion  equal  to  a  luxury  player, 
maybe  greater.  They  have  set  the  bar 
very  high." 

Scott  acknowledged  as  much  in  mak- 
ing former  Target  exec  Fleming  chief 
marketing  officer,  reporting  to  Castro- 
Wright.  Fleming,  who  had  been  CEO 
of  Wal-Mart.com,  went  outside  to  fill 
every  key  slot  in  building  a  40-person 
marketing  group  from  scratch.  He  sup- 
ported Wal-Mart's  move  into  higher- 
priced,  more  fashionable  apparel  and 
home  furnishings  with  the  splashiest  marketing  the  retailer 
had  ever  done,  buying  ad  spreads  in  Vogue  and  sponsoring  an 
open-air  fashion  show  in  Times  Square. 

Wal-Mart's  top  management  all  the  way  up  to  and  includ- 
ing Scott  presumed  that  Wal-Mart  could  run  like  Tar-zhay 
before  it  had  learned  to  walk.  "What  Wal-Mart  tried  to  do 
smacks  of  a  kind  of  arrogant  attitude  toward  fashion— that 
you  can  just  order  it,  put  it  down,  and  people  will  buy  it," 
says  Eric  Beder,  a  specialty  retailing  analyst  at  Brean  Murray, 
Carret  &  Co. 

CRASH  COURSE 

WAL-MART  DID  EVERYTHING  at  once  and  precipitously, 
introducing  ads  even  as  it  was  flooding  stores  with  new  mer- 
chandise and  before  it  could  complete  its  store  remodeling 
program.  Bentonville  was  learning  marketing  on  the  fly  and 
did  not  even  attempt  to  adopt  the  sort  of  formal,  centralized 
merchandise  planning  at  which  Target  and  many  big  depart- 
ment-store chains  excel.  Instead,  Wal-Mart  relied  on  dozens  of 
individual  buyers  to  make  critical  decisions  as  it  pushed  hard 
into  unfamiliar  product  areas. 

How  else  to  explain  why  a  retailer  whose  typical  female  cus- 
tomer is  thought  to  be  a  size  14  loaded  up  on  skinny-leg  jeans? 
Or  why  Wal-Mart's  cheap-chic  Metro7  line  got  off  to  a  flying 
start  in  350  stores  only  to  crash  and  burn  as  it  was  rolled  out 
to  1,150  more?  Or  why  Wal-Mart  not  only  severely  misread  de- 
mand for  George-brand  basics  but  also  is  unable  to  replenish 
its  stocks  for  months  on  end  while  "fast-fashion"  chains  such 
as  H&M  easily  turn  over  entire  collections  every  six  weeks? 
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Scott  loved  Wal-Mart's  bold  new  direction  until  he  hat< 
it,  his  enthusiasm  diminishing  in  sync  with  same-store  sal 
throughout  much  of  2006.  "We  are  going  to  sell  for  less 
Scott  says  now,  emphasizing  a  return  to  Wal-Mart's  fir 
principles.  "I  believe  that  long  after  we  are  gone,  the  pers(| 
who  sells  for  less  will  do  more  business  than  the  person  wl 
doesn't." 

Yet  Scott  also  signaled  his  continuing  commitment  to  t] 
pursuit  of  the  middle-income  shopper  by  promoting  Flemii 
to  yet  another  new  post,  chief  merchandising  officer,  as  pa 
of  a  January  shakeup  of  the  senior  ranks.  Although  Wal-Ma 
no  doubt  has  sponsored  its  last  glit 
runway  show,  Fleming  insists  that  fl 
company  is  sticking  with  its  underl 
ing  strategy  of  "customer  relevance" 
that  is,  of  moving  beyond  a  monolith 
focus  on  price  to  try  to  boost  sales  1 
targeting  particular  customers  in  ne 
ways.  "We're  not  going  to  back  ofl 
he  vows.  "We've  learned  certain  1 
sons.  Some  things  we'll  build  on,  son 
things  we  won't." 

While  the  look  of  its  stores  is  d 
marily  a  function  of  how  much  W 
Mart  chooses  to  spend  on  them,  tl 
retailer  is  unlikely  ever  to  come  i 
with  an  ambience  conducive  to  sepj 
rating  the  affluent  from  their  mom 
without  changing  its  whole  approau 
to  labor.  The  chain's  dismal  scores  <• 
customer  satisfaction  surveys  imp 
that  it  is  understaffing  stores  to  ti 
point  where  many  of  them  Strug 
merely  to  meet  the  demands  of  its  sd 
service  format. 

It  is  entirely  possible  even  so 
Wal-Mart  in  time  will  figure  out  h 
to  sell  vast  quantities  of  dress-for-su 
cess  blazers,  400-thread-count  shee 
laptop  computers,  and  even  prepackaged  sushi.  But  as  Wi 
Mart  closes  in  on  $400  billion  in  annual  revenues,  it  is  gob 
to  have  to  overachieve  just  to  get  same-store  sales  risis 
again  at  3%  to  5%  a  year. 

The  odds  are  that  Scott,  or  his  successor,  will  have  to  choc 
between  continuing  to  disappoint  Wall  Street  or  milking  t 
U.S.  operation  for  profits  better  reinvested  overseas.  Only 
hitting  the  business  development  equivalent  of  the  lottery 
countries  like  China,  India,  or  Brazil  can  the  world's  largt 
retailer  hope  to  restore  the  robust  growth  that  once  seem 
like  a  birthright.  ■ 

-With  Mara  Der Hovanesian,  Lauren  Your 
and  Pallavi  Gogoi  in  New  Yc 
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Treo  700p 


Live  life  your  way  on  America's 
most  reliable  wireless  broadband  network. 
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Teaching  the  Body  to  Fix  Itself 
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Cancer  vaccines  still  in  trial  stages  may  be  able  to  prolong  life 
with  few  side  effects,  but  the  FDA  has  yet  to  be  convinced 


BY  CATHERINE  ARNST 

ARBARA  DERENOWSKI 
had  just  finished  pack- 
ing for  a  trip  to  Ha- 
waii last  May  when  she 
i  walked  into  her  kitchen 
and  found  she  was  un- 
able to  speak.  The  68- 
year-old  retired  nurse  assumed  she'd 
had  a  stroke,  and  she  remained  calm  as 
her  husband  John  drove  her  to  the  local 
hospital  in  Surprise,  Ariz.  There  she  got 
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the  tragic  news.  Multiple  brain  scans  re- 
vealed Barbara  had  the  deadliest  form  of 
brain  tumor,  a  glioblastoma,  which  kills 
most  victims  within  a  year.  After  under- 
going surgery,  Barbara  was  told  she  had 
about  six  months  to  live,  and  she  knew 
from  experience  the  doctor  wasn't  being 
overly  negative.  Her  mother  had  died  of 
a  brain  tumor  at  age  45,  five  months  after 
the  disease  was  diagnosed. 

Beyond  surgery,  there  are  no  effec- 
tive treatments  available  for  glioblasto- 


mas. But  Barbara's  daughter,  a  TV  nev  IE  e\ 
producer,  knew  about  an  experimentuvs  [ 
approach  being  tested  at  the  Universi*  smart 
of  Texas  M.D.  Anderson  Cancer  Cent 
in  Houston,  a  cancer  vaccine  designee.  ( 
to  train  the  body's  immune  system 
attack  the  tumor.  It  is  different  froijal,ad( 
Merck  &  Co.'s  Gardasil  vaccine,  approv  [> 
last  year  to  block  a  virus  that  caus 
cervical  cancer.  M.D.  Anderson's  vacci: 
alerts  the  body's  own  defenses  that  ca  I 
cer  cells  have  taken  root,  essentially  pro 


THEDERENOWSKISAnew 

drug  may  have  halted  the 
growth  of  Barbara's  cancer 


ding  the  body  to  heal  itself. 
Such  therapeutic  can- 
cer vaccines  have  been  the 
dream  of  oncologists  for 
more  than  a  century,  but 
the  theory,  though  elegant, 
has  yet  to  prove  itself.  None 
of  the  dozens  of  vaccines 
in  development  has  won 
approval  from  regulators, 
and  there  have  been  sev- 
eral high-profile  failures  in 
the  past  few  years.  One  of 
the  nation's  leading  cancer 
researchers,  Dr.  Steven  A. 
Rosenberg  of  the  National 
Cancer  Institute,  insists  that 
"there  are  no  therapeutic 
vaccines  that  have  been 
shown  to  be  effective." 

If  s  true.  There  is  no  con- 
firmation that  vaccines  can 
shrink  tumors,  a  standard 
measure  of  a  cancer  drug's  ef- 
fectiveness. There  are  mount- 
ing signals  these  treatments 
can  keep  patients  alive  far 
longer  than  anyone  thought 
possible  without  major  side 
effects,  but  no  data  proving 
the  point.  Whafs  more,  re- 
searchers are  not  sure  how 
to  interpret  the  available  sur- 
vival data. 

I'VIany  point  out  that  there  are  no 
■igs  known  to  prolong  life  without 
Jinking  the  tumor.  But  medicine  is  an 
■:ertain  science— and  vaccine  research 
especially  murky  because  much  of  the 
imune  system's  inner  workings  remain 
I  enigma.  A  host  of  oncologists  now 
I;ue  that  a  treatment  deserves  serious 
Iisideration  if  it  allows  patients  with  no 
lier  alternatives  to  live  longer,  without 
Inpering  their  quality  of  life. 

■LEASING  EVIDENCE 

T  E  EXPERIENCE  OF  Antigenics  Inc. 
•pws  how  this  ambiguity  plays  out  in 
m  market  and  in  patient  care.  Last  year 

0  company  reported  that  its  cancer 
Acine,  Oncophage,  did  not  prevent  re- 
■f  Tences  of  kidney  cancer  in  a  late-stage 
■id,  a  devastating  blow  to  a  drug  some 
eiected  to  win  Food  &  Drug  Adminis- 
tjtion  approval  this  year.  But  on  Apr. 

1  researchers  from  the  University  of 
Bifornia  at  San  Francisco  reported  that 
Ccophage  produced  a  strong  immune 


reaction  in  all  12  glioblastoma  patients 
in  a  clinical  trial,  and  they  were  living 
on  average  four  months  longer  than 
normal.  Lead  researcher  Dr.  Andrew 
Parsa,  a  neurosurgeon  at  UCSF,  says  the 
earlier  Antigenic  trial  should  be  recon- 
sidered: "There  is  no  doubt  in  my  mind 
there  are  kidney  cancer 
patients  alive  because  of 
that  vaccine." 

Like  Parsa,  scientists 
and  companies  in  this 
field  are  beginning  to 
sound  less  circumspect. 
The  measured  optimism 
is  bolstered  by  sheer 
numbers:  More  than  60 
vaccines  are  being  tested 
in  humans,  and  at  least 
a  dozen  are  in  late-stage 
clinical  trials  (table,  page 
60).  On  Apr.  3,  Cell  Gene- 
sys  Inc.  reported  that  22 
patients  taking  its  pros- 
tate cancer  vaccine,  GVAX, 
lived  a  median  of  35 
months  after  treatment, 
compared  with  19  months 
on  standard  therapy.  And 
an  important  milestone  is 
looming:  The  FDA  is  slat- 
ed to  reach  a  decision  by 
May  15  on  the  first  thera- 
peutic cancer  vaccine  up 
for  approval,  Dendreon 
Corp.'s  Provenge,  also  for 
prostate  cancer. 

Barbara  Derenowski  is 
one  of  the  patients  raising 
the  credibility  of  cancer 
vaccines.  At  M.D.  Ander- 
son she  participated  in 
a  clinical  trial  of  a  vac- 
cine developed  by  Celldex 
Therapeutics  Inc.  that  is 
meant  to  seek  out  and 
destroy  an  aberrant  bit 
of  protein  found  only  on 
cancer  cells.  She  received 
her  first  shot  in  August, 
followed  five  days  later 
by  a  large  dose  of  che- 
motherapy, and  has  been 
going  back  for  another  in- 
jection every  month  since. 
"My  latest  MRI  showed 
there  was  still  no  growth 
of  any  tumor,"  she  says 
with  obvious  joy.  "I  can 
do  just  about  everything 
I  did  before,  though  I 
still  have  a  little  trouble 
with  my  talking."  "Ev- 
erything"   includes    that 


. 


long-delayed  trip  to  Hawaii.  She  and  her 
husband  are  booked  to  leave  in  May. 

There  are  hundreds  of  patients  like  Dere- 
nowski, with  a  broad  range  of  cancers,  who 
say  they  owe  their  survival  to  a  vaccine. 
They  usually  get  through  the  treatment 
without  the  dire  side  effects  linked  to  radia- 


Attacking  Tumors 
From  Within 

The  body's  immune  system  is  primed  to  ward 
off  foreign  invaders  such  as  viruses  and 
bacteria,  but  unfortunately  it  ignores  home- 
grown tumors.  Therapeutic  vaccines  are 
designed  to  retrain  immune  cells  to  seek  out 
and  destroy  the  enemy  within. 


CANCER  CELLS 

are  essentially 
normal  cells 
gone  awry.  As 
they  mutate, 
they  start 
sprouting  bits 
of  protein 
(antigens)  on 
their  surfaces 
that  are  unique 
to  the  tumor. 


CANCER 
VACCINES  are 

made  by 
combining  parts 
of  cancer  cells 
and/or  their 
unique  antigens 
with  molecules 
called  adjuvants 
that  help  boost 
the  immune 
response. 


SEVERAL 

WEEKS  after  the 
vaccine  is 
injected  into  the 
patient, 
antibodies  and 
other  immune- 
system  cells 
begin  to  attack 
cancer  celis 
displaying  the 
tumor-specific 
antigens. 
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tion  and  chemotherapy.  As  a  result,  analysts 
have  come  up  with  annual  sales  projections 
for  this  sector  five  years  out  ranging  any- 
where from  $600  million  to  $6  billion. 

But  first,  the  drugs  have  to  reach  the 
market,  and  that  will  probably  require 
data  that  show  vaccines  can  extend  life. 
Proving  survival  in  the  kind  of  large, 
lengthy,  and  well-designed  clinical  trial 
preferred  by  the  FDA  is  challenging  for 
the  small  biotech  firms  that  dominate 
this  field,  although  some  are  in  the  works. 
Cell  Genesys  is  enrolling  1,200  patients 
in  two  Phase  3  clinical  trials  aimed  at 
proving  survival  for  its  GVAX  vaccine,  but 
the  results  won't  be  in  until  2009. 

Meanwhile,  the  lack  of  such  a  trial  for 
Dendreon's  Provenge  is  causing  a  rift  in 
the  cancer  community.  A  midstage  trial  of 
the  vaccine  in  127  patients  with  late-stage 
prostate  cancer  failed  to  reach  its  stated 
goal  of  slowing  the  disease's  spread,  usu- 
ally a  death  knell  for  a  new  drug  facing  the 
FDA.  But  when  Dendreon  dug  into  the  data 
it  discovered  patients  on  Provenge  lived  an 
average  of  4  A  months  longer  than  those 
receiving  the  standard  chemotherapy,  Tax- 
otere.  To  gain  four  months  in  such  sick 
patients  is  considered  significant,  if  it's  real. 
But  since  the  trial  wasn't  meant  to  prove 
survival,  there  is  a  chance  something  else 
could  be  prolonging  these  patients'  lives. 
"This  trial  wasn't  well-designed,  so  it  leaves 
plenty  of  ambiguities,"  says  Dr.  Howard  I. 
Scher,  an  expert  in  prostate  cancer  at  Me- 
morial Sloan-Kettering  Cancer  Center  in 
New  York.  "It  doesn't  mean  the  drug  isn't 
working,  but  it  needs  more  study." 

'A  NEW  FIELD' 

SCHER  WAS  ONE  of  the  naysayers  on 
an  FDA  advisory  panel  that  voted  13  to 
4  on  Mar.  28  to  recommend  approval  of 
Provenge.  He  complains  that  the  FDA  may 
be  lowering  its  standards  for  this  drug. 
Others  in  the  field  insist  vaccines  are  so 
novel  and  so  well-tolerated  that  they  must 
be  evaluated  by  a  different  standard.  (All  17 
members  of  the  FDA  panel  concluded  that 
Provenge  was  safe.)  "We  are  opening  a  new 
field,"  argued  panel  member  Dr.  Francesco 
Marincola,  director  of  the  Immunogenet- 
ics  Laboratory  at  the  National  Institutes  of 
Health.  "There  is  much  to  learn  by  starting 
to  see  patients  being  treated  with  this." 

The  roots  of  this  controversy  lie  in  the 
immune  system's  strange  relationship 
with  cancer.  Immune  cells  usually  mount 
an  inflammatory  response  the  instant 
disease-causing  invaders  such  as  viruses 
or  bacteria  enter  the  body.  Yet  the  body's 
sentries  ignore  mutant  cancer  cells,  be- 
cause they  assume  anything  homegrown 
belongs  in  the  body. 


Therapeutic  Vaccine  Pipeline  ] 

While  the  FDA  has  yet  to  approve  the  first  vaccine  to  treat  cancer,  many  of  these  unusi 
treatments  are  now  in  clinical  trials.  Here  are  some  promising  contenders: 


VACCINE/ 
COMPANY 


PROVENGE 

Dendreon 


GVAX 

Cell  Genesys 


MYVAX 

Genitope 


FAVID 

Favrille 


TROVAX 

Oxford  Biomedica/ 
Sanofi-Aventis 


ONCOPHAGE 

Antigenics 


Prostate 
cancer 


Prostate 
cancer 


Lymphoma 


Lymphoma 


Kidney 
cancer 


Brain 
cancer 


DEVELOPMENT 
STAGE 


FDA  decision  due 
by  May  15 


DESCRIPTION 


Company  enrolling 
patients  in  two 
Phase  3  trials 


Phase  3  trial 


Phase  3  trial, 
results  expected 
second  half  2007 


Phase  3  trial 


Phase  1  trial;  earlier 
kidney  cancer  trial 
failed 


Immune  structures  called  dendriti 
cells  are  isolated  from  patients  an< 
combined  with  an  antigen  found  ir 
95%  of  prostate  cancers 


Two  genetically  modified  prostate 
tumor  cell  lines  are  combined  witt 
immune  system  boosters 


Patient's  cancer  cells  are  combine 
with  protein  fragments  from  giant 
sea  mollusks.  Together  they  spark 
strong  immune  reaction 


Like  Myvax,  patient's  unique  cane 
cells  are  combined  with  sea 
mollusk  protein 


Benign  virus  attached  to  a  protein 
found  in  most  solid  tumors  but  noc 
in  normal  cells 


Immune-stimulating  "heat-shock' 
proteins  are  isolated  from  patient 
tumor 


The  idea  that  the  immune  system 
could  be  reprogrammed  to  fight  cancer 
was  first  tested  in  the  late  1800s  by  Dr. 
William  B.  Coley,  a  New  York  surgeon. 
He  infected  patients  with  a  vaccine  made 
from  benign  bacteria  in  an  attempt  to 
set  off  an  anti-tumor  response.  Some  pa- 
tients experienced  complete  remissions, 
but  the  results  were  inconsistent  and 
€016/8  treatment  never  caught  on. 

A  cancer  vaccine  renaissance  started 
about  a  decade  ago  when  a  number  of 
scientists  and  biotech  firms  came  up  with 
a  better  approach.  They  isolate  various 
protein  triggers  found  only  on  the  sur- 
face of  cancer  cells.  Technicians  remove 
some  of  these  proteins,  or  clone  them  in 
a  lab,  and  combine  them  with  various 
immune-system  activators.  That  might 
be  an  inactive  virus,  or  something  alto- 
gether different.  In  the  case  of  Genitope 
Corp.'s  MyVax,  a  promising  vaccine  for 
lymphoma,  the  cancer  protein  is  com- 
bined with  a  cloned  piece  of  a  giant  sea 
mollusk,  the  keyhole  limpet,  which  trig- 
gers a  strong  immune  reaction  because  it 
is  so  alien  to  the  human  body. 

So  why,  in  trial  after  clinical  trial,  doesn't 
this  reaction  eliminate  the  tumor?  Dr. 
Glenn  Dranoff,  a  vaccine  expert  at  Boston's 
Dana-Farber  Cancer  Institute,  says  there  is 


evidence  immune  cells  infiltrate  the  tun ! 
and  kill  it  from  within,  leaving  a  ball! 
scar  tissue  the  same  size  as  the  malign  i 
growth.  "You  don't  see  a  visible  changes 
the  size  of  the  tumor,  but  the  composit 
has  been  dramatically  altered." 

Oncologists  believe  vaccines  will  wi 
best  at  stopping  cancer  recurrences  ah 
initial  surgery.  These  metastases  are  w 
usually  kill  the  patient.  Consequent!; 
growing  cadre  of  oncologists  say  patie 
who  have  failed  other  treatments  sho 
have  a  chance  to  try  these  drugs.  Dr.  ]  | 
vid  F.  Penson,  a  urologist  at  the  Unive: 
ty  of  Southern  California's  Norris  Can 
Center  who  has  consulted  for  Dendre 
is  convinced  Provenge  has  extended 
lives  of  his  prostate  cancer  patients, 
don't  know  what  else  could  be  doing 
Equally  important,  he  says,  is  the  qual 
of-life  issue.  "These  are  guys  who  h 
one  or  two  years  to  live,  and  their  o 
treatment  option  is  Taxotere,"  a  cher 
therapy  so  toxic  that  many  men  ref 
treatment.  With  Provenge,  "patients 
infused  on  Thursday  and  play  golf  c 
the  weekend,"  says  Penson.  ■ 
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ONLINE:  For  a  story  on  a  Medarex  drug  that  boost 
cancer  vaccines,  go  to  www.businessweek.com/exti  I 
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Who  helps  doctors  see  each 
patient  as  one  of  a  kind? 


We  do.  . 


Innovations  from  Siemens  can  be  found  everywhere.  And  more  advanced  personalized 
healthcare  is  an  innovation  that's  closer  than  you  think.  Our  technology  and  process 
advancements  in  imaging,  laboratory  diagnostics  and  information  technologies  are 
enabling  customized  care  based  on  patients'  individual  needs.  Interventions  can  begin 
earlier —  before  a  patient  experiences  symptoms  of  disease.  Hospitalization  can  be 
minimized  and  overall  healthcare  costs  reduced.  At  Siemens,  our  innovations  today  are 
working  toward  a  healthier  tomorrow. 

automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com/oneofakind 


SIEMENS 


Marketing 


I  Was  a  Loser,  Baby, 

So  Why  Don't  You  Pay  Me? 

Bill  Bartmann  milks  his  losses  on  the  motivational  circuit 


i  ool  i< 


beir.; 
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BY  SUSAN  BERFIELD 

THE  SECRET  OF  suc- 
cess is  elegantly  sim- 
ple, like  the  law  of 
gravity.  This  is  how 
the  world  works:  You 
need  to  be  willing  to 
take  risks.  You  don't 
because  you  are  afraid  of  failure;  you  are 
worried  about  what  people  will  think.  And 
that' s  because  of  low  self-esteem.  To  suc- 
ceed, you  have  to  raise  your  self-esteem." 
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This  is  Bill  Bartmann's  come-on,  his 
preamble,  the  most  concise  explanation 
he  can  offer  for  why  he  became  a  billion- 
aire and  those  listening  to  him  haven't 
even  come  close.  On  a  Saturday  in  Sep- 
tember, a  couple  dozen  people,  mostly 
entrepreneurs,  of  their  own  volition  or 
at  the  urging  of  frustrated  spouses  and 
business  partners,  have  paid  $49  to  at- 
tend a  daylong  motivational  seminar 
with  Bartmann  at  the  Reno-Sparks  Con- 
vention Center  in  Nevada. 


None  are  familiar  with  his  nam 
Bartmann,  58,  made  (and  lost)  his  fc 
tune  in  the  debt  collection  business,  a* 
both  his  rise  and  fall  brought  him 
national  attention,  if  fleetingly.  He  w. 
well-known  in  the  financial  world  ar 
in  the  business  schools  that  studied  h 
then-pioneering  approaches  to  raisii 
money;  in  Tulsa,  where  he  was  amoi 
the  biggest  employers;  and  in  certa 
Las  Vegas  casinos,  where  he  was  a  reg 
lar  at  the  blackjack  tables.  But  few  ov 


!  those  circles  would  have  followed 

tumultuous  career. 

Why  am  I  an  authority?  Because 

lived  it.  I've  seen  both  sides  of  self- 
:em.  I  went  from  poverty  and  welfare 
jeing  the  25th-wealthiest  person  in 
erica.  I  went  from  being  a  high- 
ool  dropout  to  becoming  a  lawyer.  I 
it  from  working  at  a  traveling  carnival 
>eing  named  National  Entrepreneur 
he  Year.  I  went  from  being  a  million 
ars  in  debt  to  a  billion  dollars  to  the 
d.  I  learned  how  to  change.  I  went 
)ugh  a  significant,  some  say  remark- 
is  transformation." 

(ill  Bartmann's  career  has  been  one 
eized  opportunities:  oil  in  the  1980s, 
sumer  debt  in  the  1990s,  and  now,  in 

age  of  Oprah,  inspiration.  Motiva- 
[,  in  all  its  guises,  has  become  a  $10 
ion  industry  even  as  its  very  prem- 
-that  its  advice  can  change  lives— re- 
us unproven.  Companies  spend  close 
3  billion  a  year  to  hire  people,  among 
n  former  executives,  sports  coaches, 

survivors  of  all  kinds,  to  inspire  and 
n  employees;  books  ranging  from  The 


7  Habits  of  Highly  Effective  People  to  The 
Millionaire  Next  Door  are  on  Business- 
Week's list  of  longtime  best-sellers. 

Richard,  one  of  the  main  characters  in 
the  recent  indie  film  hit  Little  Miss  Sun- 
shine, is  a  struggling  motivational  speaker. 
Michael  Arndt,  who  wrote  the  movie's 
screenplay,  which  won  this  year's  Acad- 
emy Award,  says:  "Richard  thinks  he  has 
a  big  idea  that  is  going  to  transform  his 
life.  That's  a  very  American  fantasy."  The 
success  of  motivational  gurus  such  as 
Tony  Robbins,  Stephen  R.  Covey,  and  Zig 
Ziglar,  all  of  whom  have  become  multimil- 
lion-dollar brands,  has  helped  promote 
the  notion  that  selling  inspiration  can  be 
a  career  choice.  "If  this  becomes  what  I 
think  it  can,  I'm  back,"  Bartmann  says. 

The  tradition  of  teaching  success  goes 
back  to  Benjamin  Franklin's  Poor  Rich- 
ard's Almanack  and  runs  through  Dale 
Carnegie's  How  to  Win  Friends  &  Influ- 
ence People  to  Robert  J.  Ringer's  Looking 
Out  for  #1.  The  motivation  business  is 
sustained  by  a  peculiarly  American  be- 
lief in  reinvention  combined  with  our 
nearly  perpetual  feelings  of  dissatisfac- 
tion. The  big  ideas,  the  supposed  secrets 
of  achievement,  reflect  and  influence  the 
cultural  Zeitgeist.  Today  those  who  have 
overcome  adversity— they  may  be  victims 
of  disease,  accidents,  or  their  own  daring 
or  recklessness— have  captured  the  na- 
tional imagination.  Such  as:  the  guy  who 
chopped  off  his  arm  to  save  his  life  (Aron 
Ralston);  the  woman  who  treated  herself 
for  breast  cancer  in  the  South  Pole  (Jerri 
Nielsen);  the  prison  guy  who  became  a 
top  chef  (Jeff  Henderson). 

In  business,  it  is  adversity  of  your  own 
making  that  resonates  today;  learning 
from  failure  is  an  animating  force  for 
everything  from  innovation  to  ethics.  "Re- 
demption is  big,"  says  Jonathan  Black, 
author  of  Yes  You  Can!  Behind  the  Hype 
and  Hustle  of  the  Motivation  Biz.  "But  you 
have  to  admit  you've  failed.  Otherwise 
people  think  you're  covering  up."  One  no- 
table player  on  the  failure  circuit  is  Scott 
Waddle,  commander  of  the  nuclear  sub- 
marine that  accidentally  sank  a  Japanese 
fishing  boat  in  2001,  killing  nine.  Stripped 
of  his  command  and  retired,  Waddle  now 
earns  $10,000  a  talk,  the  most  popular  of 
which  is  "Failure  Is  Not  Final." 

By  anyone's  estimation,  Bill  Bart- 
mann's life  has  been  one  of  head-swell- 
ing highs  and  depressing  lows.  Bart- 
mann made  his  first  fortune  running  a 
company  that  manufactured  oil  pipes; 
the  collapse  of  crude  prices  in  1985  left 
him  without  any  customers  and  a  mil- 
lion dollars  in  debt.  A  year  later  he  had 
started  Commercial  Financial  Services 


Inc.  with  the  notion  that  he  might  be  able 
to  squeeze  money  out  of  debtors  every- 
one else  had  given  up  on. 

In  1997,  Bartmann  and  his  wife,  Kathy, 
who  together  owned  80%  of  CFS,  made 
Forbes'  list  of  the  400  wealthiest  Ameri- 
cans, a  distinction  Bill  had  long  coveted. 
The  magazine  estimated  the  couple  to 
be  worth  about  $1.1  billion.  "We  had 
lots  of  arguments  about  getting  rich," 
says  Kathy.  "I  don't  care  if  I'm  on  any 
lists,  if  anyone  knows  me."  Bill  worked 
in  an  office  with  a  statue  of  Don  Quixote, 
traveled  with  a  security  detail,  didn't  join 
the  country  club  as  was  expected,  and 
generally  annoyed  the  Tulsa  business 
community  with  his  swagger. 

HITTING  BOTTOM 

BY  THEN  CFS  HAD  become  the  world's 
largest  holder  of  bad  consumer  debt; 
unlike  its  competitors  it  owned  the  debt 
outright  and  was  trying  to  collect  on 
some  $14.5  billion.  A  few  skeptics  won- 
dered at  the  company's  rapid  growth;  by 
many  accounts  its  revenues  had  doubled 
every  year  since  1994.  When  Goldman 
Sachs  Group  Inc.  proposed  taking  the 
company  public  the  summer  of  1998,  CFS 
was  reckoned  to  be  worth  $3  billion. 

Four  months  later,  credit  agencies  re- 
ceived an  anonymous  one-page  letter 
accusing  CFS  of  shady  dealings.  Bart- 
mann would  eventually  be  indicted  on  57 
federal  counts  of  fraud,  conspiracy,  and 
money  laundering  related  to  an  alleged 
scheme  to  make  the  company's  collection 
rate  appear  higher  than  it  was.  After  an 
89-day  trial  in  2003,  he  was  acquitted  of 
all  the  charges  against  him  (his  partner, 
Jay  L.  Jones,  pleaded  guilty  to  conspiracy 
and  served  3  Vi  years  of  a  five-year  prison 
term).  It  took  Bartmann  until  2006  to 
contend  with  various  civil  suits,  and  dur- 
ing that  time  he  declared  bankruptcy. 
He  and  Kathy  had  to  give  up  19  acres  of 
their  20-acre  estate.  They  lived  off  credit 
cards,  borrowing  from  their  two  daugh- 
ters when  they  had  to. 

Then  Bartmann  had  his  next  big  idea. 
As  a  businessman  he  had  used  the  story 
of  his  early  life  to  put  lenders  at  ease,  mo- 
tivate employees,  and  in  general  establish 
his  credibility  as  someone  who  can  pros- 
per in  any  circumstances.  His  setbacks 
began  feeling  like  an  affirmation  of  sorts: 
The  wild  arcs  of  his  life  offered  valuable 
lessons.  "I  think  I  am  the  message,  the 
answer,"  he  says.  "I'm  selling  the  one 
thing  everyone  needs:  self-confidence." 

Successful  motivational  speakers  re- 
quire a  measure  of  arrogance:  They  must 
believe  they  can  compel  an  audience, 
essentially,  to  do  their  bidding.  Bart- 
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mann's  charisma  is  more  closely  related 
to  cunning  than  magnetism.  A  2001  New 
Yorker  profile  described  him  as  having 
"an  uncanny  gift  for  making  those  who 
work  for  him  feel  that  they  share  in  his 
powers."  A  former  senior  executive  at 
CFS,  Wayne  Learned,  knows  all  about 
that.  He  actually  invested  in  another 
doomed  Bartmann  enterprise  after  the 
CFS  collapse,  and  depicts  his  former  boss 
this  way:  "Persuasive  isn't  the  right  word 
to  describe  him.  You  do  it  to  yourself  as 
much  as  anything....  He'll  call  when  he 
wants  something  and  then  he  sucks  you 
dry.  You're  like  a  raisin.  When  you  work 
for  him,  you're  his  raisin." 

What  so  mesmerizes  people  seems 
awkwardly  exaggerated  onstage  in  Reno. 
Bartmann's  physical  presence  can  be 
intimidating:  He  has  a  compact  body,  a 
rough  voice,  and  an  almost  feral  energy. 
His  hands  are  those  of  someone  who 
spent  his  adolescent  years  brawling.  He 
wears  a  tight-fitting  shirt  and  dark  suit. 
He  uses  the  language  of  the  bill  collector; 
he  retains  an  outsider's  posture. 

SELLING,  MODESTLY 

IF  ANYONE  UNDERSTANDS  the  value  of 
seeming  authentic,  it  is  Bill  Bartmann. 
"Dogs  know  when  you  are  afraid,"  he 
says.  "People  know  when  you're  b.s.-ing 
them.  You  have  to  respect  that." 

Hence  that  afternoon's  onstage  pitch: 
"I'm  awkward  about  this.  I  haven't  set 
you  up  for  the  kill,"  he  says.  "I  don't  want 
to  be  a  snake-oil  sales- 
man. I'm  in  the  motiva- 
tional, self-help  indus- 
try. It's  an  industry  that 
ranks  right  there  with 
car  salesmen.  I  don't 
know  if  I'm  any  better, 
any  different,  but  I  do 
know  a  few  things.... 
Have  I  done  a  good  job 
ofun-selling?" 

Bartmann  carries 
around  a  laminated 
card  in  his  pocket.  On 
it  is  typed  the  following 
goal:  touch  10  million 
people  in  five  years. 
"It's  a  giant,  crazy,  ludi- 
crous number,"  he  says. 
"But  if  I  touch  enough 
people,  the  money 
should  follow." 

Bartmann  started  out 
using  a  classic  motiva- 
tional business  model: 
sell  tickets  cheaply,  give 
them  away  if  necessary, 
and  push  packages  of 
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DVDs  and  books  (his  is  titled  Billion- 
aire Secrets  to  Success).  In  Reno,  he  sold 
several  thousand  dollars'  worth.  And  he 
added  31  names  to  those  already  on  his 
spreadsheet:  nine  million,  nine  hundred 
and  eighty  thousand  to  go. 

Though  there  may  be  as  many  as 
15,000  people  trying  to  make  a  living  as 
professional  speakers,  it  is 
quite  possible  for  the  ones    "T'f'c  QT1 
who  catch  on  eventually  to     . 
make  a  couple  of  million  dol-     lnctllStrV 


1 


never 


that  ranks 

to  make  $100     y^Uf  fUp-p 
the  weeks  after    riglll  llieiC 


lars  a  year.  Bartmann 

one  to  shy  from  the  gran 

diose,  wants  to  make  $100 

million.  So  in 

Reno  he  began  holding  free    "\Tm1~V|  r»QT* 

two-hour  seminars  around 

the  country  as  a  way  to  ad-     SalCSIYldl 

vertise  a  yearlong  mentoring 

program,  conducted  mostly 

over  the  phone  and  by  e-mail 

at  a  cost  of  $397  a  month. 

It  hasn't  escaped  his  attention  that 
personal  coaching  has  become  a  bil- 
lion-dollar business  itself.  By  December, 
he  had  visited  seven  cities  and  said  he 
signed  up  200  students.  "If  I  don't  make 
$100  million  a  year  from  now,  I'll  be  dis- 
appointed," he  said  then.  He  had  other 
aims,  too:  "At  25  cities,  I'll  get  a  little 
plane.  At  50  cities,  a  bigger  one.  I  miss 
my  G-IV.  The  plane  is  my  measure  of 
success.  If  I  tough  enough  people  to  get  a 
plane,  I'll  be  a  financial  success." 

Bartmann's  problem,  though,  was  that 
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Motivation  Inc. 

The  top  10  brand  names  in  the  business 

GURU 

SALES  2005 
(MIL.) 

BEST  KNOWN  FOR 

STEPHEN  COVEY 
(FRANKLINCOVEY) 

$130* 

The  7  Habits  of  Highly  Effective  People 

TONY  ROBBINS 

$45 

Personal  Power 

DEEPAK  CHOPRA 

$36 

The  Seven  Spiritual  Laws  of  Success 

BRIAN  TRACY 

$26 

The  21  Success  Secrets  of  Self-Made  Millionaires 

SUZEORMAN 

$25 

The  9  Steps  to  Financial  Freedom 

ZIGZIGLAR 

$20 

See  You  at  the  Top 

TOM  HOPKINS 

$20 

How  to  Master  the  Art  of  Selling 

PHILLIP  MCGRAW 

$10+ 

Life  Strategies 

JACK  CANFIELD  AND 
MARK  VICTOR  HANSEN 

$10 

Chicken  Soup  for  the  Soul 

KEN  BLANCHARD 

$3 

The  One-Minute  Manager 

•Sales  from  training  and  education  division  of  FrankhnCovey                            Data:  Estimates  from  Marketdata  Enteronses  Inc 

success  hinged  on  an  admission  of  fa 

ure,  which  initially  he  was  disinclini 

to  make.  That  part  of  his  story,  he  b 

lieved,  couldn't  so  neatly  be  explaini 

and  wasn't  appropriate  at  most  of  h 

seminars.  "I  don't  amplify  the  CFS  los 

It  isn't  inspirational,"  he  said  in  Septer 

ber.  "I  say  'self-made  billionaire.'  I  doi 

use  the  present  tense.  I  knc 

they  can  Google  me  and  fii 

out  everything." 

Then  in  March,  Bartmaiii! 
found  himself  in  Hollywood  ( 
where  the  idea  of  him  ho> 
ing  a  "Dr.  Failure"  talk  she 
somehow,  wondrously,  can 
up.  By  that  time  Bartmati 
was  ready  to  tell  his  who 
story.  "I  talk  about  CFS  first- 
There  is  no  more  compellii 
story.  Kathy  said  I  shoi 
quit  acting  like  I'm  ashani 
It  makes  everyone  else's  problems  se 
smaller.  It  gives  them  permission  to  i 
me  about  their  problems."  He  came  i 
with  a  new  pitch:  "To  do  for  failure  whl{d  fi 
Betty  Ford  did  for  alcoholism  and  Sus;: 
Komen  did  for  breast  cancer." 

Bartmann  has  also  made  a  decisw 

that,  in  part,  reflects  his  wish  to  be  a  i 

mired  as  well  as  recognized:  All  prof 

from  his  mentor  program,  for  which  i|iversi 

now  charges  $797  a  month,  and  his  a 

pearances  at  Get  Motivated!  Tours  (whdpHec 

he  is  one  of  dozens  alongside  Georn 

Foreman  and  Zig  Ziglar)  and  Learniii 

Annex  Real  Estate  aa 

Wealth  Expos  (where : 

is  one  of  dozens  aloni 

side  Donald  Trump  aa 

Tony  Robbins)  will 

into  a  foundation  calUirtsoi 

Bill's  Brigade.  The  foui  He 

dation's  aim  is  to  gathl  m  a- 

70,000  high  school  kk  p,'  j|a 

in  the  Texas  Stadiums  mmei 

Dallas  for  a  self-estee>|ost 

revival  meeting. 

Bartmann  hopes 
ecutive  coaching,  whhLtj, 
will  be  his  sole  soun  ini 
of  income,  will  pull 
$100,000  a  day.  "I  vnk  „ 
do    enough    consulti 
that  we  will  live  well.  I 
the  G-IV  can't  happi 
and  I'm  good  with  th: 
It  would  be  a  shame 
make  success  a  prior 
There  will  be  fewer 
roes  behind  my 
but  it  won't  be  bad.  1 1  ^ 
moved  from  success  -i  % 
significance." 
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Jnder  Armour  May 
te  Overstretched 

Tiy  the  sports  apparel  maker  is 
le  of  the  biggest  shorts  on  the  Street 


STANLEY  HOLMES 

T'S  NO  WONDER  UNDER  ARMOUR 
is  nicknamed  "the  next  Nike." 
Since  going  public  in  November, 
2005,  the  sports  apparel  maker 
has  captured  the  hearts  (and  dol- 
lars) of  consumers  and  investors. 
Shares  have  more  than  quadru- 

!d  from  the  offering  price  of  13.  Net 

ome  nearly  doubled  in  2006,  to  $39 

[lion,  on  sales  of  $430  million. 

3ut  not  everyone  is  a  fan  of  the 

Itimore   company,  which    outfits 
National  Football  League,  the 

iversity    of    Maryland    football 

m,  and  other  top  athletes  in  its 

;h-tech  performance  gear. 

dge  funds  and  others 
betting  the  stock  is 

ided  for  a  fall :  Some 
million  shares,  or 

Vo  of  those  available 

:he  public,  have  been 

d  short,  making  it  one  of  the  biggest 

)rts  on  Wall  Street. 

The  big  worry  is  whether  the  com- 

ly  can  keep  growing  at  such  a  fast 
Management,  which  declined  to 

nment,  figures  it  will  continue  to 

bst  earnings  at  a  brisk  20%  to  25%  a 

ir.  But  skeptics  think  the  company's 
ressive  expansion  plans   and  rich 

uations  make  the    ^^^^^^^^— 

ck  vulnerable. 

The  company  has 

Lde  its  fortune  by 

ttloiting  the  niches 

gely  overlooked  by 
biggest  names  in 

)rts  stuff,  a  strat- 

T  that  helped  propel 

I  to    BusinessWeek 's 

t    Growth    list    of 

lerica's  100  fastest- 

>wing  companies  in 

36.  When  founder 
CEO    Kevin    A. 
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Plank  started  the  business  11  years  ago, 
he  targeted  professional  athletes  and 
serious  fitness  buffs,  with  a  line  of  tight- 
fitting  T-shirts  made  of  a  special  material 
designed  to  keep  active  participants  cool 
and  dry  during  workouts  and  games. 
Under  Armour  now  uses  so-called  syn- 
^^^^^^^^^  thetic  compression 
fabric  in  everything 
from  running  suits  to 
yoga  pants,  a  clothing 
franchise  it's  expand- 
ing overseas.  Today 
the  company  com- 
mands a  75%  share 
of  the  $500  million 
performance  apparel 
market,  one  of  the  fast- 
est-growing and  most 
profitable  segments  in 
sporting  goods.  "They 
have   achieved   great 
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success  without  having  to  seek  out  [big- 
name]  professional  endorsements,  which 
cost  a  fortune,"  says  Marie  Driscoll,  an 
analyst  at  Standard  &  Poor's.  "The  word 
of  mouth  is  phenomenal." 

Building  off  that  brand  recognition, 
Under  Armour  made  its  first  foray  into 
footwear  in  June,  2006,  with  cleats  for 
football  players,  capturing  20%  of  the 
market  in  its  first  season.  It  followed  with 
similar  products  for  softball  and  baseball 
at  the  end  of  last  year.  Now  management 
wants  to  push  further  afield.  It  plans  to 
introduce  a  sports  sneaker,  like  a  running 
or  cross-training  shoe,  by  this  fall  or 
early  2008.  Plank  recently  told  investors 
he  was  preparing  for  such  a  launch  by 
opening  a  manufacturing  facility  in 
China  and  beefing  up  its  design  and 
sourcing  staff  to  increase  its  exper- 
tise outside  of  cleats. 

DENSE  PACK 

BUT  MOVING  into  those  areas 
means  Under  Armour  will  go 
head  to  head  with  the  big  boys,  a 
major  departure  from  its  original 
blueprint  for  growth.  The  more 
mainstream  footwear  categories, 
unlike  cleats,  are  already  crowded 
with  the  likes  of  Nike,  New  Bal- 
ance, and  Adidas,  among  others. 
Those  players  will  probably  defend 
their  turf  aggressively,  given  the 
money  at  stake.  While  cleats  rep- 
resent just  1%  of  the  $12.3  billion 
athletic-footwear  market,  running 
shoes  alone  make  up  40%.  "They  did 
extremely  well  in  athletic-performance 
apparel  because  they  were  the  first  to 
market,"  says  John  Shanley,  a  retail  ana- 
lyst at  Susquehanna  Financial  Group. 
"It's  a  different  story  with  footwear." 

Meanwhile,  the  competition  is  only 
heating  up  in  Under  Armour's  mainstay, 
performance  apparel.  Starting  in  2005, 
Nike  launched  a  full  frontal  attack  on 
Under  Armour's  stronghold.  Morning- 
star  Inc.  stock  analyst  Brady  Lemos 
estimates  the  behemoth  spent  $30 
million  that  year  alone  to  aggressively 
promote  its  line  of  pro-quality  gear. 

The  stock's  high  price  only  ups  the 
ante  for  the  company.  At  a  recent  51, 
Under  Armour  sells  for  65  times  trail- 
ing earnings.  That  compares  with  the 
industry  average  of  19.5,  which  is  about 
where  Nike  trades.  Even  during  Nike's 
headiest  growth  days  in  the  1980s, 
it  never  traded  hands  for  more  than 
25  times  earnings.  "[The  high  p-e]  is 
causing  some  anxiety  among  investors," 
says  Shanley.  "Under  Armour  can't 
afford  a  misstep."  ■ 
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That's  Awfully 
Good  Timing 

The  SEC  takes  a  harder  look  at  execs  who 
may  have  backdated  to  cut  their  tax  bills 


55 


BY  JANE  SASSEEN 

FOR  A  FEW  YEARS  IN  THE 
late  1990s,  former  E*Trade 
Group  Chief  Executive 
Christos  M.  Cotsakos  epito- 
mized a  new  breed  of  fast- 
moving  entrepreneur  who 
propelled  the  dot-com  boom. 
Combining  brash  tactics  with  great  busi- 
ness timing,  his  aggressive  "Boot  your 
broker"  ad  campaign  not  only  made 
online  trading  hip  but  also  established 
E*Trade  as  a  major  player. 

Turns  out  that's  not  the  only  way  Cot- 
sakos demonstrated  good  timing.  On  six 
separate  occasions  between   1998   and 
2002,    Cotsakos    exercised 
stock  options  when  E*Trade     "Tl"'c  not"  *\ 
hit  a  monthly  low,  and  he  _ 

held  on  to  the  shares.  At  first    railQOm 
glance,  that  hardly  seems  < 

lucky:  Executives  usually  try    pattern. 
to  exercise  options  near  stock    CqAtC  f\y\(^ 
highs  to  pocket  the  biggest    ^*v      ^11C 
profits.  But  going  for  low  ex-    T*pcpQ  T*pVl 
ercise  prices  and  holding  the 
stock  for  a  while  could  have       11*1X1 
enabled  Cotsakos  to  slash  the    ^^^^^^^ 
tax  bill  owed  when  he  sold 
the  shares. 

Now  questions  loom  as  to  whether 
such  impeccable  timing  reflects  mere 
good  luck  or  something  more.  The  Se- 
curities &  Exchange  Commission  has 
intensified  a  probe  begun  last  fall  into  al- 
legations that  executives  may  have  taken 
advantage  of  loose  reporting  rules  in 
place  before  the  Sarbanes-Oxley  Act  of 
2002  to  fudge  the  dates  on  which  they 
exercised  options.  By  doing  so,  executives 
may  have  changed  stock-sale  proceeds  on 
which  they  owed  ordinary  income  taxes 
into  capital  gains,  which  were  taxed  at 
roughly  half  the  rate  (table).  SEC  enforce- 
ment head  Linda  C.  Thomsen  has  called 
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the  practice,  known  as  exercise  backdat- 
ing, "fraudulent,"  though  in  the  one  case 
that  has  come  to  court,  the  jury  could  not 
reach  a  verdict. 

Amid  the  broader  scandal  over  options 
grants,  exercise  backdating  has  gotten 
relatively  little  attention.  But  signs  are 
mounting  that  it  may  have  been  prevalent 
during  the  boom.  A  recent  SEC  study 
found  strong  statistical  evidence  of  exer- 
cise backdating  over  those  years,  while  an 
examination  by  equity  researchers  Gradi- 
ent Analytics  Inc.  found  more  than  500 
companies— including  PC  maker  Dell  and 
satellite-TV  provider  EchoStar  Commu- 
nications—at which  executives  exercised 
options  on  favorable  dates. 
"Ifs  not  a  random  pattern 
we're  seeing,"  says  Gradi- 
ent co-founder  and  finance 
professor  Carr  Bettis. 

The  lure  was  the  differ- 
ence between  the  tax  rates 
on  ordinary  income  and  on 
capital  gains.  When  execu- 
tives exercise  options,  they 
usually  sell  the  shares  right 
away  to  lock  in  the  gain 
between  the  option  price 
and    the    current    value; 
any  such  gains  realized  are  subject  to 
ordinary  income  taxes.  For  top-bracket 
individuals,  that  meant  Uncle  Sam  took 
a  39.6%  cut  each  year  between  1997  and 
2000  and  39.1%  in  2001.  Those  taxes  are 
triggered  when  the  options  are  exercised, 
regardless  of  whether  the  person  sells  the 
shares.  But  if  someone  exercised  options 
and  held  the  shares  for  at  least  a  year, 
the  gains  realized  after  the  exercise  date 
would  be  taxed  at  the  much  lower  capi- 
tal-gains rate— just  20%  between  1997 
and  2002.  Backdating  accomplishes  two 
things:  It  lowers  the  amount  of  taxes 
paid  at  the  outset,  and  it  potentially  con- 
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verts  some  of  the  highly  taxed  inconi 
into  more  lightly  taxed  capital  gains. 

Exercise  backdating  could  come  bac  t 
to  bite  companies  suddenly  forced  | 
deal  with  correcting  tax  filings  or  restas  tr-ti 
ing  their  financial  results.  And  for  indi<  is.  11 
viduals,  there's  at  least  the  possibility  >/  trans 
criminal  tax  evasion  and  securities  fraui  apita 


charges  if  backdating  is  proven. 
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OPPORTUNE  DELAY 

BEFORE  SARBANES-OXLEY  took  effe> 
in  August,  2002,  executives  didn't  hffiiettis 
to  report  their  options  exercises  unil  thrat 
the  10th  day  of  the  month  following  tit  it  hap 
transaction,  so  up  to  40  days  could  pa<»  ;innis 

Stiffing 

Uncle  Sam? 

Before  Sarbanes-Oxley,  optic 
exercise  dates  may  have  bee 
manipulated  to  reduce  tax  lie 
Here's  how: 


ween  the  reported  exercise  date  and 

SEC  filing.  Executives  may  have  been 

:  to  look  back  and  choose  an  op- 

ftune  date— when  the  stock  traded 

er— to  report  they  had  exercised  op- 

is.  The  maximum  gains  that  could 

transformed  from  ordinary  income 

ftapital  gains  by  the  maneuver  would 

blthe  difference  between  the  value  of 

tt  shares  on  the  day  the  options  were 

■ortedly  exercised  and  the  date  the 

■isaction  was  filed  with  the  SEC. 

.iettis  cautions  that  if  s  impossible  to 

■  through  public  records  alone  precisely 
■at  happened  with  any  individual  trade. 

■  in  many  cases,  he  believes,  the  trading 


patterns  ought  to  raise  serious  questions. 
Consider  E*Trade's  Cotsakos.  He  reported 
exercising  options  for  1.75  million  split- 
adjusted  shares  on  May  24, 2000;  that  day, 
the  stock  closed  at  13.94  after  plunging 
32%  in  a  week.  By  the  time  he  filed  with  the 
SEC  on  June  5,  snares  had  recovered  29%, 
to  17.94-  According  to  Gradient,  the  stock's 
sharp  rise  during  the  timing  lag  could  po- 
tentially have  allowed  Cotsakos  to  convert 
up  to  $7  million  in  stock  proceeds  from 
ordinary  income  into  capital  gains.  And 
that  was  hardly  his  only  lucky  moment: 
On  five  other  dates,  Cotsakos  picked  the 
lowest  day  of  the  reporting  month  to  exer- 
cise options  on  a  total  of  2.6  million  more 
shares.  E*Trade  says  numerous  documents 
support  the  reported  exercise  dates  of  the 
transactions.  A  spokesperson  for  Cotsakos, 
who  left  the  company  in  2003,  denies  any 
wrongdoing  and  says  contemporaneous 
documents  reviewed  show  no  evidence  of 
any  "looking  back"  to  a  prior  date. 

Such  cases  were  far  more  common  be- 
fore Saibanes-Oxley  took  effect.  SEC  econ- 
omist David  C.  Cicero  recentiy  analyzed 
exercises  by  8,141  executives  at  more  than 
3,000  companies  between  1996  and  2005. 
Before  SarbOx,  some  29%  of  executives 
held  on  to  shares  after  exercising  options, 
and  those  who  did  tended  to  exercise  at 
clear  troughs  in  the  stock  price.  In  the  10 
days  before  an  exercise,  their  shares  fell  an 
average  of  1.93%;  in  the  20  days  after  exer- 
cise, their  shares  rose  an  average  of  4.72%. 

RED  FLAGS 

THAT  CONTRASTS  SHARPLY  with 
executives  who  sold  shares  right  away; 
they  tended  to  exercise  near  stock  highs. 
And  according  to  the  study,  the  trough  dis- 
appeared after  SarbOx  as  executives  had  to 
start  reporting  stock  transactions  within 
two  business  days.  Roughly  12%  of  such 
options  exercises  took  place  at  the  lowest 
price  of  the  month  pre-SarbOx;  after  Sarb- 
Ox, that  figure  dropped  to  6.9%. 

Another  red  flag  in  the  study:  Returns 
tended  to  be  higher  when  more  than  one 
executive  exercised  options  without  selling 
shares  on  the  same  day,  a  pattern  Gradient 


also  found.  Two  Dell  executives,  for  ex- 
ample, appear  to  have  made  well-timed  ex- 
ercises on  June  1, 1998:  Then-Chief  Finan- 
cial Officer  Thomas  J.  Meredith  exercised 
options  for  320,000  split-adjusted  shares, 
while  Vice-Chairman  Morton  L.  Topfer 
exercised  2.24  million  options  on  a  day 
when  Dell  shares  hit  19.58  after  a  two-week 
slide.  By  the  time  the  pair  filed  with  the  SEC 
on  July  10,  the  stock  had  jumped  above 
25.  For  Topfer,  the  difference  meant  up  to 
$12.6  million  in  gains  may  have  become 
eligible  for  capital-gains  treatment,  while 
for  Meredith,  gains  of  up  to  $1.8  million 
might  have  gained  the  more  beneficial  rate. 
He  exercised  another  320,000  options  on 
June  1, 1999,  as  shares  hit  an  annual  low  of 
33.06.  By  the  time  he  reported  it,  on  July  9, 
shares  were  up  29%.  The  potential  benefit: 
up  to  $3.1  million  in  proceeds  shifted  to 
capital  gains.  Topfer  has  since  left  Dell  and 
declined  to  comment.  Meredith,  who  be- 
came acting  CFO  of  Motorola  Inc.  on  Apr.  1, 
was  unavailable  for  comment.  Dell  says  it's 
confident  the  transactions  occurred  on  the 
dates  reported. 

Charles  W.  Ergen,  the  founder  and  CEO 
of  EchoStar,  has  benefited  from  well-timed 
trades,  too.  He  reported  exercising  options 
for  428,704  split-adjusted  shares  on  May 
5, 1999,  after  shares  fell  22%  to  bottom  out 
at  11.06.  By  the  time  the  SEC  report  was 
filed  on  June  10,  shares  had  soared  more 
than  50%.  According  to  Gradient,  up  to 
$2.4  million  may  have  been  considered 
capital  gains  instead  of  ordinary  income. 
Meanwhile,  EchoStar's  general  counsel, 
David  K.  Moskowitz,  reported  exercising 
a  combined  447,490  options  on  Dec.  1, 
1999,  and  Jan.  6,  2000;  both  dates  fell  on 
the  stock's  monthly  low.  By  the  time  they 
were  reported,  roughly  five  weeks  later, 
the  potential  benefit  was  as  much  as  $1.98 
million  in  income  transformed  into  capi- 
tal gains.  Neither  Ergen  nor  Moskowitz 
were  made  available  for  comment.  Robert 
F.  Rehg,  EchoStar  senior  vice-president, 
says  some  options  were  about  to  expire 
and  had  to  be  exercised,  and  adds  that  the 
company's  records  show  all  transactions 
were  executed  properly.  II 


magine  that  shares  of  Company  X 
tomed  out  at  $20  on  May  12, 1999, 
June  10,  with  the  stock  back  up  to 
5,  an  executive  exercises  options  for 
),000  shares  at  a  strike  price  of  $5. 

t)ays  $2.5  million  for  the  shares  and 
j  them  for  $14  million.  His  profit: 
5  million.  At  the  top  ordinary  income 
rate  of  39.6%,  he'd  owe  Uncle  Sam 
6  million. 


»  Now  imagine  that  on  June  10  he 
decides  to  backdate  and  hold  on  to  the 
shares  for  a  year.  He  files  an  SEC  report 
saying  he  exercised  the  options  back 
on  May  12  at  $20.  He  still  pays  $2.5 
million,  but  receives  shares  worth  only 
$10  million.  Therefore  the  gain  on 
which  he  pays  ordinary  income  tax  is 
now  just  $7.5  million.  He  owes  Uncle 
Sam  $3  million. 


»  When  he  sells  the  shares  after  a  year, 
the  difference  in  their  value  between 
May  12  and  June  10— $4  million-is 
taxed  at  the  20%  capital-gains  rate. 
Uncle  Sam  gets  just  $800,000  on 
the  $4  million. 

» In  the  end,  by  backdating  the 
exercise  date  of  the  options,  the 
executive  cut  his  tax  bill  for  the  period 
from  $4.6  million  to  $3.8  million. 
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A  Radar  Screen  for  E-biz 

Little  Omniture's  software  is  helping  biggies  like  Toyota  and 
Microsoft  track  Web  performance,  but  rivals  are  hot  on  its  heell 
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BY  SPENCER  E.  ANTE 

IT  WAS  A  FEW  MINUTES  BEFO 
4  p.m.  in  New  York  City,  a 
Joshua  G.  James  was  ready 
his  close-up.  The  chief  execut 
of  Omniture  Inc.  stood  onstffl 
at  the  NASDAQ  broadcast  stuci 
smack  in  the  middle  of  Tinr 
Square,  ready  to  play  the  starring  r- 
in  a  hoary  Wall  Street  ritual:  ringing 
closing  bell. 

James  had  been  invited  to  close 
NASDAQ  on  this  bone-chilling  day] 
mid-February  because  he  is  the  lead 
of  the  fastest-growing  publicly  trao 
software   company  and 
because    Omniture    has 
pulled    off  one    of  the 
most     successful     tech 
stock  offerings  in  recent 
memory.     After     going 
public  last  June  at  6.50, 
Omniture  shares  recently  passed 
giving  the  company  a  market  capitalil 
tion  of  close  to  $1  billion  and  m 
James  worth,  at  least  on  paper, 
$100  million. 

It's  a  classic  Silicon  Valley  ta 
Young  entrepreneur  cashes  in  via  pv 
lie  offering.  Except  that  the  33-year-i 
James  and  his  startup  sprang  out! 
nowhere— or  Orem,  Utah,  to  be  ex&i 
"If  Josh  had  been  in  Silicon  Valley, 
would  have  already  been  a  rock  sta; 
says  Mark  P.  Gorenberg,  a  partner 
venture  "capital  firm  Hummer  WV 
blad  Venture  Partners  in  San  Francis- 
whose  15%  stake  in  the  company  1 
produced  the  best  return  in  the  fin 
history.  "Being  out  here,  he  was  an  i 
discovered  gem." 

Against  all  odds,  tiny  Omnitun 
with  2006  sales  of  just  $80  millioi 
has  installed  its  software  onto  1 
computers  of  more  than  2,000  of  1 
world's  major  corporations,  the  likes 
Microsoft,  Wal-Mart,  Hyatt,  Toyota,  a 
The  McGraw-Hill  Companies,  ownei 
BusinessWeek.  Its  desktop  readouts  i 
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an  cheese  makers  take  pride  in  Parmigiano  Reggiano,  a  cheese  so 
tinctive  that  law  dictates  it  come  only  from  select  provinces  of  Italy, 
migiano  Reggiano  cheese  makers  wanted  more  productivity  while 
intaining  this  legendary  quality.  Cargill  brought  animal  nutrition 
>erts  into  the  process  who  understood  dairy  cow  productivity, 
developed  special  feeds  to  supplement  the  cows'  base  diet  of 
ai  grasses  and  hay.  Now  the  cows  give  milk  that  generates  better 
ds  of  high-quality  Parmigiano  Reggiano.  And  there's  more  of  the 
>ed  cheese  for  all  to  enjoy.  This  is  how  Cargill  works  with  customers. 

)/  laborate      >      create      >      succeed 


REATING  BETTER  PARMESAN  TAKES 
ISCRIMINATING  TASTE.  PARTICULARLY 
N  THE  PART  OF 
HE  COW. 
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like  the  instrument  panel 
on  a  jet  plane.  But  instead 
of  tracking  air  speed  they 
monitor  the  velocity  of  Web 
marketing  tools  such  as  e- 
mails,  search  engine  key- 
words, and  display  advertis- 
ing. With  huge  chunks  of 
advertising  shifting  to  the 
Web  from  traditional  media, 
Omniture  has  emerged  as 
a  key  player  in  the  digi- 
tal economy.  "This  is  vital 
to  us,"  says  Johanna  Steen, 
MSNBC. corn's  manager  of 
marketing  research  and  a 
user  of  the  software.  "It's 
the  difference  between  tak- 
ing a  road  trip  following 
your  instincts  and  taking  a 
road  trip  with  a  map." 

Now  that  they've  estab- 
lished the  value  of  so-called 
Web  optimization  programs, 
though,  this  tech  entrepre- 
neur and  his  company  will 
have  to  withstand  an  on- 
slaught of  competition,  rang- 
ing from  more  than  a  dozen 
startups  to  that  Internet  go- 
rilla, Google  Inc.,  which  offers  ^hh^h 
a  simpler  analytics  program 
that  has  the  advantage  of  being  free. 

HEAVY  TRAFFIC 

JAMES  AND  HIS  co-founder,  John  Pes- 
tana,  followed  a  roundabout  path  to 
their  breakthrough.  Both  dropped  out 
of  Brigham  Young  University  in  1996 
to  launch  a  company,  but  they  experi- 
mented with  several  business  models 
before  hitting  upon  the  current  incar- 
nation. First  they  developed  Web  sites 
for  companies,  then  they  started  an 
advertiser-supported  analytics  program. 
Finally  in  2002  they  created  Omniture 
to  focus  on  leasing  their  technology  to 
large  customers. 

For  publishers,  optimization  means 
increasing  the  amount  of  traffic  on  their 
Web  sites.  Take  Andrew  Wilson,  the  gen- 
eral manager  of  new  media  for  the  Mer- 
edith Corp.,  a  big  magazine  publisher 
with  titles  such  as  Better  Homes  and 
Gardens  and  Ladies'  Home  Journal.  Last 
year,  Wilson  used  Omniture's  programs 
to  test  out  an  important  new  product, 
Meredith's  first  paid  online  service,  Dec- 
orating Inspiration.  Through  the  Better 
Homes  and  Gardens  Web  site,  Decorating 
Inspiration  lets  homeowners  view  more 
than  15,000  photos  that  show  them  ideas 
for  sprucing  up  kitchens  and  bathrooms, 
and  other  home  renovation  projects. 
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Revving  up  the  Web 

Here's  how  some  companies  are  using 
Omniture's  software  to  improve  the 
performance  of  their  sites,  e-mail  newsletters, 
banner  ads,  and  search  engine  keywords: 


E-COMMERCE  EBags,  an  online 
luggage  retailer,  conducted  a  test  of  two 
microsites  that  sold  computer  laptop  cases. 
After  learning  that  one  microsite  generated 
30%  more  revenue  than  the  other,  the  company 
switched  all  of  its  links  to  the  higher-performing  site. 


SEARCH  ENGINE  MARKETING  Hyatt 
once  used  an  outside  ad  agency  to  manage 
its  search  engine  keyword  campaigns.  Now 
the  company  saves  money  by  having  its  own 
employees  manage  campaigns,  and  it  can  measure  the 
rate  at  which  certain  keywords  lead  to  sales. 


WEB  METRICS  After  finding  out  just 
how  popular  slide  shows  were  with  online 
readers,  MSNBC.com  developed  a  "related 
photos"  feature  that  lets  them  view  other 

photos  in  its  database.  It  generated  150  million  page 

views  in  the  past  year. 


Wilson  needed  to  determine  how 
best  to  sell  the  service,  though.  So  he 
created  one  Web  site  with  an  animated 
tour  of  the  service,  and  another  site 
that  gave  consumers  a  free  preview. 
With  the  Omniture  tools,  Wilson  could 
quickly  determine  that  the  two  sites 
generated  very  different  results.  Visi- 
tors who  came  from  search  engines 
such  as  Google  or  Yahoo!  preferred 
the  free  preview.  Even  better,  the  soft- 
ware revealed  that  the  preview  page 
produced  three  times  as  much  revenue 
from  users  who  signed  up  for  the  ser- 
vice. Wilson  shut  down  the  animated 
site  and  redirected  consumers  to  the 
more  productive  one.  "We  were  able  to 
make  our  search  advertisements  really 
profitable,"  says  Wilson. 

But  Omniture's  innovation  doesn't 
stop  with  its  tools.  It  manages  all 
the  data  and  software  on  its  8,000 
computer  servers,  a  model  that  boosts 
revenues.  Typically,  customers  sub- 
scribe to  the  service  for  a  few  years 
with  minimum  usage  levels  based  on 
monthly  page  views  or  transactions. 
If  they  exceed  the  minimum  usage, 
they  pay  more.  When  a  user  clicks  on 
a  link  or  buys  something  online,  the 
data  flow  to  one  of  Omniture's  servers, 
where  they  get  processed  and  served 


rf 


up  in  digestible  form  on  a  browsi 
That  way,  a  mountain  of  data  is  co 
verted  into  useful  nuggets.  A  year  ag 
Hyatt  Hotels  &  Resorts  was  using 
online  ad  agency  to  manage  the  70,01 1 
keywords  that  the  chain  bids  on  eai 
day  from  Web  search  engines,  and 
had  to  use  several  programs  to  analj 
the  results.  Omniture  gives  Hyatt  o 
place  where  it  can  internally  mana  1 1 
all  of  its  keyword  campaigns.  Hy; 
previously  could  only  see  the  rate  j  ?{] 
which  customers  clicked  on  a  sean    • 
advertisement;  now  Omniture  sho'.^U 
the  conversion  rate,  or  number  of  cc 
sumers  who  actually  make  a  purchi 
based  on  a  search  ad.  "It  has  drama 
cally  changed  the  funding  for  each 
the  keywords  and  categories  we  bufiLOU 
says  Hyatt's  director  of  e-commei 
Greg  Johnston.  "We  are  saving  hi 
dreds  of  thousands  of  dollars." 

SPEND,  SPEND,  SPEND 

THAT'S  FUELING  Google-like  gro-v 
albeit  from  a  far  smaller  base.  In  20 
Omniture  sales  shot  up  86%,  compaiijihis 
with  73%  for  Google;  this  year,  analyj  Idn t 
expect  Omniture  to  grow  66%,  to  $J  comr 
million.  It's  still  losing  money— an  liar's 
lysts  expect  a  net  loss  of  $13  millii  ither 
this  year.  A  big  reason  for  that  is  hirp.  Hi 
sales  and  marketing  costs,  which  easiness 
to  43%  of  sales  in  2006.  That's  OOlCRb 
for  now,  figures  Credit  Suisse  Grain  Mi 
analyst  Jason  Maynard,  since  Omnitit  ipete 
should  snap  up  as  much  of  the  man  Hk 
as  it  can.  He  has  an  "outperform"  llireea 
ing  on  the  stock.  V 

But  the  clock  is  ticking.  "If  tit  up  Ex 
don't  make  progress  toward  their  pMimon 
targets  in  the  second  half  of  the  yM  ed  "ti 
it  could  be  cause  for  concern,"  sionfrr 
Renaissance  Capital  analyst  Phil  Sf>  ididn' 
er.  And  there's  always  the  chance  ttita-cn 
Google  will  get  more  aggressive  abbe-dq 
Web  optimization.  "If  we're  not  scaa?portt 
of  them,  something  would  be  wnrt  Sarins 
with  us,"  says  James.  iigali 

Still,  he  feels  up  to  the  challenge,  l!  syster 
mother/Kandi,  who  was  in  the  crciverSi; 
at  the  NASDAQ  ceremony,  notes  tile  set 
since  he  was  young,  James  has  alw.w  ibinatit 
been  a  self-starter.  "Most  mothers  hi  age  m 
to  push  their  kids"  to  become  Ea«  e  that 
Scouts.  "I  didn't  care.  He  got  his  Eafif  ieve  ar 
by  himself."  A  short  while  later,  C4  nksofc 
niture  had  its  15  minutes  of  fame.  I  lis  nt 
James  closed  the  market  and  an  im  i  ober-cr 
of  his  team  flashed  on  a  screen  in  Til !  lata  hi 
Square.  James  was  jazzed,  but  quic;«  een  hai 
noted  the  work  ahead:  His  goal,  J  liter  oi 


said,  is  to  "create  a  billion-dollar  s 
ware  company."  ■ 
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IP  Sees  a  Gold  Mine 
i  Data  Mining 

10  Hurd  is  leading  the  company's  battle 
;ainst  his  old  employer,  NCR 


LOUISE  LEE 

T  WAS  AN  AWKWARD  SITUATION 
for  Mark  V.  Hurd.  Last  summer, 
Hewlett-Packard  Co.  began  quiet- 
ly promoting  Neoview,  a  data- 
mining  technology  aimed  at  big 
corporations  that's  key  to  its 
growth  plan.  But  Hurd,  15  months 
his  tenure  as  HP's  chief  executive, 
;dn't  get  out  and  sell  Neoview  like 
company's  other  products, 
hat's  because  Neoview  pushes  HP 
the  turf  of  Hurd's  old  employer,  NCR 
p.  Hurd  headed  up  NCR'S  Teradata 
ness  as  recendy  as  2002,  then  ran  all 
CR  before  jumping  to  the  top  job  at 
in  March,  2005.  Even  after  his  non- 
pete  agreement  expired  in  Septem- 
Hurd  waited  another  four  months 
ire  easing  into  personally  trying  to 
Neoview.  As  HP's  corporate-products 
ip  Executive  Vice-President  Ann  M. 
irmore  delicately  put  it,  that  delay 
ed  "to  allow  enough  time  and  sepa- 
Dn  from  his  previous  employer."  It 
didn't  seem  like  a  great  idea  to  push 
ta-crunching  product  just  as  HP  was 
e-deep  in  its  scandal  over  snooping 
eporters  and  board  members, 
tarting  on  Apr.  24,  though,  HP  will  be 
jig  all  out  to  formally  launch  Neoview. 
system,  which  costs  from  $600,000 
ver  $15  million,  depending  on  the  size 
he  setup,  consists  of  a 
tbination  of  HP  servers, 
lage  machines,  and  soft- 
that  helps  companies 
eve  and  organize  huge 
nks  of  data. 

his  near-instantaneous 
iber- crunching,  known 
ata  warehousing,  is  the 
:en  hand  that  allows  all 
iner  of  everyday  deci- 
s:  the  airline  rep  pulling 
now  many  miles  you've 


Neoview 
setups  will 
bring  HP 
$600,000  to 
$15  million 
each 


flown  to  determine  whether  to 
give  you  a  seat  on  an  overbooked 
flight,  or  the  grocer  discovering  a 
link  between  sales  of  pretzels  and 
sales  of  small  plastic  bags  handy 
for  packing  snacks,  and  stocking  shelves 
accordingly. 

With  sales  of  $92  billion  last  year,  HP 
nudged  past  IBM  as  the  world's  largest 
high-tech  company.  But  to  meet  Hurd's 
goal  of  4%  to  6%  revenue 
growth,  HP  needs  to  locate 
at  least  $3.7  billion  in  addi- 
tional sales.  Hurd  has  been 
snapping  up  software  com- 
panies and  investing  in  the 
data  business.  A  year  ago  he 
created  a  separate  research 
group  to  solve  some  of  the 
issues  that  keep  chief  in- 
formation officers  awake  at 
night.  HP  also  is  adding 
salespeople  to  focus  on  sell- 


ing data-warehousing  systems,  hiring 
talent  from  Teradata  as  well  as  from  IBM 
and  other  software-consulting  firms. 

Teradata  is  the  market  leader  and 
expects  to  boost  its  $1.5  billion  revenues 
by  7%  to  9%  this  year.  But  the  top  brass 
there  don't  sound  worried  about  Hurd's 
push  into  their  territory.  "We've  got  the 
best  customers.  Every  year  is  a  record 
year,"  says  Robert  E.  Fair  Jr.,  Teradata's 
chief  marketing  officer.  Says  analyst 
Stuart  Williams  at  Technology  Business 
Research  Inc.  in  Hampton,  N.H.:  "HP  has 
the  challenge  of  gaining  recognition." 

NCR  expects  to  spin  off  Teradata, 
which  had  2005  operating  profits  of 
$340  million,  to  its  shareholders  later 
this  year.  But  when  Hurd 
took  over  Teradata,  NCR 
was  a  fading  company 
best  known  for  cash 
registers  and  automat- 
ed-teller machines.  His 
team  latched  onto  the 
need  to  pull  together 
and  analyze  large  pools 
of  data  that  lie  scattered 
among  many  dissimilar 
computer  systems. 

Consolidating  data 
onto  a  single  large 
system  can  lend  a  vital 
advantage.  The  more 
complete  the  body  of  in- 
formation you  can  mine, 
the  better  and  faster  you 
can  make  decisions.  One 
example:  Merchants 
at  any  of  the  279  Bon- 
Ton  department  stores 
already  tap  into  Neoview 
to  analyze  merchandise 
sales  by  supplier.  That 
helps  them  see  precisely 
which  vendor's  products 
are  selling  and  when, 
and  better  plan  buying  decisions. 

Hunger  for  those  insights  is  driving  a 
boom  in  big  data  warehouses.  A  survey 
of  479  companies  last  fall  by  researcher 
IDC  found  the  vast  majority  of  respon- 
dents expected  their  largest  data  facility 
to  grow  within  12  months;  18%  expected 
a  doubling  and  42%  projected  a  25%  to 
50%  boost. 

HP  is  now  in  full-blown  sales  mode 
with  Neoview.  And  it's  rolling  out  the 
heavy  guns.  CIO  Randy  Mott,  legendary 
in  tech  circles  for  his  successful  imple- 
mentation of  data  systems  at  Wal-Mart 
Stores  and  Dell,  is  available  to  chat. 
And  if  need  be,  Hurd— now  free  of  any 
conflicts— is  ready  to  step  in  to  help 
close  the  deal.  ■ 
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VISIONARY  Hurd  was 
the  driving  force 
behind  Teradata, 
NCR's  market  leader 
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Creating  a  Better  Life 
for  the  Business  Traveler 


It's  often  rough  going  for  business  travelers.  Planes  are  full, 
delays  are  plentiful,  hassles  are  frequent.  When  Orbitz  for 
Business  conducted  a  poll  recently,  it  found  that  business 
travelers  consider  life  on  the  road  more  difficult  than  it  was 
two  years  ago.  Flight  delays  and  cancellations  were  cited 
as  the  biggest  pet  peeves,  followed  by  security  lines  and 
draconian  carry-on  restrictions. 


But  there's  plenty  of  good  news  for  road  warriors,  too. 
Once  you  take  off,  there  are  new  ways  airlines  have 
improved  in-flight  service.  Korean  Air  Lines  has  won 
several  important  reader-choice  awards  for  its  roomy  sleeper 
seats,  and  superb  on-demand  in-flight  entertainment  system. 

Lufthansa  (www.lufthansa.com),  which  recently  enhanced 
its  premium-class  service,  has  redefined  long-haul  flight  comfort. 
Thanks  to  retractable  armrests,  business-class  passengers 
have  ample  room  for  arms  and  shoulders;  then  at  the  push 
of  a  button,  the  seat  morphs  into  a  cushy,  six-foot  PrivateBed, 
complete  with  massage  function.  If  you  need  to  work,  a  large 
worktable,  storage  space  for  laptop  and  files,  power  connection 
and  individual  reading  light  are  all  integrated  into  your  space. 

And  when  it's  time  to  dine,  you'll  do  it  in  style.  The  airline 
has  partnered  with  Peninsula  Hotels,  whose  chefs  and  som- 
meliers  have  created  special  menus  for  the  Connoisseurs  on 
Board  food  and  wine  program  offered  to  first-  and  business- 
class  passengers. 

Being  one  of  the  early  pioneers  of  the  all-business-class 
product,  Lufthansa  knows  all  about  Business  Class.  Besides 
offering  three  business-class  only  routes  between  North  America 
and  Europe,  they  also  offer  Private  Jet  service  for  customers 
booking  private  air  travel  in  conjunction  with  scheduled 
commercial  flights. 

Airport  lounges  are  homing  in  on  frequent  travelers  as 
well.  Cathay  Pacific  Airways  gets  special  recognition  for  its 
private  cabanas  (with  soaking  tubs)  at  its  hub,  Hong  Kong 
International  Airport;  Malaysia  Airlines  wins  kudos  for  its 
fantastical  lounge  at  Kuala  Lumpur  International  Airport.  It's 
the  only  one  in  the  world  with  a  river  running  through  it. 

As  the  world  continues  to  globalize,  the  demand  for  these 
services  will  likely  grow,  even  for  companies  keeping  a  gimlet 
eye  on  costs.  NBTA  president  and  CEO,  Suzanne  Fletcher,  said, 
"While  most  companies  have  tightened  policies  regarding 


first-  and  business-class  travel  in  the  last  10  years,  some  hava 
begun  shifting  policy  to  allow  more  travelers  to  fly  Business 
Class  on  long-haul  flights." 

How's  this  for  another  convenient  touch?  A  way  to  keep  fl 
without  having  to  go  to  a  fitness  center.  Omni  Hotels  wi 
hand  you  a  Get  Fit  Kit  when  you  check  in.  The  contents:  barbel 
resistance  band,  yoga  mat  and  radio  with  ear  buds. 

And  finally,  tired  of  the  stress  of  being  lost  and  late  in  a  stran<  i  | 
city?  When  you  want  to  navigate  like  a  native,  bring  along  an 
ultra-portable  GPS  navigation/mapping  unit  like  the  compact^ 
easy  to  use  Carmin  nuvi™  350  and  you'll  never  have  to  m 
any  more  U-turns.  It's  a  versatile  travel  assistant  about  the  sizfj 
of  a  deck  of  cards. 


MAXIMIZE  THE  VALUE  OF  TRAVEL  PROGRAMS  WITH 
THE  NATIONAL  BUSINESS  TRAVEL  ASSOCIATION  (NBTA) 

~  Corporate  travel  managers  from  the  world's 

^-__  -^    leading  companies  use  NBTA  resources  to  folio  < 

NATIONAL  BUSINESS  industry  trends  and  developments;  to  networ 
TRAVEL  ASSOCIATION 

a»»c«g*»&«»»«»»«Hb«  with  peers  around  the  globe;  to  benchmark  th 

companies'  travel  policies,  procedures,  and  rates;  and  to  enhano  } 
their  professional  knowledge. 

NBTA  is  the  voice  of  business  travel  in  Washington,  lobbying  for 
policies  that  benefit  business  travelers  and  their  companies. 

The  NBTA  International  Convention  &  Exposition  -  held  this  year  in 
Boston,  July  22-25  -  is  the  largest  gathering  of  travel  vendors  and  co 
porate  managers  in  the  world.  With  nearly  6,000  attendees  expect* 
this  year,  it  is  the  must-attend  event  for  business  travel  professional 
NBTA  also  offers  networking  and  education  events  in  Brazil,  Chin^l] 
England,  and  Mexico.  For  more  information,  visit  www.nbta.org 
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Environment 


Energy 


COMMENTARY 


BY  JOHN  CAREY 


Ethanol  Is  Not  the  Only  Green  in  Town 

Memo  to  Feds:  Make  subsidies  available  to  the  whole  field  of  biofuel  innovation 


IF  JOHN  G.  MELO  IS  RIGHT,  AMERICA'S 
fuel  policy  is  heading  down  the  wrong 
road.  Melo  is  chief  executive  of  Amyris 
Biotechnologies  in  Emeryville,  Calif. 
The  startup  adds  genes  to  microbes  so 
the  bugs  convert  sugar  into  useful  stuff- 
such  as  green  fuels.  Amyris  figures  it  can 
make  a  diesel  and  a  gasoline-like  product 
that  offer  major  advantages  over  ethanol 
and  biodiesel,  today's  alter- 

native-fuel  darlings.  "Why  not  look  for 
better  solutions?"  says  Melo.  "There  is  a 
second  generation  of  fuels  coming  that 
could  be  very  helpful  to  the  country." 

But  not  with  the  current  mix  of  energy 
subsidies.  Thanks  to  years  of  lobbying  by 
ethanol  and  biodiesel  producers,  those 
two  fuels  get  the  big  breaks.  A  number  of 
states  mandate  that  ethanol  or  biodiesel  be 
blended  with  oil-based  fuels,  and  Congress 
has  locked  in  tax  subsidies  of  51<t  per  gallon 
of  ethanol  and  $1  per  gallon  of  biodiesel. 
The  laws  also  narrowly  define  biodiesel 
in  terms  of  a  specific  process,  shutting  out 
innovations  and  improvements. 

Which  leaves  out  not  just  Amyris  but 
others   working   on   better  green   fuels. 
DuPont  and  BP  PLC  have  a  joint  venture 
to  make  bio-butanol,  a  relative  of  ethanol, 
while  startup  LS9  Inc.  mimics  an  ingredient  in  gasoline.  State 
and  federal  rules  create  hurdles  for  both  approaches.  "Policies 
should  not  discourage  new  technologies,"  says  Louis  Burke, 
manager  of  alternative  energy  and  programs  at  Conoco  Phillips. 

There  are  legitimate  arguments  about  whether  subsidies  are 
needed  at  all,  but  with  the  White  House  and  Congress  rushing 
to  promote  alternatives  to  fossil  fuels,  incentives  are  almost 
inevitable.  So  the  subsidies  need  to  be  smarter.  "We  need  a 
level  playing  field  for  all  the  processes,"  says  Henrik  Erametsa, 
president  of  the  U.S.  subsidiary  of  Finland's  Neste  Oil,  which 
has  a  new  plant  making  renewable  diesel— not  classed  as 
biodiesel— from  animal  fat. 


BusinessWeek  .com 


ONLINE:  To  watch  a  video  report  on  biodiesel  vehicles,  go  to 
www.businessweek.com/go/tv/biodiesel 
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Both  ethanol  and  biodiesel  have  problems.  Biodiesel 
rancid  and  can  freeze,  making  it  hard  to  start  cars  in 
winter.  Ethanol  can't  be  used  in  high  concentrations  in  exist 
pipelines  and  pumps.  It  also  contains  about  30%  less  ener 
than  gasoline,  causing  mileage  to  drop.  The  rush  to  ma 
ethanol  from  corn  has  already  doubled  corn  prices  and  raisU 
food  prices.  And  it  does  little  to  slow  global  warming.  "Frdjj 
an  environmental  standpoint,  ethanol  is  a  deal  with  the  devq| 
says  Amyris  marketing  vice-president  Rahul  Shendure. 

CONOCO'S  BIG  FAT  CREDIT 

SO  WHEN  DUPONT  DECIDED  to  get  into  the  biofuel  gai 
"we  sat  down  with  BP  and  asked  whi 
better,"  says  John  Pierce,  DuPont  vi 
president  for  bio-based  technology, 
two  companies  picked  butanol,  which 
more  energy  per  gallon  than  ethanol 
is  compatible  with  today's  pipelines 
pumps.  So  are  the  fuels  from  startups 
Amyris,  Gevo,  and  LS9.  "In  the  circl 
move  in,  no  one  thinks  we'll  still  be  us: 
ethanol  in  25  years,"  says  Stanford 
logist  Chris  Somerville. 

Companies    will    invest    big    b 

once  the  subsidies  are  no  longer  till 

ConocoPhillips  and  others  fought  with 

National  Biodiesel  Board  over  whei 

fats   turned    into    fuel   with   heat 

catalysts  also  qualify  for  the  green  diei 

credit.  In  early  April,  the  IRS  ruled 

favor  of  Conoco.  Two  weeks  later,  Com 

and  Tyson  Foods  Inc.  announced  plans  i 

refine  diesel  from  leftover  pouluJ 

pork,  and  beef  fat.  In  additif 

to   offering   a  better   fuel   thjh 

biddiesel,  the  operation  will  b 

boon  to  livestock  producers  h 

by  ethanol-boosted  corn  prii 

"It's  a  technology  that  turns 

waste  products  into  fuel," 

rimrll  i™*rc  Conoco's  Burke. 

pi  UUULC1 3  Ethanol  and  biodiesel  aren' 

■mbmim^m  bad.  Added  to  petroleum-b 

fuels,  they  are  cutting  oil  use 
paving  the  way  for  renewables.  But  Congress  should  & 
locking  in  specific  fuels,  by  applying  any  subsidies  equi 
to  all  contenders.  "It  is  likely  that  we  will  end  up  with  betl 
fuels,"  says  venture  capitalist  Vinod  Khosla,  who  is  backi]  jfSi 
Amyris  and  others.  "That  is  what  innovation  is  all  about." 
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"Fat"  diesel 
is  better  fuel 
and  a  boon 
to  livestock 
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Special  Advertising  Section 

ioPharma  Outlook  2007 


BlOrhdrrnd  continues  to  be  a  driving  force  in  the  evolution  of  healthcare.  As 
research  progresses,  new  methods  to  overcome  human  ailments  are  discovered  daily. 
In  addition,  innovative  medical  devices,  more  efficient  drug  delivery  systems  and 
cutting  edge  life  science  products  enhance  the  implementation  of  our  ever-growing 
range  of  solutions. 

Jhe  following  companies  are  at  the  foreground  of  these  developments,  providing 
potential  for  both  significant  healthcare  breakthroughs  as  well  as  business  and 
investment  opportunities. 


•  P'h.3  rn-*'- 


Woodcliff  Lake,  NJ  •201-692-1100 
www.eisai.com 

Established  in  1995,  Eisai  Inc.  has  grown  rapidly 

in  the  U.S.  to  become  an  integrated  pharmaceutical 

business  with  sales  of  approximately  $2.2  billion  in 

I  year  2005  (year  ending  March  31,  2006).  The  company  achieved  these 

through  strategic  R&D,  external  partnerships  and  product  acquisitions  - 

e-fold  approach  that  has  helped  Eisai  move  up  rapidly  in  the  rankings  of 

Dharmaceutical  companies  to  No.  19. 

;ai  focuses  its  efforts  in  three  areas  of  therapeutic  and  strategic  strength  - 
logy,  gastrointestinal  disorders  and  oncology/critical  care.  As  a  human 
h  care  (hhc)  company,  Eisai  strives  to  develop  drugs  for  diseases  with  sig- 
int  unmet  medical  need.  This  is  most  compelling  in  oncology,  one  of  Eisai's 
standing  therapeutic  areas  of  focus.  Eisai  has  various  drugs  in  develop- 
for  the  potential  treatment  of  patients  with  cancer,  reflecting  our  commit- 
to  addressing  these  challenging  needs. 


Celsis  •  Innovative  Products  and  Services 


Chicago,  IL»  312-476-1200 
www.celsis.com 


'<'-  ir:i:T;3  Group,  line. 


Celsis 


Celsis  provides  innovative  products  and 
services  to  the  pharmaceutical,  biopharma- 
ceutical  and  consumer  products  industries 
iftgh  its  three  business  areas;  rapid  detection,  analytical  services  and 
itro  technologies. 

■ch  division  has  the  capacity  to  deliver  substantial  time  and  cost  savings, 
Vdition  to  ensuring  product  quality  and  safety.  The  Rapid  Detection  busi- 
er provides  diagnostic  systems  which  reduce  the  time  it  takes  to  test  and 
■se  goods  to  market,  thereby  enhancing  lean  manufacturing  and  improv- 
■upply  chain  management.  The  Analytical  Services  division  provides  out- 
Iced  laboratory  services  to  ensure  the  stability  and  chemical  composition 
f  •;  customers'  products.  In  Vitro  Technologies  supplies  in  vitro  testing 
Acts  and  services  which  screen  drug  compounds  early  in  the  discovery 
Ass,  thereby  reducing  the  time  and  cost  of  drug  development. 


To  read  the  full  report,  go  to 
www.techndogy-reports.com/celsis.asp 


Palo  Alto,  CA*  415-397-2880 
www.avicenagroup.com 

Avicena®  Group,  Inc.  (OTCBB:  AVGO)  is  a 
late  stage  biotechnology  company  whose 
pharmaceutical  program  centers  on  rare 
neurological  disorders  (orphan  diseases).  The  company's  core  technolo- 
gies, supported  by  a  robust  intellectual  property  portfolio,  utilizes  the 
Avicena  Group's  expertise  in  the  regulation  of  cellular  energy  processes  to 
develop  products  that  have  broad  therapeutic  applications. 

Avicena  recently  announced  initiation  of  a  Phase  III  trail  for  Parkinson's 
Disease  and  plans  to  initiate  a  Phase  III  trial  for  Huntington's  early  next 
year.  In  addition,  Avicena  is  currently  analyzing  data  from  its  Phase  lib/Ill 
trial  in  ALS  (Amyotrophic  Lateral  Sclerosis,  or  Lou  Gehrig's  disease).  Unlike 
traditional  biotechnology  companies,  Avicena's  clinical  programs  are  large- 
ly funded  by  government  and  non-profit  organizations.  Avicena  presently 
derives  revenue  from  the  sale  of  proprietary  dermaceutical  ingredients  to 
skin  care  manufacturers.  JT**I,  'till  '.'.'  TT^fUMIM 


C:j  •  WmecJiiar  y,i\uc:r:.c: 


Brisbane,  CA  •  415-287-2300 

www.xdx.com 


•J  XDx  (Brisbane,  CA)  is  a  molecular  diag- 

^fl    \^         J"\T      nost'cs  company  that  discovers,  develops, 
^^  ^  ^--* — ^-^j=     and  commercializes  noninvasive,  molecular 

mi         EXPRESSION  DIAGNOSTICS  ' 

blood  tests  to  monitor  the  immune  systems 
of  patients  with  a  variety  of  immune-mediated  conditions.  In  heart  trans- 
plant patients,  XDx's  proprietary  AlloMap®  Molecular  Expression  Testing  can 
rule  out  acute  cellular  rejection,  providing  an  alternative  to  invasive  biopsy 
procedures.  In  addition,  ongoing  clinical  trials  are  evaluating  the  applica- 
tion of  AlloMap  testing  in  lung  transplantation.  Beyond  solid  organs,  XDx  is 
planning  studies  in  autoimmune  conditions,  such  as  lupus.  "AlloMap  testing 
is  an  example  of  what  molecular  diagnostics  can  do,  and  how  they  are  begin- 
ning to  have  a  major  impact  on  the  management  and  quality  of  life  of 
patients  with  a  variety  of  life-threatening,  life-altering  conditions,"  said 
Pierre  Cassigneul,  chief  executive  officer. 


To  read  the  full  report,  go  to 
www.technoJogy-reports.com/xrJx.asp 


The  Corporation!  Stalwarts 

Who's  Afraid  of 
A  Housing  Slump? 

Not  Sherwin-Williams.  Despite  downturns, 
the  paint  giant  hasn't  had  a  loss  since  1977 


BY  MICHAEL  ARNDT 

HERWIN-WILLIAMS  DAZ- 
zles  customers  with  1,511 
paint  hues,  from  "quaint 
peche"  to  "rapture  blue." 
I  But  with  housing  starts 
projected  to  plunge  at 
least  20%  in  2007,  after 
dropping  13%  in  2006,  and  spending 
on  home  remodeling  expected  to  grow 
by  half  of  last  year's  8%  increase,  you'd 
think  a  new  color  might  have  to  be  add- 
ed to  its  palette:  bottom-line  red.  The 
company,  after  all,  makes  most  of  its 
money  by  selling  paint  to 
builders  and  do-it-yourselfers 
through  its  own  chain  of  3,000 
stores  and  home-improve- 
ment retailers  such  as  Home 
Depot  Inc. 

But  Chairman  and  CEO 
Christopher  M.  Connor  is  far  from  down- 
beat on  his  company's  prospects.  Connor, 
51,  predicts  another  record  year,  with  rev- 
enue rising  5%  or  so,  to  $8.2  billion,  and 
net  income  up  as  much  as  10%,  to  $633 
million.  The  key  is  the  company's  geo- 
graphic and  market  diversity,  which  helps 
mute  the  impact  of  a  downturn  in  any 
one  sector  or  country.  "Clearly,  we're  go- 
ing to  have  headwinds,"  says  Connor.  "I 
won't  be  cavalier.  But  we've  been  through 
housing  downturns  many  times." 

Glossy  Gains 


Yes,  Sherwin-Williams  has.  The 
company,  which  made  its  debut  at  22 
on  this  year's  BusinessWeek  50  list  of 
best-performing  companies,  dates 
to  1866,  when  Henry  Sherwin  spent 
$2,000  to  begin  an  industrial-goods 
distributorship.  Edward  Williams 
joined  four  years  later.  Today  the  Cleve- 
land-based company  has  30,800  em- 
ployees and  operations  in  14  countries. 
Despite  repeated  down  cycles  in  hous- 
ing, it  hasn't  had  a  loss  since  1977  and 
has  boosted  its  dividend  every  year 
since  1979. 

Sherwin-Williams  Co., 
owner  of  the  Dutch  Boy,  Pratt 
&  Lambert,  Krylon,  and  Min- 
wax  brands,  has  a  long  his- 
tory of  spreading  its  bets. 
That  falloff  in  housing  starts? 
It  turns  out  that  just  16% 
of  wall-and-ceiling  paint  sales  comes 
from  new-home  builders.  And  sales  in 
other  markets,  such  as  commercial  con- 
struction, are  still  on  the  upswing.  The 
company's  $600  million  automotive- 
paint  division,  a  steady  and  higher- 
margin  business  that  sells  primarily 
to  car-repair  shops,  is  also  growing 
fast  in  the  U.S.— and  even  faster 
in  Latin  America.  In  addition, 
Sherwin-Williams  has  gallons 
of  cash  for  acquisitions  and 


retail  expansion,  which  could  push 
share  of  the  U.S.  paint  market  beyo 
its  current  40%. 


i 


Data:  Bloomberg  Financial  Markets 


RETAIL  EXPANSION 

UNDER  CONNOR,  a  24-year  com] 
ny  veteran  who  became  CEO  in  19«. 
Sherwin-Williams  has  been  particu 
about  how  it  spends  money.  Until  1; 
year,  when  the  company  opened  a  pa 
plant  in  Fernley,  Nev.,  it  had  gone 
years  without  a  new  factory.  Less  th|  j 
0.5%  of  sales  is  devoted  to  research  a 
development.  Instead,  the  company  uiij 
its  bankroll  to  snap  up  smaller  riv? 
such  as  Duron  Inc.,  which  it  bought! 
2004  for  $253  million. 

Unlike  most  of  its  competito 
Sherwin-Williams  is  more  than  a  man 
facturer.  It  added  117  stores  worldwi 
in  2006  and  plans  to  open  at  least  1 
more  this  year,  with  the  goal  of  evem 
ally  hitting  4,000.  Having  its  own  sto:c 
means  the  company  doesn't  have, 
rely  on  other  retailers  to  sell  its  pr< 
ucts  or  offer  them  incentives  for  prir 
shelf  space.  It  also  allows  Sherw 
Williams  to  go  beyond  individual  shfl| 
pers,  who  are  increasingly  anxious  abir 
house  prices,  and  deal  directly  with  t 
contractors. 

Connor   is   now  taking   this   strt| 
egy  abroad.  While   Sherwin-Willia 
has  long  had  outlets  in  Latin  Ami 
ica  selling  automotive  paints,  it  J 
nounced  on  Apr.  4  that  it  has  entei 
India's  residential  paint  market 
the  purchase  of  Nitco  Paints  in  M 
bai.   Any  expansion   shouldn't   s 
its  pocketbook:  Thanks  to  strong 
flow  and  a  pause   in   making  bigj* 
acquisitions,    the     company    enteii 
2007  with  $469.2  million  in  cash, 
$36  million  a  year  ago. 

A  small  step  into  the  huge  i 

dian  market  isn't  enou 

to  keep  analysts  bull 

on  the  company.  Sit 

last  July,  every  ratii 

change    has    rjl 

a   downgrade 

analysts  wati 

the  stock  si 

target  prices,  j 

Wall  Street's  worries  don't  seem  to 

rattling  many  investors.  Although  She 

Williams'  stock  is  off  its  February  i 

time  high  of  70.95,  shares  closed  at  64< 

on  Apr.  17  That's  still  almost  doi 

the  price  three  years  ago.  Given 

company's  track  record,  it  sounds 

Sherwin-Williams'  "halcyon  green"  i 

"believable  buff'  may  be  the  big  col 

for  2007  ■ 
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We  know  what  it  takes  to  be  a  Tiger. 

True  high  performers  aren't  defined  by  what  they  do  to 
reach  the  top,  but  what  they  do  to  stay  there.  It's  what 
we  call  continuous  renewal  and  it's  one  key  finding  from 
our  proprietary  research  into  the  world's  most  successful 
companies.  For  an  in-cfepth  look  at  our  study  of  and 
experience  with  high  performers,  visit  accenture.com/research 

Consulting  •  Technology -Outsourcing 


accenture 

High  performance.  Delivered. 
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the  story  behind 

Double-Digit  Growth 

Washington  Group  International  (NYSE:  WNG),  headquartered 
in  Boise,  Idaho,  is  a  global  engineering,  construction,  and 
management  company  with  25,000  employees  worldwide 
and  more  than  $3  billion  in  annual  revenue.  Over  the  last  four 
years,  the  company's  net  income  has  climbed  by  a  compound 
annual  growth  rate  of  39%.  Since  January  2002  its  stock  price 
has  increased  more  than  20%  annually,  compared  to  the  S&P 
500's  6%  average.  The  company  has  $9.5  billion  in  "work  to 
complete"  on  existing  contracts  and  continues  to  sign  major 
new  work-from  power  to  industrial  processing  ft  mining. 

The  company's  value  extends  far  beyond  the  numbers,  with 
contributions  including 


Top  20 
Companies 
for  Leaders 


Hewitt  Associates  antf  Human 
Resource  Ptarmmg  Society 


•  Designing,  constructing,  and  managing  large  and 
complex  industrial  facilities,  transportation  systems, 
water  resources,  and  more— from  the  Hoover  Dam  in 
the  1930s  to  its  work  today  in  Qatar  on  a  major  plant 
serving  the  oil  and  gas  industry. 

•  Providing  facility-management  services  to  some  of  the 
world's  largest  and  most  well-known  companies  to  help 
them  reduce  costs  and  focus  on  their  core  business. 

•  Engineering  and  constructing  nuclear  and  fossil  power 
plants  around  the  world  providing  nearly  250,000 
megawatts  of  power— equivalent  to  one-quarter  of  the 
generating  capacity  of  the  United  States  today. 

•  Cleaning  up  the  environment  and  destroying  weapons 
of  mass  destruction  internationally,  including  78%  of 
the  aging  U.S.  chemical  weapons  stockpile. 

FOCUSING  ON  PEOPLE 

These  accomplishments  have  come  about  through  skillful 
management  and  exceptional  customer  service,  of  course.  But 
the  most  important  factor,  say  Washington  Group  International 
executives,  is  the  company's  intense  focus  on  the  careers  and 
capabilities  of  its  people. 

"My  commitment  is  that  the  best  career  opportunities  in 
the  industry  will  be  found  at  Washington  Group  International," 
says  Chief  Executive  Officer  Stephen  G.  Hanks.  "The  talent  of 
our  25,000  employees  around  the  world  and  our  extensive 


efforts  in  employee  development  truly  set  Washington  Gn 
International  apart.  Even  more  importantly,  it  produces  supei 
performance  for  our  customers  and  stockholders." 

Such  efforts  are  clearly  paying  off.  Among  its  honors 
company  was  named  by  global  human  resources  firm  He 
Associates  as  one  of  the  Top  20  Companies  for  Leaders. 

A  COMMITMENT  TO  SAFETY 

At  the  same  time,  Washington  Group  International  has  rep 
edly  been  recognized  as  one  of  the  safest  companies  in 
world,  despite  the  challenging  work  it  undertakes.  For  exam 
the  company's  "days  away  from  work  cases"  are  a  fractic 
of  the  figures  posted  not  only  by  the  U.S.  engineering  ai 
construction  industry  overall,  but  also  by  presumably  "safe 
industries  like  museums,  retailers,  and  florists. 

"Safety  is  of  paramount  importance  to  our  customei 
says  Mr.  Hanks.  "Whether  we  are  meeting  with  a  large  indU 
trial  company,  the  U.S.  Departments  of  Defense  or  Energy, 
state  transportation  agencies,  invariably  the  first  question  we  a 
asked  is  about  safety.  Potential  clients  are  obviously  focused  t 
finishing  projects  on  time  and  under  budget,  but  more  than  ar 
thing,  they  want  to  make  sure  the  work  is  completed  safely." 

It  is  a  result  that  Washington  Group  International  invariat 
delivers,  as  evidenced  by  its  leading  safety  record,  superi 
financial  results,  and  the  fact  that  about  75%  of  its  new  wo 
comes  from  repeat  customers. 


TALENT,  ETHICS,  AND  PROFESSIONALISM 

"We  couldn't  be  more  proud  of  the  people  who  work 
Washington   Group   International,"   concludes   Mr.    Hani" 
"Their  talent,  ethics,  and  professionalism  are  the  reason  f 
our  success-from  our  double-digit  earnings  growth  to  o 
industry-leading  performance  and  safety  records." 

It  is  this  sense  of  pride  and  vision  that  also  prompti 
Washington  Group  to  join  the  New  York  Stock  Exchan; 
(NYSE)  in  March.  "The  NYSE  is  the  'Big  Board,"'  says  N 
Hanks.  "It's  where  most  of  our  private-sector  customers  ai 
And  it's  where  a  company  of  our  stature  and  commitment 
its  customers  belongs." 


DEI 


Partners  for  a  Better  World 


SM 


The  ultimate  satisfaction  comes  from  knowing  what  you  do  matters.  At  Washington  Group 
International,  we  are  proud  that  our  engineering,  construction,  and  management  work  around 
the  world  builds  better  tomorrows.  Power  plants  and  clean-air  systems  providing  clean, 
dependable  energy.  Transportation  and  water  systems  meeting  critical  needs.  Facility-management 
services  helping  companies  be  more  efficient.  Security  solutions  making  our  world  safer.... 
Serving  businesses,  governments,  and  our  communities,  we  are  partners  for  a  better  world. 

To  learn  more,  please  visit  washingtongroupinternational.com  or  e-mail  us  at  info@wgint.com. 


WNG 
NYSE 
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Washington  Group  International 

Integrated  Engineering,  Construction,  and  Management  Solutions 
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Entrepreneurs  After  Hours 
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Tequila  with  a 
Rock  'n'  Roll  Chaser 

How  Sammy  Hagar  took  Cabo  Wabo  from  a 
vanity  hangout  to  a  $60  million  business 


BY  STACY  PERM  AN 

ACK  WHEN  CABO  SAN 
Lucas  was  an  overlooked 
Mexican  seaside  village, 
rocker  Sammy  Hagar 
,  would  visit  and  joke  that 
the  drunks  wobbling 
down  the  dirt  roads  were 
doing  "the  Cabo  Wabo."  Hagar,  the  for- 
mer lead  singer  for  Van  Halen,  admits 
his  early  days  of  tequila  drinking  weren't 
pretty  either.  But  in  1982  he  tasted  the 
good  stuff— premium  bian- 
co tequila.  "It  changed 
my  life.  I  became  a  bianco 
freak,"  says  Hagar. 

That  enthusiasm  led  him 
to  open  a  cantina  where  he 
could  eat,  drink,  and  play  music.  "It  was 
just  an  ego  trip,"  he  says.  "The  town 
wasn't  even  big  enough  to  accommodate 
the  idea."  But  in  the  late  nineties,  Cabo 
became  a  stop  on  the  cruise-ship  circuit. 
The  roads  were  paved,  and  Iggy  Pop,  U2, 
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and  Guns  N'  Roses  flew  down  to  the  can- 
tina for  gigs.  Today  the  Red  Rocker  is  front 
man  for  Cabo  Wabo  Enterprises,  a  $60 
million  company  in  Novato,  Calif.,  with  a 
line  of  premium  tequilas  and  a  chain  of 
tequila  bars. 

As  an  entrepreneur,  Hagar  says  he  plays 
by  the  same  rules  that  brought  him  fame 
in  the  music  business.  No.  1 :  follow  his  gut. 
"Before  I  made  it  as  a  rocker,  I  had  a  lot  of 
executives  tell  me  what  to  do  to  make  it, 
and  I  never  listened  to  them,"  he  says.  "I 
did  it  my  way." 

Hagar  and  his  three  fel- 
low band  members— Eddie 
and  Alex  Van  Halen,  and 
Michael  Anthony— invested 
about  $400,000  in  the  first 
bar.  MTV  hosted  the  opening  night  party 
in  1992,  but  after  that  splash,  business 
slowed  to  a  trickle.  "The  guys  in  Van  Halen 
got  sick  of  it,"  says  Hagar.  "We  lost  about 
$40,000  a  year— pocket  change  to  those 
guys.  But  they  said  the  place  was  too  hot, 


there  were  no  telephones,  and  no  T 
Hagar  took  sole  ownership  in  1994  a 
hired  a  new  manager  to  run  the  bar.  Th 
he  decided  he  wanted  to  produce  his  o1 
tequila  for  the  cantina's  customers. 

After  sampling  offerings  at  distilleri 
Hagar  partnered  with  the  Rivera  fa 
ily,  which  has  owned  a  distillery  in  Jalii 
since  1937.  They  sent  Hagar  handmade 
quila  in  jugs,  vats,  and  five-gallon  gas  ca 
and  he  served  it  in  porcelain  bottles  w 
cork  stoppers.  In  1999,  Wilson  Daniels 
wine  importer  in  St.  Helena,  Calif.,  asl 
about  distributing  Cabo  Wabo  Tequila) 
the  U.S.  It  sold  37,000  cases  the  first  ye 
Cabo  Wabo  President  Stephen  Kat 
man  says  Cabo  sold  140,000  cases  I 
year,  making  it  the  country's  secot 
best-selling  brand  of  premium  tequii 
U.S.  sales  of  tequila  rose  12j 
in  2006,  according  to  ACNiek 
Scantrack  and  LiquorTrack,  a 
companies  such  as  Diageo,  S! 
gram,  and  Allied  Domecq 
introducing  high-end  labels. 
2006  there  were  40  new  prei 
um  tequilas,  compared  with  13 
2004,  says  Eric  Schmidt,  manaji 
for  information  services  at  N 
walk  (Conn.)  researchers  Adams  BevenrJ 
Group.  "Cabo  Wabo  has  created  a 
niche,"  he  says.  "As  far  as  the  affilial 
with  Hagar  and  the  party  atmosphei' 
they've  done  very  well." 

In  2004,  Hagar  opened  a  second  a 
tina  at  Harrah's  in  Lake  Tahoe.  A  third 
Las  Vegas,  is  scheduled  to  open  in  20 
Hagar  is  considering  opening  other! 
Orlando,  Atlantic  City,  and  Fresno,  G 
but  fears  turning  them  into  a  cookie- 
ter  chain.  The  200-employee  compi 
has  expanded  tequila  sales  into  Cana 
Australia,  and  Mexico,  and  plans  a  glol 
push.  In  April,  Hagar  launched  Cabo  I 
Ahejo  Reserva,  a  $250  limited-edil 
reserve  label. 

Hagar  works  with  only  a  hand 
employees,  including  Kauffman,  a  liqi 
industry  vet,  at  Cabo's  main  office, 
keting  is  a  grassroots  effort.  In  19 
Hagar  wrote  the  party  anthem  Mas  Teq 
la  and  mentions  the  brand  in  intervie 
On  tour  with  his  band  the  Waboritos  ( 
left  Van  Halen  in  1996),  he  shares 
stage  with  bikini-clad  waitresses  senr 
tequila.  For  now,  Hagar  is  content  botl 
play  the  party  and  to  host  the  bar.  "1 1 
owning  and  operating  a  business," 
says.  "It's  as  creative  as  stepping  on  si 
or  making  a  record."  ■ 
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ONLINE:  For  a  slide  show  on  the  making  of  Cabo 
Wabo  Tequila,  go  to  businessweek.com/go/cab 
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future  client  in  Des  Moines  is  closer  than  you  think. 

u  can  always  rely  on  FedEx, Ground  to  reach  your  customers.  FedEx  Ground  offers 
st-effective,  reliable  delivery  in  as  fast  as  1  to  5  business  days  in  the  contiguous  U.S., 
ving  you  time  and  money.  Ancf  whatever  your  shipping  needs  are,  FedEx  has  a 
; lution  that  lets  you  focus  on  the  things  that  really  matter— like  growing  your  business, 
lore  information,  go  to  fed£x*com.  Relax,  it's  FedE/ 
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SPECIAL  ADVERTISING  SECTION 


A  GENERATION  AGO,  Americans  seldom  changed 
jobs  and  routinely  retired  with  comfortable,  reliable  pensions. 
But  those  days  have  become  distant  memories. 

Only  23  percent  of  working  people  now  rely  on  a  traditional 
benefit  plan,  according  to  the  Employee  Benefits  Research" 
Institute.  And  constant  pressures  on  management  to  reign  in 
fixed  costs  means  even  those  programs  are  far  from  secure. 

Fortunately  for  the  77  million  baby  boomers  poised  to  retire 
over  the  next  two  decades,  new  financial  products  are  coming 
on  line  to  help  people  provide  for  their  own  futures.  Leading 
the  way,  thanks  to  a  spate  of  innovation  in  recent  years,  are 
variable  annuities. 

An  annuity  is  an  insurance  contract  that  provides  for 
liquidation  of  assets  over  a  specified  period  of  time,  or  for  as 
long  as  a  person  may  live.  Under  the  arrangement,  a  person 
shifts  to  an  insurance  company  the  risk  of  living  longer  than 
his  or  her  assets.  A  fixed  annuity  locks  in  a  specific  payout 
plan,  which  binds  both  parties  whether  markets  go  up  or 
down.  A  variable  annuity  builds  in  a  possibility  for  the  value 
of  underlying  assets,  and  in  some  cases  payment  size(s)  to 
vary  depending  on  market  performance. 


How 
Variable 
Annuities 
Help  You 
Provide  for 
Your  Own 
-uture 
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The  Retirement  Red  Zone9 

Prudential  defines  The  Retirement  Red  Zone  as  the  five  years  before  and  after 

retirement  day — an  important  window  for  Americans  to  strengthen  retirement 

savings  and  reduce  risks  to  financial  security.  It  is  a  critical  time  for  investors 

because  options  to  adjust  or  recover  from  short-term  market  volatility  may  be  limited 

Learn  more.  Call  Prudential:  1-888-739-6018,  ext.1142. 

The  Prudential  Insurance  Company  of  America,  Newark,  New  Jersey. 


»  Now  the  variable  annuities  marketplace 
counts  more  than  1 ,000  distinct  products- 
a  400  percent  increase  over  the  past  decac 
including  some  for  cost-sensitive  investors  d 
well  as  those  who  appreciate  firm  guarantee! 

National  Association  for  Variable  Annuities  (NAVA) 

Owners  of  variable  annuities  have  a  versatile  vehicle  in  thi 
portfolio.  Committed  assets  typically  get  invested  or 
tax-deferred  basis,  usually  in  mutual  funds,  where  they  ha 
a  chance  to  grow  with  financial  markets.  Even  after  regi. 
payments  have  begun,  underlying  assets  may  in  ma 
cases  keep  growing.  Upon  the  owner's  death,  benefician 
receive  payouts  akin  to  a  life  insurance  settlement. 

Now  the  variable  annuities  marketplace  counts  more  tr 
1 ,000  distinct  products  -  a  400  percent  increase  over  the  p, 
decade,  according  to  the  National  Association  for  Varia 
Annuities  (NAVA)  -  including  some  for  cost-sensitive  invest 
as  well  as  those  who  appreciate  firm  guarantees. 
In  approaching  retirement.lnvestors  face  a  whole  new  se 
challenges  as  they  shift  to  a  portfolio  that's  of 
heavy  with  fixed-income  instruments.  For  startcj 
they  need  to  minimize  risk  while  still  staying  ah< 
of  inflation.  But  many  also  need  to  keep  grow 
assets  in  order  to  provide  for  the  unpredictabl 
"Sometimes  it's  hard  for  people  to  know  f: 
six  or  even  10  years  in  advance  what  the; 
really  going  to  need  in  retirement,"  says  Patr 
Colby,  principal  for  annuity  and  insurance  serw 
at  Vanguard.  Such  uncertainty,  she  says,  height 
the  importance  of  keeping  options  open  - 1 
finding  investment  vehicles  that  take  full  advant; 
of  bull  markets. 
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Go  toAvww.RetirementRedZone.com 
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Pruden 

5  years  before  to  5  years  after  retirement. 

That's  when  decisions  about  your  retirement  matter  more.  Decisions  like  how  an 
annuity  can  help  provide  guaranteed  income  in  retirement.  At  RetirementRedZone.com 
you'll  find  new  ideas  for  retirement.  From  a  Rock  Solid®  company. 
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{Variable  Annuities} 


SPECIAL  ADVERTISING  SECTION 


To  meet  these  needs  and  also  satisfy  a  thirst  for  reliable 
income,  insurers  are  offering  variable  annuities  with  "living  ben- 
efits" riders  that  are  getting  a  warm  welcome  in  the  marketplace. 
Investors  opted  for  them  in  89  percent  of  new  variable  annuities 
sales  from  the  first  half  of  2006,  according  to  NAVA  data. 

Sales  patterns  from  recent  years  suggest  one  of  the  hottest 
items  in  this  "living  benefits"  category  is  the  Guaranteed 
Minimum  Withdrawal  Benefit  (GMWB),  and  it's  easy  to  see  why 
retirees  and  boomers  like  it  so  much.  Even  if  markets  tank  and 
the  value  of  invested  assets  plummets,  this  rider  promises 
payouts  calculated  at  high  points  in  the  portfolio's  historic 
performance.  What's  more,  through  benefits  known  as 
"GMWB  for  Life,"  underwriters  make  sure  payments  of  a  fixed 
size  continue  for  as  long  as  an  individual  or  couple  may  live. 

Bottom  line:  investors  who  opt  for  these  benefits  can  stay  in 
the  potentially  lucrative  stock  market  without  worrying  that 
income  streams  in  their  twilight  years  could  vanish  overnight. 

"Living  benefit  guarantees  have  entirely  changed  the 
nature  of  the  variable  annuity  solution  for  the  investor,"  says 
David  Odenath,  president  of  Prudential  Annuities.  'They  allow 
investors  to  enjoy  much  of  the  upside  of  the  market,  but  have 
protection  against  the  downside  of  the  market." 

An  impending  wave  of  boomer  retirements  has  helped 
make  variable  annuities  the  fastest-growing  sector  of  insurance 
products.  The  industry  counted  $1 .3  trillion  in  assets  in  the  first 
quarter  of  2006,  up  14.2  percent  from  a  year  earlier  and  61 .2 
percent  from  2002.  As  the  industry  grows,  so  also  has  the 
pace  of  mergers  and  acquisitions  as  companies  position 
themselves  to  be  leaders.  The  number  of  firms  selling 
variable  annuities  dropped  from  61  to  45  between  1996  and 
2005,  according  to  NAVA. 
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Choose  an  Annuity  That  Gives  You  More 


A  deferred  annuity  through  Vanguard  offers  you  tax  advantages,  plus: 

>  Average  costs  that  are  less  than  one-fourth  the  industry's.* 

>  Access  to  time-tested  Vanguard*  investments. 

>  Underwriting  by  highly  rated  insurance  companies. 
Annuities  are  subject  to  investment  risk.  Visit  www.vanguard.com/annuities  or  call 
800-851-6777  to  obtain  annuity  contract  prospectuses  which  include  investment 
objectives,  risks,  charges,  expenses,  and  other  information;  read  and  consider 
carefully  before  investing.  Vanguard  Marketing  Corporation,  Distributor. 


)  2007  The  Vanguard  Group.  Inc.  All  rights  reserved.  "Morningstar,  Inc.,  December  2006 


»  Annuities  are  under-priced,  not  over-priced. 
Those  expenses  are  buying  you  two  really 
important  features:  a  death  benefit  [and]  a 
lifetime  income  benefit.  And  if  that  didn't  have 
any  value,  then  why  is  it  that  corporations  are 
taking  it  away  from  employees? 

Steve  Lovell,  Financial  Planner 

To  stay  ahead  in  this  hot  industry,  companies  are  tailoring 
innovations  to  curb  risk  and  boost  returns  simultaneously.  In 
November  2006,  for  instance,  Prudential  expanded  options 
available  through  its  Lifetime  Five  series,  which  had  already 
guaranteed  annuitants  a  cash  flow  of  five  percent  of  invested 
assets  for  life.  With  its  unique  Highest  Daily  Lifetime  Five 
product,  Prudential  now  records  the  value  of  underlying , 
assets  every  day  the  market  is  open,  thus  enabling 
investors  to  lock  in  payments  of  five  percent  of  asset  values 
at  their  absolute  historic  peak. 

In  exchange  for  offering  upside  market  potential  while] 
mitigating  an  investor's  risk,  issuers  of  variable  annuities  charge 
fees.  Costs  associated  with  managing  assets  in  mutual  fund: 
"sub-accounts"  tend  to  be  slightly  lower  than  investors  would  pay » 
if  they  bought  into  the  same  funds  directly,  according  to  Michael ; 
DeGeorge,  vice  president  and  general  counsel  at  NAVA. 
Beyond  those  charges,   issuers  collect  a   mortality  and 
expense  (M&E)  fee;  the  industry's  average  M&E  charge  iss 
1 .2%  of  assets  per  annum.  Additional  fees  sometimes  apply  y 
for  specific  riders  and  death  benefits. 

Finding  Value  in  Annuities 

In  the  past,  some  investors  have  shied  away  from  variable  e 
annuities  in  order  to  avoid  the  fees  and  retain  more  flexibility./ 
But  now  investors  have  more  choices  and  flexibility  than  even 
before,  and  some  financial  planners  believe  today's  revamped  c 
products  have  become  a  bargain. 

"Annuities  are  under-priced,  not  over-priced,"  says  Stephen 
Lovell,  a  financial  planner  in  Walnut  Creek,  Calif.  Those 
expenses  are  buying  you  two  really  important  features:  a  death  l| 
benefit  [and]  a  lifetime  income  benefit.  And  if  that  didn't  hav< 
any  value,  then  why  is  it  that  corporations  are  taking  it  awa 
from  employees?" 

Even  so,  price-sensitive  investors  are  always  inclined 
to  sniff  out  low-cost  options.  For  them,  mutual  fund  giant 
Vanguard  has  teamed  up  with  two  insurers  to  cut  out 
middlemen  and  sell  variable  annuities  directly  to  customers. 
Investors  get  access  to  low-cost  Vanguard  funds  for  their 
underlying  assets,  and  they  forego  some  of  the  living  benefit 
guarantees  that  drive  up  fees  elsewhere. 

Result:  a  variabfe  annuity  whose  expense  ratio* 
of  .57%  puts  it  well  below  the  2.34%  average  for 
the  industry. 

As  the  variable  annuity  industry  evolves, 
investors  are  clearly  finding  a  wide  range  of 
newly  tailored  products  to  suit  their  own  evolving 
needs  and  budgets.  And  that's  good,  because  in 
an  age  fraught  with  retirement  uncertainties,  they 
just  might  want  a  few  new  options,  n 


For  more  information  on  Special  Advertising  Section 
opportunities  please  contact  Stacy  Sass  McAnutly  at 
21 2  51 2-6296  or  stacy_sass-mcanulty@businessweek.corr 
Please  visit  www.businessweek.com/adsections 


Annuities  are  subject  to  investment  risk  and  are  suitable  for  retirement  investing.  Withdrawals  are 
subject  to  ordinary  income  tax  and  if  taken  before  the  age  of  59'/2,  may  be  subject  to  a  10%  federal 
tax  penalty.  Visit  www.vanguard.com/annuities  or  call  800-851-6777  to  obtain  variable  annuity 
contract  prospectuses,  which  include  investment  objectives,  risks,  charges,  expenses,  and  other 
information;  read  and  consider  them  carefully  before  investing.  *Source:  Momingstar,  inc.  December  2006 

Other  feeS  may  apply.  ©2007  The  Vanguard  Group.  Inc.  All  fights  reserved.  Vanguard  Marketing  Corporation.  Distributor 
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Surprisin: 
Dubai 


From  downhill  skiing  to  golf  and 
nightclubbing,  visitors  can  expect  the 
unexpected  in  the  desert  emirate. 

BY  STANLEY  REED 


■ 


I  WAS  STRANDED  IN  DUBAI  on  a  Friday,  the  sabbath  in  the 
Islamic  world,  and  the  temperature  was  a  sticky  86F.  A 
sandstorm  had  scotched  my  boating  date,  and  going  to  the 
beach  seemed  equally  pointless.  So  I  went  skiing.  J  There  is 
a  snow-covered  hill  at  Mall  of  the  Emirates,  one  of  the  larg- 
est shopping  centers  in  the  world.  When  you  see  the  boul- 
ders, fake  pines,  and  real  ice  sculptures,  it  is  magical— not 
less  so  for  being  totally  incongruous  in  a  mall.  Kids  in  blue  winter 
suits  pound  each  other  with  snowballs  as  skiers  rise  into  the 
distance  on  a  chairlift.  There  is  a  toboggan  run,  even  a  busy  ski 
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school.  A  two-hour  lift  ticket  goes 
about  $45,  and  Ski  Dubai  ftirnis 
equipment  as  well  as  outerwear,  althoi 
you  need  to  bring  or  buy  gloves  and 
The  indoor  temperature  is  23F. 

As  I  slid  downward  on  the  quar 

mile  run,  keeping  a  wary  eye  out 

snowboarders,  I  thought  to  myself:  1 

is  so  Dubai.  The  city  state,  which  hi 

population  of  1.4  million  and  an  i 

of  1,500  square  miles— half  ag 

as  large  as  Rhode  Island— is 

of  the  seven  states  on  the  soi 


or  be 
Sen 
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FLAGSHIP  The  superluxe 
Burj  Al  Arab  hotel 


eastern  shore  of  the  Per- 
sian Gulf  that  make  up 
the  United  Arab  Emirates. 
While  larger  Abu  Dhabi 
floats  on  the  money  gush- 
er from  one  of  the  world's 
richest  oil  troves,  Dubai 
thrives  on  its  commercial 
skills  and  imagination. 

Whatever  its  entrepre- 
neurial leaders  conjure 
up  quickly  becomes  real- 
ity. That  could  be  any- 
thing from  the  tallest 
building  in  the  world,  the 
Burj  Dubai,  which  is  ris- 
ing from  the  desert  floor 
at  the  rate  of  a  story  every 
three  days,  to  the  ultimate 
monument  to  excess,  the 
Burj  Al  Arab  hotel.  This 
1,000-foot-tall  structure 
is  an  abstract  rendition 
of  a  ship,  complete  with 
a  gigantic  Teflon-coated 
sail.  The  Burj  Al  Arab's 
interiors  drip  with  22- 
karat  gold  leaf,  and  its 
rooms,  all  suites,  start  at 
$2,000  a  night. 

Global  banks  are  rush- 
ing to  set  up  offices  in  the 
new  Dubai  International 
Financial  Center.  Cor- 
porations from  Micro- 
soft to  Cisco  Systems  are 
opening  regional  or,  in 
Halliburton's  case,  world 
headquarters  there.  So 
business  travelers  are  in- 
creasingly likely  to  find 
themselves  in  the  gar- 
ish little  emirate  with  its 
clogged  streets  and  pricey 
hotel  rooms. 

A  visitor  will  find  plen- 
ty to  do  in  Dubai  after 
c  or  between  meetings.  Restaurants 
rary  description  abound,  from  the 
rb  but  low-key  Lebanese  eatery  Al 
iorah  in  the  mall  beneath  the  Jumei- 
Emirates  Towers  hotel  to  the  haute 
ne  at  Vu's  on  the  50th  floor, 
ozens  of  shopping  malls  feature 
about  every  name-brand  store  from 
rey  Nichols  to  Louis  Vuitton.  Prices 
*ood,  thanks  to  low  import  duties 
a  currency  linked  to  the  U.S.  dol- 
The  malls  are  great  places  to  ob- 
;  Dubai's  rich  mix  of  people,  from 


Saudi  women  in  full  black  veils  (though 
they're  not  obligatory)  to  local  youths 
with  spiky  hairdos. 

Dubai  can  be  a  painless  introduction 
to  what  may  otherwise  seem  a  forbidding 
part  of  the  world.  A  Muslim  country,  it 
stands  out  for  its  tolerance  toward  other 
religions.  Unlike  somber  Iran  and  Saudi 
Arabia,  Dubai  allows  alcohol  consump- 
tion and  turns  a  blind  eye  to  a  relatively 
unfettered  nightclub  scene. 

LINED  WITH  DHOWS 

TO  GET  A  FEEL  OF  the  heart  of  Dubai, 
take  a  walking  and  boating  expedition 
along  Dubai  Creek,  the  eight-mile  salty 
inlet  that  used  to  be  the  emirate's  com- 
mercial lifeblood.  Start  at  the  Dubai 
Museum,  housed  in  a  mud-walled  fort 
in  a  part  of  town  called  Bur  Dubai  where 
the  original  settlement  dates  back  to 
the  mid-19th  century.   Its   collections 
of  antique  watercraft  and  huts  made 
of  date-palm   fronds   are 
fascinating   reminders  of 
how  much  the  once-sleepy 
trading   entrepot   on   the 
banks  has  transformed  in 
a  few  decades.  If  you  don't 
want  to  navigate  yourself, 
a  company  called  Big  Bus 
offers  a  guided  walk  as 
part  of  its  tour. 

From  the  museum,  the     chCclD  DITCCS 
route  to  the  creek  takes 
you    through     alleyways 
that  boast  Indian  temples 
and  colorful  flower  stalls— hints  that 
roughly   half  of  Dubai's   population 
hails  from  South  Asia.  There's  also  a 
blue-tiled  Shiite  mosque  built  by  the 
Iranian  community. 

At  the  creek  you  can  board  an  abra,  or 
20-passenger  water  taxi,  for  the  bargain 
fare  of  one  dirham,  about  25$.  You  will  be 
traveling  with  the  people  who  do  the  real 
work:  Indian  and  Pakistani  tradesmen 
and  laborers.  While  modern  shipping 
has  moved  down  the  coast  to  the  huge 
port  of  Jebel  Ali,  the  creek's  banks  are 
lined  three-  and  four-deep  with  dhows, 
wooden  vessels  that  carry  everything 
from  electric  generators  to  cases  of  Coca- 
Cola  across  the  Gulf  to  Iran.  Their  an- 
cient shapes  groan  and  heave  against  a 
backdrop  of  steel-and-glass  towers. 

Get  off  on  the  east  side,  known  as  Dei- 
ra.  In  the  vibrant  and  earthy  souks,  you 
can  buy  a  traditional  man's  robe,  called 
a  dishdasha,  or  the  heavy  silver  jewelry 
that  has  lost  out  to  gold  as  the  region  has 
become  wealthier. 

In  the  spice  souk  not  far  from  the  abra 
landing,  the  air  is  full  of  the  gray  smoke 


Its  gold  souk 
offers  an 
amazing 
variety  of 
designs— and 


of  frankincense,  available  for  purchase 
along  with  sandalwood,  vanilla,  and  fan- 
cy little  packages  of  saffron.  Farther  away 
from  the  creek  is  the  gold  souk,  with 
some  400  shops  offering  an  astounding 
array  of  designs,  including  filigreed  chok- 
ers of  mind-boggling  complexity  that 
would  cover  much  of  a  woman's  chest. 
Dubai  is  one  of  the  cheapest  places  in 
the  world  to  buy  gold,  which  is  fashioned 
in  India  and  largely  sold  by  weight,  not 
level  of  workmanship. 

Another  way  of  getting  a  taste  of 
Arabia  is  a  desert  safari,  around  $80 
per  person  for  a  group  tour,  including 
dinner.  About  40  minutes  outside  the 
city,  your  driver  will  let  some  of  the  air 
out  of  the  SUV's  tires  and  take  you  on 
a  gut-wrenching  cruise  up  and  down 
the  dunes.  The  experience  won't  be  ex- 
actly like  crossing  the  arid  wilderness 
of  the  Empty  Quarter  on  camelback, 
but  the  red  sands  and  the  lush  des- 
ert plants,  especially  after 
spring  rains,  are  lovely.  At 
a  desert  campsite  I  met 
baby  camels  that  were  as 
friendly  as  puppies. 

The  beauty  of  Dubai  is 
that  you  can  do  just  about 
anything     there,     despite 
being  on  the  austere  Ara- 
bian peninsula:  play  golf 
(fees  run  up  to  $170,  not 
including  carts  and  equip- 
ment), go  to  the  beach,  hit 
the  racetrack.  The  winter 
thoroughbred  racing  season  culminates 
in  the  Dubai  World  Cup,  which  this  year 
was  on  Mar.  31  and  had  a  purse  of 
$6  million,  billed  as  the  world's  richest. 

If  you  are  staying  in  a  top  hotel,  you 
can  find  a  sufficient  variety  of  restaurants 
to  keep  yourself  satisfied  for  a  day  or  two 
without  leaving  the  premises.  For  eve- 
ning entertainment,  I  enjoyed  JamBase,  a 
relaxed,  wood-paneled  club  at  Souk  Ma- 
dinat  Jumeirah  where  you  can  have  din- 
ner and  listen  to  an  American  chanteuse 
fronting  a  live  jazz  band.  Among  the  cool 
young  locals,  the  preferred  venue  seems 
to  be  the  Peppermint  Club,  which  con- 
venes on  Friday  nights  at  the  Fairmont 
Hotel.  The  music  is  so  loud  it  hurts, 
and  young  female  employees  in  uniform 
white-denim  hot  pants  slither  among 
the  crowd  of  black  T-shirts  and  slinky 
dresses  to  encourage  dancing.  That's  an- 
other thing  you  don't  expect  to  encounter 
in  this  part  of  the  world.  ■ 


BusinessWeek  .com 


ONLINE:  For  a  tour  of  Dubai,  visit  www.businessweek. 
corn/extras. 
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My  Tunes 


BY  JONATHAN  SCHWARTZ 


I  The  Sad  Side  of  Love, 
i  Sweetly  Sung 


MANY  YEARS  AGO,  REGGAE  artist  Jimmy  Cliff  recorded  a  song  of 
his  own,  Sitting  in  Limbo,  that  I  fondly  recall.  It's  a  song  about 
ambivalence,  about  being  neither  here  nor  there.  It's  also  the 
title  of  Jessica  Molaskey's  moving  new  CD,  which  considers  the 
relationships  between  men  and  women  from  the  point  of  view  of  gray,  rathe 
than  black  and  white.  That  ambivalent  area  is,  after  all,  where  many  of  us 
spend  our  romantic  lives,  with  flashes  of  "sadness  or  euphoria,"  as  Billy  Joel1 


pe 


writes  in  Summer,  Highland 
Falls,  a  song  Jessica  sings  so  re- 
flectively on  Sitting  in  Limbo. 

What  we  have  here  is  a 
Broadway  Baby,  a  woman  in 
her  40s  who  has  lent  service 
as  a  singer,  dancer,  or  actress 
to  numerous  excessive  shows, 
from  Cats  to  Les  Miserables, 
as  well  as  worked  with  the 
theater's  most  prestigious  cre- 
ators, Hal  Prince  and  Stephen 
Sondheim.  In  1997,  in  a  flop 
called  Dream,  a  whirling,  ill- 
conceived  tribute  to  America's 
most  prolific  lyricist,  Johnny 
Mercer,  Molaskey  met  John 
Pizzarelli.  Son  of  the  famous 
guitarist  Bucky  Pizzarelli,  John 
is  himself  a  world-class  guitar- 
ist and,  through  the  years,  has 
become  an  excellent  pop  singer.  Jessica's 
marriage  to  John  flourished  over  their 
shared  devotion  to  Madeleine,  their  only 
child  (now  9),  and  with  the  daily  encour- 
agement they  brought  to  one  another. 

Jessica  pushed  him  out  there,  as  the 
brilliant  musician  he  is,  as  the  extraor- 
dinary mimic  he  has  always  been,  and  as 
the  extemporaneous  vaudevillian  he  has 
so  naturally  become.  In  turn,  John  ma- 
neuvered her  into  recording  studios  for 
what  has  become  a  series  of  four  ironic 


S.ltlSt 
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know  it  existed)  as  John  Pizzarelli  and  I 
flew  to  Las  Vegas  for  a  radio  convention 
five  years  ago. 

There  it  was,  an  absolutely  original 
sound,  a  point  of  view  realized  by  a  quiet 
presentation  of  recognizable  old  songs: 
When  the  Red  Red  Robin  Comes  Bob-Bob- 
Bobbin'  Along  and  Fm  Just  Wild  About 
Harry,  among  others. 

In  time,  Jessica  joined  the  John 
Pizzarelli  Quartet,  although  not  on  every 
gig,  to  provide  self-deprecating  warmth 

and  cerebral  albums,  the  first  of     and  occasionally  keep  her  goof- 

which,  Pentimento,  was  gently  JESSICA  MOLASKEY  ily  spontaneous  husband  in 
presented  to  me  through  ear-  sitting  in  Limbo  check.  All  the  while  her  CDs 
phones  on  an  airplane  (I  didn't  psclassics  sold  consistently,  and  now,  in 
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points, 
the  spring  of  2007,  comet  ice, 
sobering  consideration  oft 
subtext  of  marriage,  both  b 
sadness  and  the  euphoria.  i|5  Co 
Listen  to  her  renditionnoints, 
Hearts  and  Bones,  a  song  1 1 
to  its  creator,  Paul  Simon,  a : 
until  now  never  recorded  I 
an  album  by  another  man 
artist.  Aided  only  by  the  spf 
guitar  of  Pizzarelli,  Jess 
sings  from  a  feminine 
melancholy  perspective. 

Jessica  and  John  wind  J) 
Mitchell's  Circle  Game  a 
Antonio  Carlos  Jobim's  I 
ters  of  March  around  e<o 
other,  supplying  depth  i 
both.  Her  There'll  Never  r 
Another  You  is  nothing  sbhl 
of  a  poignant  wail  of  regi 
and  longing. 

There  is  so  much  else  to  relish  on 
ting  in  Eimbo.  The  CD  will  be  releai|3Cha 
on  May  8  by  PS  Classics,  and  Jessicas  Trad 
perform  with  John  at  New  York's  C  oint 
Carlyle  in  May.  Expect  to  hear  mucHiill 
her  CD  and,  I'm  told,  a  related  num 
she  did  not  record  on  the  album:  Stepl' 
Sondheim's  truthful  song  about  Hi 
riage,  Sorry  Grateful. 

Serious  business.  Wonderful  music. 


■'15.18 


Jonathan  Schwartz  hosts  High  Standards, 
a  channel  on  XM  Satellite  Radio,  as  well  as 
weekend  shows  on  WNYC-FM,  a  New  York 
public  radio  station. 
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BY  ROBERT  PARKER 


A  Superlative  New 
Generation  in  Provence 


IfMAINE  PIERRE  USSEGLIO,  a  53-acre  estate  in  Provence's  Chateauneuf  du 
Ipe  appellation,  always  made  good  wine.  But  when  Pierre's  sons, 
jiierry  and  Jean-Pierre,  took  over  the  winemaking  at  the  domaine 
■the  mid-1990s,  the  quality  rose  to  world-class.  Besides  their  classic 
lateauneuf  du  Pape  cuvees,  the  brothers  produce  a  gorgeous  Cotes  du 
pone  and  a  very  good,  inexpensive  table  wine. 


■-vintage  Panorama  Vin  de  Table 
6 Dints.  Mainly  merlot,  the  wine  has  notes 
■ice,  earth,  black  truits,  and  some  dusty 
■ns.  It  has  a  lean  and  sinewy  finish.  $12 

it1 5  Cotes  du  Rhone 

■Dints.  Made  with  90%  grenache  and  10% 
■■vedre,  the  wine  reveals  nice  berry  fruit 
•some  spice,  pepper,  and  dusty,  loamy 
■>.  It  is  dark  ruby,  medium-bodied,  and 
Ay,  but  with  good  acidity  and  light  tannin, 
a;  it  over  the  next  four  to  five  years.  $16 

■5  Chateauneuf  du  Pape  Tradition 

,2|4  points.  Dense  purple  in  color,  this  wine 

■ays  notes  of  raspberry, 

m  cherry,  and  even  some 

m  currant  and  licorice. 

Bum- to  full-bodied,  with 

m  acidity,  moderate  tannin, 

outstanding  ripeness  and 

n  h,  it  will  be  at  its  best  in  two 

Jree  years  and  drink  well  for 

{ 15.  $25-$35 

3  Chateauneuf  du 
e  Tradition 

>ints.  The  2003  Tradition 
jll-bodied  peppery  wine 
having  notes  of  lavender, 
>,  and  sweet  black  cherries 
aspberries,  oozes  with 
ssence  of  Provence.  Some 
ce,  saddle  leather,  and 
sea  breeze  notes  also 
;  it  into  the  character  of 
:oncentrated  wine,  which  is 


silky  enough  to  drink  now  or  cellar  for  10  to  12 
years.  $30-$40 

2004  Chateauneuf  du  Pape  Cuvee 
de  Mon  Aieul 

94  points.  This  100%  grenache  cuvee  exhibits 
a  deep  ruby  purple  color  and  a  wonderful  sweet 
nose  of  black  cherry,  raspberry,  licorice,  spice 
box,  and  roasted  herbs.  With  full  body  and 
decent  acidity,  this  wine  should  drink  beautifully 
for  12  to  15  or  more  years.  $75-$100 

2003  Chateauneuf  du  Pape  Cuvee 

de  Mon  Aieul 

97  points.  One  of  the  vintage's  most 


profound  wines,  this  Cuvee  de  Mon  Aieul 
has  a  dense  purple  color  as  well  as  a 
glorious  nose  of  blackberries,  licorice, 
smoke,  and  some  hints  of  roasted  meats 
and  dried  herbs.  Amazingly  opulent  with 
extraordinary  purity,  it  leaves  a  huge  tactile 
impression  on  the  palate  without  being 
heavy.  Anticipated  maturity:  now  to  2020+. 
$95-$121 

2003  Chateauneuf  du  Pape  Reserve 
des  Deux  Freres 
98  points.  This  wine  has  a  high,  16.5% 
alcohol  content,  but  you  would  never  know 
that  from  tasting  it.  Dense  purple  to  the 
rim,  with  a  huge  nose  of 
scorched  earth,  blackberry 
and  blueberry  liqueur,  creme 
de  cassis,  and  roasted  meat 
juices,  it  also  has  a  hint  of 
Provengal  herbs  interwoven 
with  licorice  and  a  touch 
of  balsamic.  The  wine  is 
voluptuously  textured,  with 
striking  body,  low  acidity, 
and  amazing  concentration. 
This  fabulous  bottle  should 
drink  well  for  20+ years. 
$170-$202  ■ 

Robert  Parker  is  the  world's 
most  influential  wine  critic. 
Visit  eRobertParker.com 

to  see  tens  of  thousands  of 
tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The 
Wine  Advocate. 


s  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  For  more  Parker  picks,  go  to  businessweek.com/extras. 
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Spin-Off 
Spotting 

Corporate  castaways  can  yield  outsize  returns, 
as  long  as  you  choose  carefully  and  bide  your  time 
before  buying  in.  BY  AARON  PRESSMAN 


INVESTING  IN  CORPORATE  spin-offs  is  a  time-proven  strat- 
egy for  beating  the  market,  and  2007  will  offer  up  a  lot 
of  opportunities  to  buy  what  many  big  corporations  no 
longer  want.  Among  the  higher-profile  deals  will  be  Tyco 
International's  plans  to  set  up  its  electronics  and  health- 
care businesses  as  freestanding  units  and  Morgan  Stanley's 
long-expected  divestiture  of  the  Discover  credit-card  unit  J 
Just  how  good  have  spin-off  returns  been?  A  recent  Lehman  Broth- 
ers study  found  that  from  1990  to  2005,  spin-offs  beat  the  Standard  & 
Poor's  500-stock  index  by  18%  on  average  in  their  first  two  years  of  inde- 
pendence. Most  recently,  an  index  of  spun-off  companies  compiled  by 


Clear  Asset  Management  in  New  York 
beat  the  S&P  500  by  almost  11  percentage 
points  a  year  over  the  past  five  years. 

Not  every  spin-off  is  a  winner,  and 
investors  need  to  examine  the  deals  with 
care.  One  clue  to  the  fate  of  a  newly  freed 
unit  is  to  look  in  the  executive  suite. 
Are  the  current  executives  staying  or 


jumping  ship?  "Management  has  access 
to  superior  information,"  says  William 
Mitchell,  who  writes  the  monthly  news- 
letter Spinoff  and  Reorg  Profiles.  So  if  the 
CEO  goes  with  the  new  business,  "it's  a 
signal  the  business  is  particularly  attrac- 
tive," says  Mitchell. 

Another  key  is  the  method  chosen  for 


the  spin-off.  Many  split-ups  are  acco 
plished  by  the  parent  company  simj 
distributing  ownership  of  an  unwanl 
unit  to  shareholders.  That  usually  mea 
no  road  show  or  other  promotions  t] 
can  pump  a  lot  of  hype  into  a  spin-ol 
shares.  Two  of  the  worst-performi 
spin-offs  of  recent  years,  AT&T  Wireli 
and  Lucent  Technologies'  Agere  System 
were  accompanied  by  much  ballyhodi 
initial  public  offerings. 

Timing  your  purchases  is  also  critic 
Buying  shares  of  parent  companies 
anticipation  of  the  spin-offs  isn't  theb 
approach.  Spin-off  shares  often  tn 
down  in  the  weeks  and  months 
they  hit  the  market.  That's  because  im 
funds  that  hold  the  parent  comp; 
unload  the  spun-off  shares,  which 
not  in  any  underlying  index. 

Many  companies  also  cast  off  uni 
free  themselves  of  looming  lawsuits, 
ent  fights,  or  punishing  debt.  "Then 
many  reasons  why  companies  are  gettr 
spun  off,  and  they're  not  all  good,"  wai<  ;£ 
Andrew  Corn,  CEO  of  Clear  Asset  Manaj  l 
ment,  a  New  York  hedge  fund  manager,  i 

Most  of  this  year's  spin-offs  have  ;■ 
to  release  plans  detailing  how  much  du 
and  other  liabilities  they'll  carry  or  whi 
executives  will  run  the  new  companin  ™I1V 
But  there's  plenty  of  time  to  scrutinize  1; 
spin-offs  once  they  start  trading,  as  y 
wait  for  the  initial  selling  to  subside  onk,,, 
two  to  three  months,  says  John  Keel< 
manager  of  the  Keeley  Small  Cap  Va 
Fund.  "I  take  a  few  months  to  go  throu  J,|, 
all  the  SEC  filings,"  Keeley  says.  "Then  > 
sit  back  and  wait  for  it  to  happen." 

The  most  talked-about  spin-off  t 
year  is  Tyco  International's  plan  to  sj  {r 
into  three  parts.  The  health-care  and  el. ,,, 
tronics  divisions  will  become  sep; 
companies,  and  the  remainder  of  Tyo 
focus  on  fire  and  industrial  equip 
and  security  through  its  ADT  Se 
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ems  unit.  Some  of  Tyco's  $10  billion 
load  will  be  distributed  to  the  spin- 
although  the  exact  amounts  aren't 

mown. 

he  electronics  unit  is  the  "most  in- 

iing,"  says  Andy  Ramer,  an  analyst 
the  FMI  Large  Cap  Fund.  Margins 
by  surging  copper  prices  over  the 

three  years  ought  to  improve,  and  the 

pany  is  pushing  into  the  faster-grow- 
onsumer-electronics  market,  Ramer 
The  health  division,  being  renamed 

dien,  intrigues  Mitchell. 
an    easy-to-understand 
of  a  hard-to-understand 

domerate,"  he  says.  He  ex- 

s  a  lot  of  short-term  selling 

ovidien  shares  because  it 

tbe  included  in  any  index 

art. 

merican    Standard,    an- 

r  giant  looking  to  slim 

n,  is  dumping  its  Wabco 
to  concentrate  on  the 

e  air-conditioning  busi- 


ness. Wabco,  which  makes  electrical  and 
safety  systems  for  trucks  and  buses,  will 
be  debt-free  and  should  earn  the  equiva- 
lent of  about  $1.20  a  share  in  2007,  mak- 
ing it  worth  $23  a  share,  according  to 
analysts  at  Prudential  Equity  Group.  The 
deal  is  expected  in  September. 

Temple-Inland    decided    to    restruc- 
ture with  a  little  prompting  from  activist 
shareholder  Carl  Icahn,  who  bought  up 
almost  7%  of  the  manufacturing  and  real 
estate  company.  The  result  is  another  case 
of  a  spin-off  in  an  out-of-favor 
industry,  a  situation  that  often 
yields  great  bargains  for  long- 
term  investors,  fund  manager 
Keeley  says.  Temple-Inland  will 
give  its  shareholders  owner- 
ship of  Guaranty  Financial  Ser- 
vices, a  bank  that  specializes  in 
mortgage  lending,  and  Forestar 
StxiVS  WlLll     Real  Estate  Group,  which  owns 
4-"U^  nrilt~  236,000  acres  of  developable 

LIlC  U.I11L  land,  mostly  around  Atlanta, 

■■■■■  and  another  100,000  acres  of 


Watch 
for  deals 
in  which 
the  CEO 


timberlands.  Temple-Inland  hasn't  dis- 
closed full  details  of  its  plan,  such  as  how 
much  debt  each  unit  will  end  up  with,  but 
analysts  at  Lehman  Brothers  say  the  bank, 
which  earned  $222  million  in  2006,  is 
worth  about  $2.7  billion.  Lehman  values 
Forestar,  which  earned  $62  million,  at 
about  $800  million. 

In  a  deal  that  may  upstage  Tyco,  Mor- 
gan Stanley  officials  have  said  they  plan 
to  spin  off  Discover  Financial  Services, 
the  fourth-largest  credit-card  network,  in 
the  third  quarter.  The  deal  is  planned  as 
a  tax-free  distribution  to  current  Mor- 
gan shareholders.  With  net  income  of 
about  $1  billion  last  year  and  comparable 
companies  like  MasterCard  doing  well, 
a  freestanding  Discover  should  be  worth 
$13  billion  to  $15  billion,  three  analysts  at 
Deutsche  Bank  wrote  earlier  this  month. 

None  of  the  spin-offs  mentioned  have 
a  firm  timetable,  so  if  you're  interested, 
keep  on  top  of  the  news.  Once  the  spin- 
offs start  trading,  it's  time  to  start  bar- 
gain-hunting. ■ 


Your  imagination  can  run  wild. 
Can  your  retirement  plans  keep  up? 
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Call  your  broker,  or  visit 
hartfordinvestor.com. 
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Annuities 
Life  Insurance 
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What  s  Wrong   j 
WithETFs?     • 

I  Bli-l 

one; 

They  encourage  frequent  trading,  which  helps  Wall  Street  more  than 
investors,  says  the  father  of  the  index  fund.  BY  JOHN  C.  BOGLE 

I  itk 

Iltrpa 
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advar 
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1  BIT: 

SINCE  HE  FOUNDED  Vanguard  Group  Inc.  in  1974,  John  C.  "Jack"  Bogle  has  usedl  m 
position  as  a  bully  pulpit  for  low-cost  investing.  But  in  the  decade  since  he  retireai ^ 
chairman  and  chief  executive  officer,  the  77-year-old  Bogle  has  emerged  as  the  mutt  * 
fund  industry's  most  outspoken  critic,  railing  hardest  against  funds  with  high  fees  <  >jm 
cruddy performance.  I  ^  ion 

In  his  latest  volume,  The  Little  Book  of  Common  Sense  Investing:  The  Only  Way B 
Guarantee  Your  Fair  Share  of  Stock  Market  Returns  (John  Wiley  &Sons  Inc.,  $19.i 
Bogle  continues  to  press  his  case  for  investing  in  index  funds  because  of  their  low  costs,  m 
mal  taxes,  and  predictable  returns— that  is,  investors  should  earn  whatever  the  market  earns.  In  the  ed 
chapter  excerpted  below,  Bogle  argues  that  many  of  the  newly  popular  exchange-traded  funds  (ETFs),  wlf ( 
are  presented  as  index  funds,  are  in  fact  gimmicks  with  dangerous  implicationsfor  investors. 

Most  Spider  investors,  however,  were  not  long-1   f 
investors.  They  were  active  money  managers,  hedgers, 
professional  traders.  Currently,  some  65  million  shan 
Spiders  ($8.8  billion  worth)  are  traded  every  day. 

From  that  single  fund,  ETFs  have  grown  to  be  a  1! 
part— $410  billion— of  thet$l  trillion  index  fund  asset  bf* 
a  41%  share,  up  from  just  9%  as  2000  began  and  only  [ 
decade  ago.  Their  amazing  growth  certainly  says  somet 
about  the  energy  of  Wall  Street's  financial  entrepreneurs 
focus  of  money  managers  on  gathering  assets,  the  ma: 
ing  power  of  brokerage  firms,  and  the  willingness- 
eagerness — of  investors  to  favor  complexity  over  simpl 
continuing  to  believe,  against  all  odds,  that  they  can 
the  market. 

The  growth  of  ETFs  has  approached  a  stampede,  not 
in  number  but  in  diversity.  There  are  now  nearly  340  1 
available,  including  122  formed  during  2006,  and  the  n 
of  the  investment  choices  is  remarkable.  (Early  in  2 


It, 


Traditional  indexing  is  under  challenge  by  a  sort  of  wolf 
in  sheep's  clothing,  the  exchange-traded  fund.  Simply  put, 
an  ETF  is  a  fund  designed  to  facilitate  trading  in  its  shares, 
dressed  in  the  guise  of  a  traditional  index  fund.  But  the  dif- 
ferences between  a  classic  index  fund  and  the  index  fund 
nouveau  are  stark.  ETFs  march  to  a  different  tune  than  the 
original,  and  I'm  left  to  wonder,  in  the  words  of  the  old  song, 
"What  have  they  done  to  my  song,  ma?" 

The  first  ETF,  created  in  1992,  was  named  "Standard  & 
Poor's  Depositary  Receipts"  (SPDRs)  and  quickly  dubbed 
"Spider."  It  was  a  brilliant  idea.  Investing  in  the  Standard 
&  Poor's  500-stock  index,  operated  at  low  cost  with  high  tax 
efficiency  (since  it  doesn't  trade  stocks,  taxable  distributions 
are  minimal  or  nonexistent),  and  held  for  the  long  term,  it 
appeared  to  be  a  ferocious  new  competitor  to  the  traditional 
S&P  500  index  mutual  fund.  (Brokerage  commissions,  how- 
ever, made  it  less  suitable  for  investors  making  small  invest- 
ments regularly.) 
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more  ETFs  were  on  the 

ring  board.)  There  are  12 

<.  market  index  funds  (U.S. 
international)    with    the 

er  still  the  largest  segment 

:rms  of  assets,  68  focused 

lvestment  styles,  173  based 

:ock  market  sectors,  and  58 

entrating  on  particular  for- 
countries.  There  are  also 

indful  of  bond  ETFs  and 

attering  that  utilize  high 

;-age  (doubling  the  swings 

le  stock  market),  tracking 

modify  prices  and  curren- 

and  using  other  high-risk 

egies. 

road-based  ETFs  are  the 
ones  that  can  replicate, 

possibly  even  improve  on, 

classic  index  fund.  Their 

jal  expense  ratios  are  usu- 

-but  not  always— slightly 

;r  than  their  mutual  fund 

iterparts,    though    com- 
mons on  purchases  erode 

advantage  and  may  even 

whelm  it.  While  their  tax 

iency  should  be  higher,  ac- 

practice  so  far  has  failed 
•gflmfirm  theory,  and  investors  who  trade  them  are  sub- 
to  their  own  taxes.  Their  use  by  long-term  investors  is 

imal.  Spiders  are,  in  fact,  marketed  to  day  traders.  As 

advertisements  say:  "Now  you  can  trade  the  S&P  500 

ay  long,  in  real  time."  I  can't  help  likening  the  ETF  to 

enowned  Purdey  shotgun,  supposedly  the  world's  best. 
nfereat  for  big-game  hunting.  But  it's  also  excellent  for 
1  ide. 

uspect  that  too  many  ETFs  will  prove,  if  not  suicidal  to 
owners  in  financial  terms,  at  least  wealth-depleting.  We 

v  that  ETFs  are  largely  used  by  traders  because  the  turn- 

of  Spider  shares  is  running  at  a  3,600%  annual  rate. 

turnover  for  the  NASDAQ  Qubes  (an  ETF  based  on  the 

PAQ  100  stock  index)  is  even  higher:  6,000%  per  year. 

only  guesswork,  but  long-term  investors  hold  perhaps 
of  the  $100  billion  assets  of  these  Spider-like  broadly 

rsified  ETFs.  The  remaining  assets,  I  presume,  are  held 

narket  makers  and  arbitrageurs  making  heavy  use  of 

t-selling  and  hedging  strategies. 


J  AST  DEPARTURE 

jDING  IN  THE  MAJOR-SECTOR  ETFs  is  also  remarkably 
The  shares  typically  turn  over  at  an  average  annual 
"t  of  200%  per  year  (an  average  holding  period  of  just 
nonths),  with  the  most  popular  ETFs  recently  running 
over  rates  from  578%  to  735%,  all  the  way  up  to  7,100% 
.sell  2000  iShares,  a  small-cap  stock  index)  and  8,500% 
)R  Energy  shares).  In  all,  some  $390  billion  of  the  cur- 
$410  billion  ETF  base  represents  a  vast  departure  from 
beneficial  attributes  of  the  original  index  fund.  Could 

i  ?  be  speculation  going  on  here? 


Yes,  these  specialized  ETFs 
are  diversified,  but  only  within 
their  narrow  arenas.  Owning 
the  semiconductor  industry  is 
not  diversification  in  any  usual 
sense,  nor  is  owning  the  South 
Korean  stock  market.  And 
while  sector  ETFs  frequently 
have  the  lowest  expense  ratios 
in  their  fields,  they  can  run 
three  to  six  times  the  level  of 
the  lowest-cost,  broad-based 
index  funds. 

The  net  result  of  these  dif- 
ferences is  that  sector  ETFs  as 
a  group  are  virtually  certain 
to  earn  returns  that  fall  well 
short  of  those  delivered  by  the 
stock  market.  Perhaps  1%  to 
3%  a  year  is  a  fair  estimate  of 
these  all-in  costs,  many  times 
the  0.1%-to-0.2%  cost  of  the 
best  classic  index  funds.  It  is 
not  a  trivial  difference. 

Whatever  returns  each  sec- 
tor ETF  may  earn,  the  investors 
in  those  very  ETFs  will  likely,  if 
not  certainly,  earn  returns  that 
fall  well  behind  them.  There 
is  abundant  evidence  that  the 
most  popular  sector  funds  of 
the  day  are  those  that  have  re- 
centiy  enjoyed  the  most  spec- 
tacular recent  performance 
and  that  investing  in  them 
after  the  fact  is  a  recipe  for  dis- 
appointment. One  lesson  I've 
learned  over  the  years  is  that 
mutual  fund  investors  almost 
always  do  significantly  worse 
than  the  funds  they  own,  and 
that  lesson  is  likely  to  be  re- 
peated in  ETFs. 
■■i^^^^™  Let  me  now  address  what  I 

noted  at  the  outset  of  this  chap- 
ter: "What  have  they  done  to  my  song,  ma?"  As  the  creator  of 
the  world's  first  index  mutual  fund  all  those  years  ago,  I  can 
only  answer:  "They've  tied  it  up  in  a  plastic  bag  and  turned  it 
upside  down,  ma,  that's  what  they've  done  to  my  song." 

In  short,  the  exchange-traded  fund  is  a  traitor  to  the  cause 
of  classic  indexing.  I  urge  intelligent  investors  to  stay  the 
course  with  the  proven  strategy.  While  I  can't  say  that  classic 
indexing  is  the  best  strategy  ever  devised,  our  common  sense 
should  reassure  you  that  the  number  of  strategies  that  are 
worse  is  infinite.  ■ 

Reproduced  with  permission  of  the  publisher,  John 
Wiley  &  Sons  Inc.,  from  The  Little  Book  of  Common  Sense 
Investing:  The  Only  Way  to  Guarantee  Your  Fair  Share  of 
Stock  Market  Returns,  by  John  C.  Bogle.  Copyright  ©2007 
by  John  C.  Bogle. 
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MORE  BOOMERS  LET  CREDIT  SUISSE  MANAGE  THEIR  PORTFOLIO!: 
CARDIAC  SCIENCE  PEFIBRILLATORS-AT  AIRPORTS  AND  STADIUM 
DOES  A  SPEEDY  RECOVERY  LIE  AHEAD  AT  HOME  SOLUTIONS? 
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Up  and  Up:  Credit  Suisse 

CREDIT  SUISSE  GROUP  (CS)  is  the  No.  2  bank  in 
Switzerland  and  a  biggie  in  global  finance.  But 
to  the  smart-money  crowd,  it  is  one  of  the  most 
undervalued  wealth-management  plays.  Some  40%  of  its 
profit  comes  from  asset  management, 
and  its  business  is  enjoying  double- 
digit  annual  growth.  Most  asset 
management  outfits  trade  at  17 
to  20  times  earnings.  "CS  is  way 
undervalued  on  that  basis  alone," 
says  John  Maloney,  president  of 
M&R  Capital  Management,  which 
owns  shares.  CS  stock,  up  from  68  in 
January  to  75.04  now,  trades  at  only 
13.3  times  his  estimated  2007  earnings 
of  $5.60  a  share,  and  11.9  times  the 
2008  estimate  of  $6.30.  If  CS  were 

valued  just  as  an  asset  manager,  it  would  command  a  price 
of  133  in  two  to  three  years,  he  says.  "Asset  management  is 
a  fast-  growing  field,"  adds  Maloney,  "thanks  to  increased 
wealth  concentration  among  baby  boomers."  And  CS  will 
gain,  too,  from  new  fortunes  in  Asia  and  Latin  America. 
Over  three  to  five  years,  Maloney  sees  even  wider  margins 
for  CS  in  asset  management  and  investment  banking.  A  new 
CEO,  Brady  Dougan,  replaces  Oswald  Gruebel  in  May,  and 
Maloney  expects  he'll  cut  costs,  improving  margins  further. 
Jeremy  Sigee  of  Citigroup  (it  has  done  banking  for  CS),  who 
rates  CS  a  buy,  says  the  company  trades  at  a  discount  to  its 
sum-of-the-parts  value.  He  has  a  12-month  price  target  of  95. 

More  Public  Appearances 
For  Cardiac  Science 

SUDDEN  CARDIAC  ARREST  strikes  people  everywhere, 
and  an  automated  external  defibrillator  (AED)  to  restore 
normal  heartbeat  can  be  a  lifesaver.  Airports,  sports 
arenas,  and  government  agencies  are  installing  the  devices. 
Cardiac  Science  (CSCX),  which  makes  AEDs  and  other  systems 
for  patients  with  heart  ailments,  is  a  big  beneficiary.  Its  solid 
fourth-quarter  results  were  due  to  a  41%  jump  in  AED  sales. 
Tops  in  the  field  is  Medtronic,  which  suspended  product 
shipments  in  January  because  of  quality  issues  raised  by  the 
Food  &  Drug  Administration.  As  No.  3,  Cardiac  Science  has 
a  20%  market  share  with  2006  sales  of  $155  million.  "The 
oudook  for  the  AED  market  is  robust,"  says  CEO  John  Hinson, 

94  I  BusinessWeek  I  April  30.  2007 


•fee'! 
nine 


PUMPING 
HIGHER 

STOCK  PRICE  (D0LLAR( 

11 
10 


because  of  growing  awareness  that  the 
devices  are  needed  in  public  places. 
Dalton  Chandler  of  investment  firm 
Needham  sees  Cardiac  Science's  AED 
sales  rising  18%  in  2007.  He  rates  the 
stock,  now  at  9.49,  a  buy.  With  several 
catalysts  surfacing  in  2007,  "we  view 
CSCX  as  an  attractively  valued  solid 
long-term  story,"  says  Jonathan  Block 
of  SunTrust  Robinson  Humphrey,  who 
has  a  12-month  stock  price  target  of  12. 


Home  Solutions  Is 
Rebuilding  after  a  Storm 

HOME  SOLUTIONS  OF  AMERICA  (HSOA),  a  provi 
of  recovery  and  rebuilding  services  when  houses  onj 
offices  have  been  damaged  by  flood,  fire,  or  other 
calamities,  acts  like  a  first  responder.  States  and  insurers  hi 
Home  Solutions  for  such  work.  On  Apr.  9  it  was  selected  for 
a  $13.7  million  New  Orleans  infrastructure  project,  includii; 
rebuilding  school  playgrounds,  sidewalks  in  the  French 
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Quarter,  and  the  Orleans  Parish  sheriffs  office.  "HSOA  has ,  '« 

large  number  of  backlog  orders,  and  it  expects  25%  of  200?'*'* 

revenues  to  come  from  New  Orleans," 

says  Bert  Francis  of  Missouri  Valley 

Partners,  which  owns  910,000  shares. 

The  stock  dropped  from  7  on  Feb.  5 

to  4.83  on  Apr.  18  because  of  delays 

in  contract  payments  and  heavy 

short-selling.  The  bears  fear  that  stiff 

competition  and  funding  problems  will 

make  HSOA  run  short  of  money.  But 

Francis  isn't  worried:  "HSOA  missed 

its  estimates  in  2006,  but  we  expect  a 

recovery  in  2007."  Francis  sees  HSOA 

rising  to  8.25  in  a  year.  David  Yuschak  J  Mpr 

of  Sanders  Morris  Harris  (it  did  banking  for  HSOA)  rates  it   «fai 

buy  and  forecasts  profits  of  61$  a  share  in  2007  on  sales  of  S  mercc 

million  and  79<t  in  2008  on  $273  million,  up  from  39<t  in  21 

on  $127  million.  He  expects  the  rebuilding  of  the  Gulf  Coas 

will  finally  get  funding  from  the  government  and  insurers.  I  mice: 
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ird  first-quarter  profits  at 
organ  Chase  pushed  the 
ket  into  overdrive  this  week. 
i  Mae's  shares  soared 
on  news  of  its  $25  billion 
;iut  by  private  equity.  The 

I  also  boosted  other  stocks 
investors  consider  a  target, 
as  Countrywide  Financial, 
h  rose  14%.  Meanwhile, 
Immune  climbed  23%  on 
rts  it's  in  talks  with  a  suitor. 

Jloomberg  Financial  Markets,  Reuters 
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U.S.  MARKETS 

APR  18 

WEEK 

•/.CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&PSOO 

1472.5 

2.3 

3.8 

12.6 

Dow  Jones  Industrials 

12.803.8 

2.6 

2.7 

13.6 

NASDAQ  Composite 

2510.5 

2.1 

3.9 

6.6 

S&P  MidCap  400 

875.3 

1.7 

8.8 

9.2 

S&PSmallCap600 

423.2 

1.7 

5.8 

6.5 

DJ  Wilshire  5000 

SECTORS 

14,858.4 

22 

4.5 

12.3 

BusinessWeek  50* 

824.2 

1.9 

3.2 

4.4 

BW  Info  Tech  100" 

461.1 

1.8 

3.0 

13.9 

S&P/Citigroup  Growth 

675.2 

2.3 

3.5 

10.4 

S&P/Citigroup  Value 

796.1 

2.4 

4.2 

14.8 

S&P  Energy 

482.2 

1.2 

5.9 

12,0 

S&P  Financials 

496.8 

3.9 

0.3 

12.0 

S&P  REIT 

207.3 

1.3 

4.3 

24.5 

S&P  Transportation 

2814 

3.5 

6.7 

-2.1 

S&P  Utilities 

209.9 

1.2 

12.5 

34.2 

GSTI  Internet 

210.8 

0.4 

5.6 

7.1 

PSE  Technology 

915.5 

2.3 

4.6 

4.2 

•March  19, 19K 

=1000 

"February  7, 

?000=1000 

GLOBAL  MARKETS  apr.is  week 

S&P  Euro  Plus  (U.S.  Dollar)  2180.5  2.3 

London  (FT-SE 100)  6449.4  0.6 

Paris  (CAC  40)  5836.0  1.5 

Frankfurt  (DAX)  7282.3  1.8 

Tokyo  (NIKKEI  225)  17,667.3  0.0 

Hong  Kong  (Hang  Seng)  20,777.1  1.6 

Toronto  (S&P/TSX  Composite)  13,712.0  2.3 

Mexico  City  (IPC)  29,559.5  1.0 


%  CHANGE 
YEAR  TO     LAST  12 


DATE 

9.6 

3.7 
5.3 

10.4 
2.6 
4.1 
6.2 

11.8 


MONTHS 

29.8 

6.7 
14.5 
23.4 

2.5 

24,9 
10.2 

49.1 


FUNDAMENTALS  apr.i? 

S&P  500  Dividend  Yield  1.79% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  17.6 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.2 

First  Call  Earnings  Surprise*  4.90% 

TECHNICAL  INDICATORS  apr  i? 

S&P  500  200-day  average  1370.0 

Stocks  above  200-day  average  78.0% 

Options:  Put/call  ratio  0.88 

Insiders:  Vickers  NYSE  Sell/buy  ratio  5.41 


WEEK  AGO      YEAR  AGO 

1.82%      1.77% 


17.3 
15.0 

12.50% 


17.9 
14.9 

7.13% 

•First  Call  Corp. 

WEEK  AGO      YEAR  AGO 

1364.7  Positive 

76.0%  Negative 

0.82  Positive 

6.04  Negative 


BEST-PERFORMING 
GROUPS 

Coal 

Health-Care  Facilities 
Commerical  Printing 
Tires  &  Rubber 


LAST 
MONTH  % 

19.2 

16.4 
15.0 

U.3 


LAST  12 
MONTHS  % 


Tires  &  Rubber  140.7 

Power  &  Energy  Traders  47.3 

Leisure  Products  39.3 

Electric  Utilities  38  7 

Divsfd.  Metals  &  Mining       139     Intgrd.  Telecmms.  Svcs.  37.2 


WORST-PERFORMING  LAST 

GROUPS                                MONTH  % 

LAST  12 

MONTHS  % 

Electric  Mfg.  Svcs.            -4.4 

Homebuilding 

-30.2 

Employment  Services         -3.8 

Electric  Mfg.  Svcs. 

-279 

Forest  Products                -2.2 

Gold  Mining 

-22.2 

Constr.  Materials                -1.3 

Education  Services 

-14.0 

Building  Products              -1.2 

Computer  Retailers 

-12.5 

EQUITY  FUND  CATEGORIES 


-WEEK  TOTAL  RETURN 
LEADERS 

% 

52-WEEK  TOTAL  RETURN 
LEADERS 

Latin  America 

11.5 

Utilities 

Pacific/Asia  ex-Japan 

8.7 

Latin  America 

Precious  Metals 

8.5 

Pacific/Asia  ex-Japan 

Diversified  Emerging  Mkts. 

UGGARDS 

8.4 

Real  Estate 

LAGGARDS 

Japan 

-0.5 

Japan 

Real  Estate 

1.9 

Technology 

Financial 

2.7 

Small-cap  Growth 

Domestic  Hybrid 

2.7 

Mid-cap  Growth 

INTEREST  RATES 


*/EEK  TOTAL  RETURN 

ENDED  APR.  18 
IP  500  M  U.S.  DIVERSIFIED  SB  ALL  EQUITY 


EQUITY  FUNDS 

4-WEEKTOTAL  RETURN  % 

LEADERS 

DireXn.Lat.Am.Bull2Xlnv.  23.6 

ProShares  Ultra  Oil  &  Gas  18.6 

DireXn.Emrg.  Mkts.  Bull  2X  17.6 

DireXn.  Crndty.  Bull  2X  16  2 
LAGGARDS 

DireXn.  Emrg.  Mkts.  Short  -15.7 
ProShares  UltSh.  Oil  &  Gas  -15.7 
ProFds  UttSh.  Emrg.  Mkts.  Inv.  -13.7 
ProShares  UltSh.  Health  Care  -114 


34.7 
32.2 
28.6 
27.8 

-6.8 

3.1 
4.3 

5.8 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

iSharesMSCI  Malaysia  Idx.  57.9 

ProFds.  Utilities  Ultrasector  52.2 

iShares  MSCI  Singapore  Idx.  50.3 

E.I.I.  Int.  Property  Instl  50.0 

LAGGARDS 

American  Heritage  Grth.  -400 
DireXn.  Emrg.  Mkts.  Short  -37.0 
DireXn.  Dev.  Mkts.  Bear  2X  -28.8 
SPORS&PHomebuildersETF  -24.8 


KEY  RATES 

APR.  18 

WEEK  AGO     YEAR  AGO 

Money  Market  Funds 

4.87% 

4.87%     4.29% 

90-Day  Treasury  Bills 

4.97 

5.02       4.71 

2-Year  Treasury  Notes 

4.64 

4.72       4.83 

10-Year  Treasury  Notes 

4.65 

4.74        4.98 

30-Year  Treasury  Bonds 

4.82 

4.91        5.08 

30-Year  Fixed  Mortgage  f 

6.17 

6.20       6.42 

t  BanxQuote  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10-YR.BOND 

30-YR.BOND 

General  Obligations 

3.90% 

4.29% 

Taxable  Equivalent 

5.57 

6.13 

Insured  Revenue  Bonds 

4.05 

4.57 

Taxable  Equivalent 

5.79 

6.53 

UMER  CONFIDENCE 

i'ay,  Apr.  24, 10  a.m.,  EDT » 
Conference  Board's  April 
■mer  confidence  index  is 
«st  to  have  eased  to  105.2, 
11072  in  March.  That's  the 
Ian  forecast  of  economists 
lyed  by  Action  Economics 

JIBLE  GOODS  ORDERS 

lesday,  Apr.  25,  8:30  a.m., 
■  March  durable  goods  orders 
o  likely  grew  2.5%,  after 
ndingl.7%  in  February. 


NEW  HOME  SALES  Wednesday, 
Apr.  25, 10  a.m.  EDT » New  home 
sales  in  March  probably  edged  up 
to  an  annual  rate  of  0.89  million 
units.  February  sales  stood  at  a 
pace  of  0.85  million  houses. 
BEIGE  BOOK  Wednesday,  Apr. 
25,  2  p.m.  EDT  »The  Federal 
Reserve  releases  its  summary  of 
economic  conditions  ahead  of  the 
May  9  monetary  policy  meeting. 
Economists  expect  the  Fed  to  hold 
interest  rates  at  5.25%. 


GROSS  DOMESTIC  PRODUCT 

Friday,  Apr.  27,  8:30  a.m.,  EDT » 
First-quarter  real  gross  domestic 
product  probably  slowed  to 
an  annualized  growth  rate  of 
2.1%,  after  a  2.5%  gain  in  the 
prior  period. 

EMPLOYMENT  COST  INDEX 
Friday  Apr.  27,  8:30  a.m.,  EDT » 
Compensation  most  likely  grew 
0.9%  in  the  first  quarter,  following 
a  0.8%  gain  in  the  fourth  quarter 
of  2006. 


The  BusinessWeek  production  index 
improved  to  293.5  for  the  week 
ended  Apr.  7,  an  8.2%  gain  from  a 
year  ago.  Before  calculation  of  the 
four-week  moving  average,  the 
index  jumped  to  297.5. 


BusinessWeek  .com 


For  the  BW50,  more  investment 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras 
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It's  about  money. 

Earning  it 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  April  21  and  22: 

Wal-Mart:  Has  Wal-Mart  lost  its 
low-cost  lustre?  We  compare  its 
prices  with  Target's. 

Financing  for  Entrepreneurs: 

Get  expert  advice  on  how  to 
convince  investors  to  back  your 
fledgling  business. 

Online  MBA?:  See  how  it  works, 
what  it  costs,  and  whether  it 
carries  the  same  cachet  as  a 
traditional  on-site  degree. 

Craft  Beer  Buzz:  Learn  how 
small  brewers  are  growing  as 
their  specialty  beers  attract 
the  wine  and  cheese  crowd. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Find  your  local  station  and  airtime  by 

zip  code  at  businessweekweekend.com 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
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iy  Companies  are  Making  the 
itch  to  "Software  as  a  Service" 


^task 


ine  looking  for  new  software  and  see- 
ystem  Requirements:  Internet  Access." 
cpanding  Internet  capabilities  are  allow- 
ganizations  to  expand  the  traditional 
f  software  as  an  off-the-shelf  product, 
sed,  installed  and  run  on  your  comput- 
ird  drive.  Web-based  Software  as  a 
:  (SaaS)  runs  entirely  through  your 
•t  connection. 

■based  applications  leverage  the  capabil- 
the  Internet.  Creatively  using  web  2.0 
logies  like  AJAX  gives  web-based  soft- 
quick  and  responsive  feel  like  that 
:d  from  desktop  applications.  Choices  in 
aS  category  are  growing  as  aggressive 


software  developers  harness  the  capacity  of  the 
model  to  serve  the  growing  demands  of  the 
business  marketplace. 

Project  and  Portfolio  Management  (PPM) 
and  Customer  Relationship  Management 
(CRM)  industries  are  especially  progressive  in 
their  use  of  SaaS.  Implementing  a  SaaS  solu- 
tion in  this  environment  is  often  faster,  easier 
on  the  budget,  and  more  portable  than  a  desk- 
top installation. 

Consider  implementation  where  a  quick 
online  setup  (about  as  complex  as  buying  a 
book  from  Amazon.com)  is  all  that's  required  to 
purchase  software  licenses  and  get  full  collabo- 
rative functionality — much  faster  than  deploy- 


ing IT  staff  across  the  company  armed  with 
installation  CD's  or  lengthy  download  instruc- 
tions. Teams  can  be  working  together  in  a  new 
application  in  no  time. 

SaaS  providers  typically  charge  a  monthly  or 
annual  license  fee.  The  hefty  cost  of  purchasing 
desktop  software,  setting  up  internal  server 
exchanges,  evaluating  each  workstation  for 
hardware  requirements,  and  performing  indi- 
vidual installs  is  replaced  by  a  more  manage- 
able recurring  payment. 

SaaS  tools  are  very  portable.  With  the  prolif- 
eration of  Wi-Fi  Internet  access,  managers  and 
executives  get  the  functionality  of  their  applica- 
tions through  wireless-enabled  devices  like  lap- 
tops and  PDAs.  Think  about  it — minutes  from 
now,  you  could  be  managing  projects  that  span 
the  globe  from  the  comfort  of  your  blackberry. 


To  read  the  full  report,  go  to 
www.expert-insights.com/aitask.asp 


(ftask  is  a  leading  provider  of  web  2.0  on-demand  project  management  software.  Customers  include  Apple,  CBS,  Chevron,  Hanes,  HBO, 
Hitachi,  Lockheed  Martin,  Louis  Vuitton,  Macy's,  McDonalds,  Toyota,  US  House  of  Representatives,  Walt  Disney,  and  the  Wharton  School  of 
Business.  @task  is  browser,  platform  and  database  independent  and,  allows  organizations  to  define  initiatives  and  projects,  automate 
processes,  and  distribute  real-time  data  through  a  secure  and  easy-to-use  online  environment.  @task  provides  global  support  allowing 
users  to  collaborate  on  projects  in  their  native  language.  For  more  information  visit  www.attask.com  or  call  (866)  441-0001. 


persed  Task  Management: 
w  a  Global  Team  Can  Work 


her  you're  developing  software,  managing  a 
team  or  manufacturing  faucets  we  more  often 
t  work  with  a  global  team.  For  good  or  bad  - 
S  reality  Many  business  leaders  have  dispersed 
Dject  teams  around  the  globe  and  managing 
id  requires  the  right  technology  to  tie  project 
ogether  so  they  can  work  effectively  as  a  team, 
an  find  yourself  struggling  with  traditional 
hes  to  managing  project  teams.  Traditional 
management  took  lack  certain  key  elements 
ys  environment.  Project  software  often  omits 
of  the  knowledge  worker.  While  they  do  offer 
h  scheduling  features,  they  lack  a  focus  on 
tion,  tools,  and  work  allocation  for  the  many 
tals  dispersed  about  the  world.  Also  missing, 


are  enabling  tools  that  allow  the  team  to  prioritize  and 
focus  their  efforts  across  borders  and  time  zones. 

By  allowing  knowledge  workers  common  access  to 
shared  tasks  and  documentation,  communication 
and  productivity  can  be  greatly  improved.  But  to  be 
part  of  a  winning  team,  they  need  to  be  playing  the 
same  game  as  well. 

Here  are  six  key  concepts  in  creating  a  dispersed 
project  team  management  system: 

1 .  Classify  -  Define  and  categorize  task  items. 

2.  Target  -  Parlay  action  items  into  specific  tasks  on 
a  milestone  schedule. 

3.  Prioritize  -  Rank  and  order  task  action  items  for 
all  team  members. 

4.  Collaborate  -  Select  and  direct  the  nght  tasks  for 


and  to  the  right  people. 

5.  Check  Status  -  Monitor  tasks  with  regard  to 
schedule  and  milestone  adherence  and  completed 
task  actions. 

6.  Maintain  History  -  There  is  valuable  informa- 
tion in  project  history.  Historical  data  gives  way  to 
continuous  improvement. 

Todays  project  teams  need  tools  that  can  transform 
an  overwhelming  project  into  very  specific  tasks.  Such 
technology  must  respect  workloads,  milestones,  and 
task  priority  Simply  stated:  knowledge  workers  need 
to  know  who  is  doing  what,  when,  where,  and  how. 

If  the  planet  earth  is  our  new  playing  field,  project 
management  must  be  turbocharged  with  smart  tech- 
nology to  play  the  game  well.  Dispersed  task  man- 
agement changes  the  rigor  of  the  distributed  team. 
For  most  any  organization,  it  deserves  serious  con- 
sideration. 


To  read  the  full  report,  go  to 
www.expert-insights.com/alexsys.asp 


Team  2  * 


Rich  Bianchi  is  the  president  of  Alexsys  Corporation,  based  in  Stoneham,  MA.  Alexsys  Corp.  is  an  innovator  in  software  solutions  designed 
to  automate  the  management  of  tasks  and  business  processes  associated  with  any  kind  of  organization.  Alexsys  Team-  2  software  is  a 
powerful  project  management  tool  that  helps  organizations  complete  complicated  projects  on  time  and  within  budget  by  recording  and 
>siing  responsibilities  with  due  dates  for  tasks.  It's  solutions  have  been  deployed  by  hundreds  of  organizations  of  all  sizes  around  the  world,  including  leading  Fortune  50 
lanies  in  the  petroleum,  financial  services  and  telecommunications  industries  as  well  as  large  government  agencies.  For  more  information  visit  www.alexcorp.com. 
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THE  LAST  TYCOONS  The  Secret  History  of  Lazard  Freres  &  Co.  |  IN) 


THE  LAST  TYCOONS  The  Secret  History  of  Lazard  Freres  &  Co. 

By  William  D.  Cohan;  Doubleday;  741pp;  $29.95 


What  is  it  about  investment  banking 
that  brings  out  the  long  knives? 
Internecine  warfare  is  so  prevalent  in 
that  culture  that  books  about  Wall  Street 
houses  are  inevitably  crowded  with 
villains  and  desperately  short  on  heroes. 
Remember  Greed  and  Glory  on  Wall 
Street,  Ken  Auletta's  1986  account 

of  the  civil  war  that  ripped  apart  Lehman 
Brothers  Kuhn  Loeb?  William  D.  Cohan's 
The  Last  Tycoons,  an  ambitious  if  flawed 
history  of  Lazard  Freres  &  Co.  (now 
Lazard  Ltd.),  is  just  such  a  book. 

In  2005,  Lazard  became  the  last  of  the 
classic  investment-banking  partnerships 
to  convert  to  public  ownership.  A  midsize 
firm  with  an  outsize  mystique,  Lazard  had 
been  a  fount  of  profit  and  intrigue  for  the 
better  part  of  a  century  and  a  half. 

It  could  scarcely  have  been  otherwise 
given  Lazard's  pedigree.  For  most  of 
its  history,  the  House  of  Lazard  was 
actually  three  separate  investment  banks 
of  different  nationalities— American, 
French,  and  British— coexisting  uneasily 
under  the  shared  roof  of  overlapping 
ownership.  Lazard  also  was  the  first 
investment  bank  built  on  advising 
corporate  mergers  and  acquisitions,  the  most  Machiavellian 
of  high-finance  specialties.  Finally,  it  has  been  led  by  a 
procession  of  legendarily  brilliant  and  difficult  personalities, 
including  Andre  Meyer,  Felix  Rohatyn,  and  current  CEO 
Bruce  Wasserstein. 

At  741  pages,  the  copiously  footnoted  volume  aspires  to  be 
a  definitive  history  of  Lazard.  The  author,  a  former  newspaper 
reporter  who  spent  six  years  at  the  firm  as  a  junior  banker, 
is  commendably  thorough  in  his  research,  which  includes 
interviews  with  dozens  of  key  participants,  Wasserstein 
prominently  excepted.  Even  so,  Cohan's  sprawling  volume 
falls  well  short  of  the  standards  of  interpretive  analysis  and 
literary  excellence  set  by  such  classic  works  as  Financier,  Cary 
Reich's  1983  biography  of  Meyer,  and  Ron  Chernow's  1990 
tome,  The  House  of  Morgan. 

The  Last  Tycoons  does  benefit  from  well-drawn  profiles 
of  many  of  Lazard's  leading  characters,  particularly  Michel 
David-Weill,  the  clever,  imperious  French  billionaire  whose 
family  controlled  the  firm  for  four  generations  and  who 
presided  over  it  himself  from  1977  to  2005.  Both  David-Weill, 
Lazard's  last  emperor,  and  Rohatyn,  the  founding  father 


• 


k 


oiunii 


ryc 


doci 
scii 


"!  ." 


of  M&A,  emerge  from  these  pages  in  all  their  fascinating 
complexity  and  maddening  hypocrisy. 

The  book's  other  strength  is  its  closely  reported  narrati 
of  the  tumultuous  events  of  the  past  decade,  which  saw 
Lazard's  near-collapse  in  David-Weill's  final  years  and 
its  revival  under  Wasserstein,  who  previously  had  made 
a  fortune  co-founding  and  selling  Wasserstein  Perella. 
The  success  of  Wasserstein's  ingenious,  daring  scheme  to 
transform  Lazard  into  a  publicly  held  corporation  added 
hugely  to  his  net  worth  while  reviving  the  foundering  banl 
Lazard's  stock  has  doubled  since  going  public  at  $25  a  sh 
in  the  spring  of  2005. 

Cohan's  lengthy  account  of  David-Weill's  i 
Wasserstein's  climactic  pas  de  deux  might  in 
prove  definitive  despite  occasional  lapses  of 
analytic  judgment.  Cohan  suggests,  for  exam 
that  Wasserstein's  initial  $30  million  investmo^ 
in  Lazard  was  money  he'd  saved  (and  would  nr 
otherwise  have  had)  by  moving  to  London  to 
avoid  paying  New  York  state  and  city  taxes  oni 
$1.4  billion  sale  of  Wasserstein  Perella.  Settingi 
aside  the  question  of  Wasserstein's  motive  for  r 
moving  to  London,  he  was  a  wealthy  man  when 
could  have  pulled  $30  million  from  any  of  the; 
pockets  in  one  of  his  bespoke  suits. 

Worse,  Cohan  spices  up  what  is  a  pretty 
technical  saga  with  a  lot  of  thinly  sourced  ruimj 
mongering  about  the  sexual  misadventures  olf ' 
high-  and  low-ranking  Lazard  employees.  Hec 

closes  one  particularly  salacuii  in  |] 
section  by  noting:  "These 
rumors  persisted,  even  thougi 
some  clearly  were  not  true." 
Why  smear  people  by  printint 
stories  known  to  be  false? 

That  Cohan  once  worked 
at  Lazard  causes  a  reader 
to  wonder  whether  there  is 
score-settling  mixed  in  with 
his  journalism.  That  said,  the< 
author  often  puts  his  inside 
^^^^^^^^™  knowledge  to  constructive 

use,  such  as  in  his  amusing 
explication  of  David-Weill's  passion  for  Cuban  cigars  and  t 
social  significance  of  cigar-smoking  at  the  firm. 

The  Last  Tycoons  should  appeal  to  anyone  interested  in 
the  inner  workings  of  Wall  Street  or  Lazard,  long  the  mosi 
idiosyncratic  of  investment  banks.  Despite  the  upheavals 
this  book  documents,  Lazard  still  occupies  the  same  basii 
position  on  the  Street  that  it  did  in  the  1950s  and  '60s— 
of  a  compact,  elite  M&A  specialist  with  a  front- row  seat  at 
the  deal  game.  ■ 

-By  Anthony  Biai  f 


An  ambitious 
if  flawed 
account  of 
the  bank's 
near-collapse 
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iroving  the  Customer  Experience 
h  Personalized  Communications 


ssful  organizations  continually  look  lor  ways 
the  nght  prospects,  boost  response  rates  and 
oi  customer  relationships.  As  competitive 
s  rise,  improving  the  customer  experience 
:  increasingly  important. 
ing  prospects  and  servicing  customers 
a  variety  of  communications,  including  mar- 
latenals,  welcome  kits,  statements,  and  corre- 
lce.  Producing  relevant,  consistent  and  appeal- 
rnunications  results  in  a  more  satisfying  cus- 
cpenence  and  greater  revenue  opportunities, 
mer  Communications  Management  (CCM) 
enables  the  generation  of  highly  personalized 
omized  communications  to  improve  the  cus- 
cpenence.  Two  of  the  most  challenging  forms 


of  communications  addressed  by  CCM  software  are 
marketing  materials  and  statements. 

Research  shows  that 
personalizing  marketing 
materials  can  improve 
response  rates  by  up  to 
500%.  As  marketing 
groups  leverage  the 
Internet,  they  need  soft- 
ware that  seamlessly  inte- 
grates    with     common 

authoring  environments  and  tools  from  Microsoft® 
and  Adobe®  to  produce  graphically  rich  personalized 
communications  in  high-volume  and  on-demand,  for 
delivery  to  customer-prefened  channels  such  as  web 


ww.expert-insights.com 


sites,  e-mail,  fax,  mobile  devices  and  print. 

In  addition,  statements  are  increasingly  being 
viewed  as  strategic  communications  vehicles  with  a 
key  role  in  shaping  the  customer  experience. 
Organizations  that  invest  in  their  statement  capabilities 
can  build  stronger  customer  relationships  by  leverag- 
ing the  powerful  design  features  of  popular  desktop 
tools  to  create  highly  customized  TransPromotionar 
statements  that  combine  transactional  data  with  pro- 
motional elements. 

To  date,  organizations  have  had  few  options  for  per- 
sonalizing customer  communications  other  than 
using  a  mix  of  complex  proprietary  tools,  manual 
processes,  and  outside  service  providers.  Today,  CCM 
software  provides  a  fast,  flexible  and  easy-to-use  solu- 
tion for  producing  highly  personalized  communica- 
tions that  can  rapidly  improve  the  customer  experi- 
ence and  provide  a  competitive  advantage. 


To  read  the  full  report,  go  to 

www.expert-insights.com/document.asp 


Document  Sciences  is  a  market-leading  provider  of  customer  communications  management  solutions.  Our  award-winning  xPression®  software 

document  su'te  ena')'es  organizations  to  automate  the  creation  and  delivery  of  highly  personalized  communications  -  from  customized  marketing  materials, 
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hnology  Improves  Efficiency  in 
irmacy/Healthcare  Markets 


and  hospital  pharmacies  are  facing  numer- 
iness  challenges  and  efficiency  issues.  One 
astest-growing  trends  in  phannacies  is  the 
letter-sized  prescnptions  by  healthcare 
rs.  Phannacies  are  experiencing  greater  than 
Teases  in  the  number  of  patients  submitting 
11"  prescriptions  over  traditional  4"x  6" 
itten  prescnptions.  While  original  prescnp- 
tst  be  physically  or  electronically  stored  up 
ars  according  to  federal  mandates,  tradition- 
op  document  scanners  present  problems, 
•oil-fed  or  flat-bed  document  scanners  are 
[reliable  and  unable  to  withstand  the  ngors 
sing  hundreds  of  documents  daily  per 
igh-speed  scanners  are  expensive  and  too 


large  for  limited  countertop  spaces.  As  the  average 
number  of  prescriptions  purchased  in  the  United 
States  has  topped  3.6  billion  per  year,  pharmacies 
are  often  overextended  with  processing  times  and 
storage  capacity  limitations. 

Recent  advances  in  imaging  technology  can 
allow  pharmacies  to  improve  their  prescription 
processing  methodology  and  reduce  the  time 
spent  scanning  prescriptions  and  patient  identifi- 
cation. New  imaging  devices  can  reduce  the  scan 
time  of  letter-sized  prescriptions  by  900%,  from  as 
much  as  1  minute  per  scan,  down  to  <5  seconds. 
With  average  pharmacies  processing  1340  pre- 
scriptions per  week,  the  labor  efficiencies  gained 
can  be  remarkable — up  to  15  hours  per  week. 


Image  compression  technologies  associated  with 
the  new  devices  also  produce  dramatic  disk  space 
savings,  replacing  file  sizes  of  l-2Mb  from  tradi- 
tional scanners  with  files  as  small  as  48Kb. 

While  advanced  imagers  are  ruggedly-designed  to 
manage  high-volume  prescription  imaging  without 
downtime,  they  also  scan  and  process  bar  code  data. 
Pharmacies  can  scan  curved  medication  bottles, 
prescription  numbers  and  other  retail  purchases 
without  adding  additional  devices  to  crowded  coun- 
tertop space.  This  technology  is  applicable  in  virtu- 
ally any  industry  requiring  fast  capture  of  high-res- 
olution document  images  with  bar  code  scanning 
and  signature  capture.  In  healthcare  markets,  med- 
ical-, hospital-  and  physician-groups  can  benefit 
greatly  from  imager/scanning  technologies  to 
improve  performance,  increase  productivity  and 
reduce  or  eliminate  paper-driven  processes. 


To  read  the  full  report,  go  to 

www.expert-insights.com/barcode.asp 
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IN  TWO  TERMS  as  mayor  of  New  York,  Rnii 
Giuliani  turned  a  city  beset  by  crime  and  violei' 
into  one  of  the  safest,  most  livable  metropolii 
in  America.  And  he  fearlessly  led  New  York  a^i 
confronted  the  despair  and  destruction  follow 
September  11.  But  the  turmoil  of  Giuliani's  priv\ 
life  prompted  many  to  dismiss  his  quest  for 
Republican  nomination  for  President  as  the  ftf 
of  a  man  with  too  much  baggage  to  be  a  seridj  i( 
candidate.  Never  one  to  put  much  stock  in  politic  ^ 
pundits  or  conventional  wisdom,  Giuliani  has  uw 
diered  on,  and  as  of  Apr.  18,  early  polling  had  h k 
leading  the  GOP  pack.  | ,  ffe 

j  itwoi 
What  would  you  do  differently  in  Iraq?  tax. B 

I  think  the  policy  in  Iraq  has  to  be:  Clear,  hold,  and  build.  As  si  mm 
as  you  get  to  a  situation  of  considerably  less  violence,  you  I 
to  get  the  Iraqis  to  rebuild  their  infrastructure,  open  their  fn  fcono 
ries,  fix  their  roads  and  schools.  The  statistic  that  worries  me<  ioltli 
most  about  Iraq,  in  addition  to  the  obvious  violence  that  has  t  1 hi] 
reduced,  is  its  60%  unemployment,  at  least  as  of  a  month  ags  oppi 
there's  60%  unemployment  in  Iraq  six  months  from  now,  it's  g-»  tlogy 
to  be  very  hard  to  create  stability.  i  ]^.\ 

I  units. 
When  should  the  troops  pull  out? 

I  can't  emphasize  [enough]  how  irresponsible  Congress  has  th  rar 
The  idea  of  having  a  timetable  for  withdrawal,  which  many  o  *  racou 
Democrats  used  to  say  they  would  never  do... is  very,  very  dan 
ous.  I  can't  remember  in  the  history  of  war  when  an  army 
country  has  announced  its  retreat  and  then  given  the  enen 
timetable  of  that  retreat.  It  is  dangerous  for  our  troops,  it's  darr 
ous  in  terms  of  the  way  in  which  it  will  promote  terrorism,  ann'  taboul 
even  dangerous,  to  some  extent,  for  us  here  at  home.  If  we  do> 
timed  withdrawal  from  Iraq,  how  is  that  going  to  affect  us  in 
and  in  dealing  with  Syria,  Pakistan,  and  Afghanistan?  In  everyAn ■tfe 
of  those  situations,  it's  going  to  make  things  much  worse  for  Vi  ^ 


tt  e 


Do  you  think  we  need  to  boost  the  budgets  for  security  and  the  < 
on  terrorism?  If  so,  how  do  we  do  that  in  the  face  of  mushroomii  should 
costs  for  Social  Security  and  Medicare? 

The  first  thing  we  need  is  a  budget-reduction  program.  I  don't  1 1  ^ 
the  government  has  had  that  kind  of  fiscal  discipline,  at  least  ii 
memory,  since  the  Reagan  Administration.  What  I  did  in  New 
was  impose  budget  cuts  on  every  one  of  my  agencies...5%  to  si 
times  20%.  That  resulted  in  a  20%  reduction  in  the  size  of  the 


mment,  with  the  exception  of  cops  and  teachers.  And  the 
iry  needs  to  be  modernized.  We've  never  quite  made  up  for 
ieace  dividend  we  got  during  the  Clinton  Administration, 
s  something  I  strongly  opposed  when  it  was  happening.  I 
;ht  it  was  kind  of  a  repeat  of  the  mistakes  made  right  after 
i  Wars  I  and  II  when  we  were  anticipating  an  entirely  peace- 
orld.  The  peace  dividend  was  a  very,  very  big  mistake. 

>u  support  extending  the  2001  and  2003  tax  cuts? 

port  continuing  the  level  of  taxation  where  it  is,  certainly  not 

g  it  increase.  I  would  try  to  look  for  additional  tax  cuts  that 
4  date  the  economy.  As  mayor  of  New  York,  I  cut  taxes  and 
li  more  money.  For  example,  the  capital  gains  tax  is  a  really 
1 1  tax  to  cut  because  if  you  cut  it  the  right  way,  you  could  end 
lith  much  larger  growth.  I  did  that  with  the  hotel  occupancy 
(1  got  it  cut  by  about  30%  and  was  collecting  $100  million 
m  from  the  lower  tax  than  the  higher  tax.  And  the  death  tax  is 
I  great  example  of  what's  wrong  with  Washington.  The  death 
1  going  down  to  45%  in  2009.  In  2010,  if  s 
1;  to  zero.  Then  in  2011  it  goes  back  to  55%. 
*  is  ludicrous.  Only  Washington  could  cre- 
J,tax  incentive  for  death.  We've  got  to  either 

nate  the  death  tax— it's  a  double  tax,  any- 

-or  reduce  it  to  something  sensible. 


ecently  picked  up  Steve  Forbes,  who 
at-tax  advocate,  as  an  adviser.  Do  you 

ii»  support  a  flat  tax? 

jlport  simplifying  the  tax  code.  I  think  of 
lat  tax  as  theoretically  a  very  good  solu- 
i-and  probably  what  we  should  have  done 
i  we  first  started  the  income  tax.  These 
it  would  be  unrealistic  to  go  all  the  way  to 
tax.  But  you  can  use  it  as  a  guide  to  figure 
low  you're  going  to  simplify  taxes. 


Ronald 
Reagan 
is  kind  of 
my  model,  and 
his  approach  was: 
'Ifyou'remy80% 
friend,  you're  not 
my  20%  enemy"5 


economies  of  China  and  India  are  soaring.  Should  we  be 
i  of  them,  and  how  tough  should  the  U.S.  be  on  China? 

hould  see  the  growing  economies  in  India  and  China  as 
opportunities  for  a  country  that  is  the  leader  in  the  world  in 
lology,  innovation,  management,  and  administration.  Every 
I  go,  people  want  to  learn  about  how  America  organizes  its 
panies,  how  America  has  been  able  to  be  so  productive.  We 
dl  that  to  the  world.  In  many  ways  India  is  at  least  as  good  or 
r  an  opportunity  than  China.  If  s  already  a  democracy.  It's  al- 
'  a  country  with  a  rule  of  law  and  courts.  The  big  problem  in 
a  is  protection  of  intellectual  property.  So  we  have  to  work  on 
fronts— keep  China  opening  up  its  markets  and  at  the  same 
try  to  get  it  to  develop  a  more  sophisticated  legal  system. 

about  Russia?  Is  it  an  ally  or  an  enemy? 

lave  to  be  concerned  about  a  country  that  has  taken  big 
backwards  in  terms  of  proceeding  as  a  democracy,  as  a 
try  that  respects  human  rights.  And  then  we  also  have  to 
ncerned  about  a  country  that  appears  to  be  using  its  en- 
position  to  get  leverage  in  Eastern  Europe  and  Europe. 

should  Sarbanes-Oxley  be  changed? 

ave  a  tendency  to  underregulate.  Then  we  have  scandals,  and 
^g  wildly  in  the  other  direction.  I  think  if  s  time  we  take  a 
kt  some  of  the  requirements  of  Sarbanes-Oxley.  That  doesn't 
I  we  get  rid  of  it,  but  we  start  to  make  it  more  balanced.  Most 

tican  businesspeople  are  honest.  We  have  some  dishonest 
but  we  can't  overreact  to  that. 


Why  do  you  think  you  can  win  over  Christian  conservatives? 

Because  Republicans,  however  people  describe  them,  respect 
people  who  tell  them  who  they  are  and  don't  pretend  that 
they're  going  to  agree  on  everything.  Ronald  Reagan  is  kind 
of  my  model,  and  his  approach  was:  "If  you're  my  80%  friend, 
you're  not  my  20%  enemy."  I  think  I'll  do  well  with  conserva- 
tive voters  because  they  will  see  that  I'm  one  of  the  most  fis- 
cally conservative  candidates  in  the  race.  I'm  the  one  who  has 
just  about  the  strongest  record  on  tax  cuts.  And  I  think  they 
will  be  in  pretty  close  to  total  agreement  with  me  on  how  to 
handle  homeland  security  and  deal  with  terrorism.  On  social 
issues,  they're  going  to  find  that  the  area  of  disagreement  is  not 
as  great  as  some  of  my  opponents  have  told  them. 

But  so  much  has  been  made  of  your  decidedly  unconservative 
positions  on  gay  rights,  gun  control,  and  abortion.  How  big  a 
factor  will  those  positions,  your  personal  history,  and  Judith's 
personal  history  be  in  the  campaign  and  Presidency? 

Ultimately,  the  election  will  be  about  who 
the  American  people  think  will  be  the 
most  effective  leader.  And  they  have  every 
right  to  examine  all  aspects  of  my  public 
life  and  my  private  life.  Because  I've  had 
such  a  long  career  in  so  many  different  ar- 
eas—probably the  most  diverse  of  anybody 
running— they  can  look  to  the  success  that 
I've  had  even  though  I've  made  mistakes 
and  things  went  wrong,  which  I  think  kind 
of  makes  me  human.  When  I  was  mayor, 
various  things  going  on  in  my  private  life 
did  not  stop  me  from  reducing  crime  by 
57%,  reducing  homicides  by  67%,  turning 
a  $2.3  billion  deficit  into  a  multibillion-dol- 
lar  surplus.  It  didn't  stop  me  from  reducing 
the  welfare  rolls  by  660,000.  Then  I  had  to  deal  with  the  worst 
attack  in  the  history  of  the  city,  maybe  the  country.  Sure,  I've  made 
mistakes,  both  privately  and  publicly,  but  what's  the  balance?  The 
balance  is  that  I've  been  able  to  have  success.  So  I  think  they  can 
be  pretty  confident  that  that's  what  would  happen  as  President. 

You  said  your  wife,  Judith,  could  sit  in  on  Cabinet  meetings  if 
she  wanted  to.  What  role  would  she  play? 

The  preface  to  that,  Maria,  was  a  question  by  Barbara  Walters 
about  what  Judith  would  be  interested  in  as  First  Lady.  And  her 
answer  was:  "I'm  a  nursc.and  what  I  think  I  would  be  good  at 
is  educating  people  about  the  things  they  have  to  do  to  remain 
healthy."  So  then  Barbara  asked  me:  "Would  you  be  comfortable 
with  Judith  sitting  in  on  Cabinet  meetings?"  And  I  said:  "I  would 
if  it  was  in  areas  that  she's  interested  in  or  in  areas  where  she  has 
expertise."  But  she  has  no  interest  in  being  part  of  the  Cabinet. 

What  about  the  critics  who  might  ask  how  you  are  going  to  get 
things  done  with  Congress?  Does  this  country  want  another 
"my  way  or  the  highway"  President? 

I  dealt  with  a  city  council  that  was  45  Democrats  and  6  Repub- 
licans. And  somehow  I  was  able  to  get  23  tax  cuts  or  elimina- 
tions... and  that  turned  the  city  around.  I've  been  in  the  federal 
government  more  than  city  government.  I  was  the  third-ranking 
official  in  the  Justice  Dept.  I  worked  with  Congress  in  the  Ford 
and  Reagan  Administrations.  I  ran  as  a  mayor  by  saying— and 
I  borrowed  this  from  [Mayor  Fiorello]  LaGuardia— there  is  no 
Republican  or  Democratic  way  to  pick  up  the  garbage.  ■ 

Maria  Bartiromo  is  the  anchor  of  CNBC  s  Closing  Bell 
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BY  JACK  AND  SUZY  WELCH 


When  to  Talk,  When  to  Balk 


In  an  environment  that  is  both  increasingly  competitive  and 
unforgiving  toward  secretive  organizations,  how  do  leaders 
identify  the  level  of  transparency  that  balances  good  public 
relations  and  strategic  privacy? 

—Nicolas  Rodriguez,  Lima,  Peru 

When  it  comes  to  transparency,  leaders  don't  need  to  pull 
off"  a  balancing  act  as  much  as  they  need  to  stick  to  four 
rules.  Two  are  easy,  one  should  be  easy  but  constantly  gets 
screwed  up,  and  the  fourth  is  just  plain  hard.  No  picking  and 
choosing,  though.  In  today's  "unforgiving"  environment,  to 
use  your  apt  term,  you  need  to  follow  them  all. 

The  first  rule  is  that  when  it  comes  to  communicating 
financial  information  to  investors,  analysts,  and  the  media, 
public  companies  can't  be  transparent  enough.  Every  piece  of 
data  disclosed  increases  the  market' s  insight  and,  ultimately, 
builds  trust.  That  dynamic  is  a  no-brainer,  and  despite  the 
carping  of  shareholder  activists,  most  companies  get  it  right. 
The  second  rule  is  that  when  it  comes  to  gaining  marketplace 
advantage,  you  can't  be  too  secretive.  With  a  breakthrough  in 
the  works  or  a  bold  acquisition 
under  consideration,  managers 
should  fight  to  keep  such 
information  confidential. 
Strategic  surprise  is  one  of 
the  great  weapons  of  business 
"warfare." 

The  third  rule,  where 
things  too  often  go  awry, 
concerns  communicating  with 
employees  about  "Oh-God- 
No!"  kinds  of  changes,  such 
as  plant  closings  or  layoffs. 
Obviously,  companies  should 
never  let  employees  be  the  last 
to  know  the  details  of  such 

life-altering  events.  Indeed,  they  should  be  the  first.  That's  the 
rule.  But  somehow,  the  typical  scenario  plays  out  like  this:  A 
company  posts  disappointing  results  and,  to  mollify  analysts, 
quickly  announces  job  cuts  with  big,  precise-sounding 
numbers.  The  news  not  only  takes  employees  by  surprise  but 
also  usually  leaves  them  twisting  in  the  wind  for  weeks  (or 
even  months)  before  managers  figure  out  exactly  what  they're 
going  to  do  and  to  whom.  That  is  just  awful  leadership.  The 
same  happens  with  mergers,  especially  those  that  come 
with  pronouncements  about  massive  cost  savings  from  the 
combination.  While  executives  sit  around  pondering  every 
conceivable  option,  Joe  in  San  Jose  and  Mary  in  Baltimore 
are  dying  inside— a  condition  not  exactly  conducive  to,  say, 


As  today's 
drumbeat  for 
transparency 

frows  louder, 
ere  are  four 
simple  rules 
for  managers 


innovation,  teamwork,  or  customer  service,  not  to  mention  ■ 
rapid  productivity  gains. 

The  fourth  rule— the  plain  hard  one— also  gets  broken 
all  the  time.  The  reason:  It  requires  people  to  do  somethinj 
unnatural,  which  is  to  go  public  when  they  most  want  to  I 
hide  in  a  cave.  You've  seen  it.  Bad  news  about  your  compaa 
hits  the  paper  and  suddenly  grim  executives  are  huddled  ir 
conference  rooms,  only  to  emerge  with  evasive  statemem 
that  imply  the  problem  is  small  and  fully  contained.  Whati 
pointless  exercise.  Just  about  every  business  crisis  involved 
more  people,  money,  and  damage  than  appears  at  first, 
and  there  are  no  secrets  in  the  world.  That's  why  the  only  | 
meaningful  strategy  in  a  crisis  is  full-bore  openness,  with 
energies  focused  on  fixing  what  went  wrong. 

Now,  we  don't  mean  to  oversimplify  something  that  is 
an  important  business  issue,  but  managers  needn't  over- 
brain  this  one.  Transparency  has  its  time,  and  with  just  om 
exception,  the  answer  is  largely  now. 

What  decision  model  can  be  used  to  launch  a  technology  attljj 
right  moment? 

— Kees  Moolenaar,  Rotterdam,  The  Netherla 


You  must  be  referring  to  the  famous  "Someone  is  shaking! 
me  by  the  collar,  and  even  though  I  don't  know  every  pieo 
of  market  data  I  wish  I  did,  my  gut  says  it's  probably  O.K.t 
launch  the  thing  at  this  point"  model.  Admittedly  not  a  ven 
precise  model,  but  it's  the  only  one  we  know  that  works. 

We're  just  saying  there's  very  little  science  to  timing 
a  tech  launch.  Sure,  you  have  to  conduct  research  to 
determine  if  there's  a  hole  in  the  market  that  your  prod 
fills  better  than  anyone  else's.  But  you  will  never  know 
exactly  how  the  market  will  respond,  nor  will  you  ever 
be  100%  certain  about  the  viability  of  your  technology. 
And  forget  discounted-rate-of-return  analyses.  With  a 
new  technology,  those  numbers  fall  somewhere  between  I 
guessing  and  wishful  thinking. 

Which  is  why  your  decision  "model"  comes  down  to  tw< 
factors:  a  positive  gut  feeling  drawn  from  enough  data,  am 
person  in  your  organization  who's  wildly  excited  to  lead  th 
charge.  Don't  bet  on  one  or  the  other.  Only  bet  on  both.  An 
even  then,  understand  that  timing  a  new-technology  launc 
basically  comes  down  to  a  white-knuckled  leap  of  faith.  An 
courage  is  something  no  model  can  quantify.  ■ 


(nee 

da  si 


Jack  and  Suzy  Welch  bok  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  thei 
at  thewelchway@businessweek.com.  For  their  weekly  podca. 
go  to  www.businessweek.com/search/podcasting.htm. 
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The  windfall.  What  do  you  do  when  wealth  suddenly  comes  your  way?  Last  year  Morgan  Stanley 
Icompleted  more  than  $720  billion  of  global  Mergers  and  Acquisitions  transactions.  And,  in  the 
process,  helped  owners  and  leaders  of  businesses  both  large  and  small  deal  with  the  consequences 
p  a  sudden  increase  in  personal  wealth.  Whether  you  benefit  from  a  merger  or  the  sale  of  a 
business,  no  one  is  better  suited  to  help  you  think  through  your  opportunities  than  a 
IjMorgan  Stanley  Financial  Advisor. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479. 1836 


fDDENLY  THE  SKY  IS  MADE  OF  SILK. 


Nothing  can  make  the  air  perfectly  smooth  —  but  nothing  can  touch  the  incredible 
Falcon  7Xfor  smooth  f lying.  Fly-by-wirc  technology  gives  it  the  reflexes  of  a  fighter, 
the  agility  of  a  bird.  And  its  all-muscle-no-fat  design  will  whisk  you  over  5,950  miles 
with  the  efficiency  of  a  smaller  plane  —  in  a  cabin  ofsilkeji  quiet  —  within  a  whisper 
of  the  speed  of  sound.  Technology  not  just  on  the  leading  edge,  but  leading  the  edge. 
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DASSAULT 


LC 


Or  call:  U.S.  201.5 


ENGINEERED      WITH 
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